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Executive Summary
This report analyses the strategic management decisions that the International company Starbucks have implemented and looks at the macro-economic and micro-economic factors that affect these decisions.  Credible published sources were researched and consulted to establish possible causes and effects of the issues raised.  Using a PESTEL analysis the Political, Economic, Socio-cultural, Technological, Environmental and Legal issues that could affect Starbucks were discussed along with micro-economic level decisions that the company adopted to counter these issues.  The data from the PESTEL analysis was used to produce a SWOT analysis to establish the Strengths, Weaknesses, Opportunities and Threats for Starbucks and suggestions on how to address these were given.  Starbucks was concluded to be a very successful international business, looking at its growth, presence and revenue figures.   Starbucks was also found to be addressing most issues highlighted by the PESTEL and SWOT, with initiatives that it was already supporting.  Starbucks seems to use many strategic frameworks, doing what is best for them at the time, suggesting that they are a flexible,  
Recommendations for Starbucks were to do more research on the different countries that it wants to open stores in, to ensure that it adapts its strategy for success in the particular culture, as this had proved to be an important failing in the past.  Starbucks were also recommended not to lose sight of their values of providing great coffee and great customer service, as this is why customers buy from Starbucks rather than other coffee shops.  If they lose this focus and they focus too much on expansion their sales will fall as customers become unsatisfied that they are not getting the coffee experience that Starbucks promises.  It is also suggested that they use more Blue Ocean Strategies to identify new market opportunities.
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1.0 Introduction
The following report aims to critically analyse the strategic management decisions implemented by the international organisation Starbucks, used to maintain their competitive position in their market.  Relevant theoretical frameworks will be used to identify the main strategic issues facing Starbucks, and the Macro-economic and Micro-economic conditions that could make an impact on these decisions will be discussed.  Potential Corporate level strategic direction will then be considered, to sustain or even develop their competitive position.

This report will be submitted by 15th December 2019.

2.0 Procedures
The information upon which the following report is based on was gathered after carrying out the following procedures:
2.1 Relevant theory was used to establish causes and effects of relevant issues presented by the above situation.  Such issues have been extensively studied and researched over many years by notable theorists, so this method gives a more in depth understanding in how the issues identified can impact an international organisation.
2.2 Credible Published sources were researched and consulted.
2.3 The findings of the researched theory were qualitatively analysed in this report, with conclusions drawn and recommendations suggested.


3.0 Findings
After carrying out the above-mentioned procedures, the following findings were obtained:
3.1 The Company – Starbucks was formed in 1971 in Seattle USA and is now a very successful global company which is thought to be worth around $78 billion dollars (Cox 2018).  Starbucks has a wide range of products, including food, cold drinks, and gift items, but is mainly well known for its specialist coffee.  It is one of the largest coffee companies in the market, proved by having over 17,000 stores worldwide, operating in over 50 different countries (Starbucks 2018), and with its continual growth rate, its revenue is now around $24.72 billion dollars in 2018 (Statista 2018).  At the end of 2017 Starbucks market share was 16.2% in the Traditional Ground Coffee segment, with analysts such as Dennis Geiger suggesting that Starbucks “brand strength, loyalty, product, innovation and channel expansion” (Anon 2017) is still the main driver for the development of their sector’s growth.  Starbucks has expanded into other countries such as Asia by mainly licencing the already well known Starbucks brand to local operators in return for licencing fees and royalty payments on store revenues.  China is now Starbucks biggest growth market, with over 3,200 stores at last count (Withers 2018).  Its sales rose 6% from 2016 to 2017 in China, but its sales in America hardly increased at all, due to the US coffee market being over crowded (Halzack 2018).  By 2007 Starbucks commanded 62% of the specialist coffee shop market in North America, and in 2010 this was 87% in the US as a whole (Patterson et al 2010).  Starbucks has partnered with companies and made trade agreements with others, to get the services it needs and gain access to a wide distribution network for its products.
  
3.2 Starbucks Strategies - For a company to know which direction it needs to take in order to be successful, it needs to establish some ideas on what it wants to achieve.  The company needs to decide a strategy of what it wants to sell, who its target market is and how to position itself against its competition.  This strategy can include the company setting themselves objectives for the business, making a mission statement or a vision statement, which outlines the purpose of the business, its objectives and its approach to reach these as well as what it aspires to be (Johnson 2008, p164).  Mullane (2002) suggests that the mission statement in itself can be a strategic tool if used properly, by encouraging the organisation by having something to work towards.  However, it could be argued that this could stifle creativity if the company is too rigid in its enforcement of following its mission statement which could be counter-productive.  Starbucks seem to be aware of this criticism as they have a broad mission statement, which is: “To inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time” (Starbucks 2019).  Their vision statement is to “Establish Starbucks as the premier purveyor of the finest coffee in the world while maintaining our uncompromising principles while we grow”.  From these, it is clear that Starbucks sees its customers as a top priority, in wanting to provide the best coffee while providing the best customer experience, whilst growing the company globally.  According to Howard Schultz, CEO of Starbucks, their competitive strategy was to win customers by ‘Offering the best coffee and customer service’ in an inviting establishment (Schultz & Jones Yang, 1997, p115) as the company is not ‘in the coffee business serving people’ but they are in the people business serving coffee’.  Starbucks strategy is to sell the whole experience, not just the products.   

The two main areas that can affect a business are the macro-environment, comprising of a range of environmental factors outside of the company which could indirectly affect the organisation, and the micro-environment, comprising of the relationships and the decisions that the company makes in response to macro-economic events, which could influence the company’s success.  In order to analyse the macro-environment that could affect Starbucks, a PESTLE (Political, Economic, Socio-cultural, Technological, Environmental and Legal) analysis could be useful.  This gives management a general idea about the macro-environmental conditions in which the company operates and it provides information so that the company can make informed decisions in relation to foreseeable situations it might encounter in the future (Yuksel 2012).  A PESTEL analysis (shown in Appendix 1) was compiled for Starbucks.  Economic factors such as disposable income and unemployment are all directly related to Political issues such as Brexit, which brings the uncertainty of potential changes in Laws, job losses/growth and changes in international travel.  Socio-cultural factors such as consumerism are affected by Political and Economic factors, as Political issues such as Brexit make consumers cautious about frivolous spending, faced with the uncertainty of Brexit negotiations and the potential of raised costs for everyday items.  The Technological factor was the only factor that was independent from all the other factors, as technology is constantly evolving. Starbucks recognises many of the issues that were raised by the PESTEL analysis, that effect on the company and it has already made its own decisions to provide help and support to counter these issues, shown in their policies and ethical choices.  It has initiatives for supporting its suppliers, their countries and economies and their licensee’s countries and employees.  The PESTEL analysis has limited use on its own as it is dependent on a Qualitative, rather than quantitative data to measure the company’s position so it is useful for strategic management, but it does not give a detailed and objective analysis of the company’s external environment.  A SWOT (Strengths, Weaknesses, Opportunities and Threats) analysis could be used in conjunction with the PESTEL analysis so the company can identify issues which can be used to base decision making and problem solving on, when strategic planning (Mullins 2005, p159).  A Swot Analysis (shown in Appendix 2) was compiled for Starbucks.  The SWOT analysis shows Starbucks has Strengths in the fact that it is financially strong in its performance globally.  It has plans to strengthen it’s financial position even further by building up its Franchisee model in Europe in the coming years, which will free up valuable capital for the organisation to use as operating profit rather than having it tied up in the stores, which will reduce operational costs and boost margins.  Starbucks only weakness seems to be their weak performance in Europe, Middle East and Africa regions.  In 2014 Starbucks had a decrease in revenue from this region, which was attributed to an unfavourable exchange rate (Canadean Company Reports 2016).  The main threat to Starbucks seems to be environmental issues linked to climate change, as this will have the effect of reducing the supply of coffee beans to make their products.  Threats such as fluctuating exchange rates between the different countries that Starbucks operates in will affect the profits of the company.  In 2015 Starbucks reported a loss of $222.7 million from foreign exchange rate conversions, compared to loss $75.8 million in 2014 (Canadean Company Reports 2016).  Starbucks needs to minimise the risks from this type of threat by getting involved in foreign exchange hedging activities, however this is not guaranteed to limit the impact of such fluctuations.
Strategy is defined as ‘the direction and scope of an organisation over the long term, which achieves advantage in a changing environment’ according to Johnson et al (2008, p3).  There have been many views on different strategies over the years for organisations, and debate over which one is more effective.  Many of these early models were focused mainly on the environmental external influences on the company.  Later alternative models started to look at internal resources and how these could become a source of competitive advantage.  More recent advances in the models have seen attention move away from identifying sustainable, long term competitive advantages in established markets, and move more towards finding ways of opening up new markets where these traditional models no longer apply, such as Blue Ocean Strategies.  Classical static strategic planning is thought to be no longer adequate for the current turbulent business environment, with business strategies requiring to adapt with the organisations environment as it changes, with the right strategic approach being chosen at the right time for the right part of the business (Reeves 2014).  From the strategies that Starbucks have implemented over the years, it would seem that Starbucks has probably used a combination of many strategic frameworks, so that the right strategic approach was chosen for the specific time, which is why Starbucks is so successful.  
Frameworks such as Porters Five Forces (1980) shown in Appendix 3, were widely used in many companies for analysing the external environment and the level of competition within an industry in which they wanted to compete.  This framework is useful for Starbucks to identify the five forces that could have an effect on their business’s competitive advantage in their market so that the company can make strategic decisions.  This information could be used to stimulate new ideas on how to improve the company’s competitive position in the market.  The coffee market is a profitable one and the threat of new entrants or substitute products is always going to be there, with low barriers to entry causing Starbucks to invest a lot of money in keeping their competitive advantage, which is to source their own coffee beans and grind the beans freshly.  This framework has been extremely influential in the past, but Porters five forces model is now over thirty years old and has been criticised for having limitations, as it seems to be static in an increasing dynamic business environment (Stonehouse & Snowdon 2007) such as the one that Starbucks now operates in.  The model is a good starting point for any business strategy, but they should be used in conjunction with other tools, such as Blue Ocean Strategy tools (Burke et Al 2010) so that we could try to stay competitive in the ever changing dynamic environment.  Starbucks seem to use more of a Blue Ocean Strategy approach rather than the traditional ones as their strategy is to partner with businesses from different sectors, to get the services they need to enhance their own company, such as wifi or music.  These are strategies based on understanding what the customers values and what the customer wants and needs (Birkinshaw 2015).  As a company that offers many different products, Starbucks will need to make strategic decisions on the priorities for future investment and which products to discontinue.  For this a framework such as the BCG Growth Share may be useful as the matrix gives an instant view of the product portfolio shown in Appendix 4.  Low growth/high share products known as ‘cash cows’ provide a strong cash flow, where as products which are low growth/low share are known as ‘dog’ products and should be discontinued as they do not make money.  However, some have suggested that the matrix is too simple to be of much use (Narasimhan 2017) or a company like Starbucks would have too many products for this matrix to be useful.

The contemporary business environment is often described as ‘dynamic and fast paced’ (Konrad & Braatz 2013) as technological advances are made to improve business operations, with many traditional strategic frameworks becoming inadequate for the current business environments.  Starbucks seems to have embraced this need to change and adapt by introducing its own app, where customers can pre-order and pay for their products, so that they do not have to queue in store.  Starbucks also accepts Apple Pay, an electronic payment facility which allows customers to pay with their phone, also collecting their award points.  This type of app is currently being used by some American stores such as Dunkin Donut, but is not widely adopted by other chains, so Starbucks was leading its field by employing its first Chief Technology Officer in 2015.  Technology has become a major part of Starbucks growth strategy as it looks to find new ways to boost sales.  Starbucks has even used its sales model of partnering with other companies, this time with Tech companies to increase its customer base (Jargon 2015).  Starbucks already advertises and interacts with customers using social media platforms such as Facebook and Twitter in response to current customer behaviours.  Starbucks partners with technological companies such as Microsoft for free in-store Wifi, and Spotify for music and are currently working on mobile point of sale machines for faster service (Fitzgerald 2013).  The development and implementation of such ‘cutting edge’ technology can give an organisation such as Starbucks the competitive advantage over similar organisations in their market (Morrison, 2017, p310).  
 
Porter (2011, p1) suggests that some companies confuse operational effectiveness with strategy, as they concentrate on greater productivity than their rivals, rather than their competitive advantage. Even though Starbucks are a very successful company they can perhaps relate to this.  To stay competitive with other coffee shops Starbucks introduced sales targets, faster automated coffee machines and ready ground vacuum packed coffee.  This caused Starbucks to lose the real coffee experience and it reduced customer service as staff no longer had time to speak to customer.  Their unique selling point that made Starbucks successful in the first place and what the brand was based on, was being overlooked.  It would seem that Starbucks are expanding too rapidly to keep up the ethos that they started out with, and it could sometimes get lost with trying to stay competitive.  Starbucks strategic decision to replicate their American business model did not work in every country.  Starbuck’s expansion into Australia failed which was rather surprising for them, as they seemed to have become complacent with the fact that they have successfully entered so many countries with the same business model, that they were caught out by the differences in the culture in Australia, that were not compatible to the business model being used. The American business model was replicated in almost every other country that Starbucks trade in, which seemed to work in general.  In Japan and Switzerland, licencing deals were only accepted after Starbucks entered into a joint venture with a local company beforehand, so that the companies involved could have extensive staff training. Some American staff were also transferred to the country in question to oversee procedures (Hill, 2012, p37) to make sure that the store was true to the brand.

Strategic management has been defined as ‘decisions and actions which lead to the development of an effective strategy to help achieve corporate objectives’ (Luffman et al 1996, p6).  The three main defined levels of corporate strategy, are corporate, which is concerned with the overall business direction, business level which is concerned with the businesses ability to compete in its market (Johnson et al 2008) and functional (Thomas 2016), which relates to the operation of the business.  Starbucks uses a Corporate strategy of partnering with and taking over other businesses and proposes to continue its strategy of expanding further abroad, with the intentions of generating half of its total revenue outside of United States. 
Part of Starbucks strategy is to build and sustain a highly regarded, recognised brand with a high brand valuation, which is when the good name of the business is given a financial value.  A high brand equity gives a business a competitive advantage, as it would have a high level of consumer awareness and loyalty as it would have built a good customer relationship within the marketplace.  Starbucks successfully capitalises on this brand valuation and uses ‘brand extension’ on a regular basis, which is when a successful brand such as Starbucks uses its current brand to launch new products under the same brand name or expands its range of products that it already stocks.  Starbucks has entered the pod market by signing a $7 bn deal with Nestle, allowing them to sell Starbucks products (Dean 2018) which in 2017 generated sales of over $2bn for Starbucks.  This will also give Starbucks entry to another large distribution network and provide them with a large sales boost as well as ongoing sales royalties every year.  The Starbucks Chief Executive of Starbucks suggested that this deal would bring the “Starbucks experience to the homes of millions more around the world” (Dean, 2018, p.42)  These strategies obviously work for this company as the success of Starbucks speaks for itself, with a revenue for 2018 amounting to approximately $24.72 billion dollars (Statista 2018), even though Jerry Baldwin (Cited in Schultz & Jones Yang 1997, p34) the President of Starbucks, stated that business was ‘not managed to maximise anything but the coffee’.
 Elkington (1998) suggests that any business now has three goals, to add environmental and social value as well as economic value, which he named the Triple Bottom Line.  Environmental sustainability is concerned with the effective management of physical resources so that they are conserved for the future.  This can include the effects of industrialisation on the environment and the continued use of non-renewable resources. Starbucks prides itself on being a ‘responsible’ company.  They promote the fact that all businesses, including themselves, should have a positive impact on the communities that they are a part of.  These communities as well as employees, consumers and local investors play a large part in making the organisation a success or not.  Starbucks claim that:
    
“we dedicated ourselves to earning the trust and respect of our customers, partners and neighbours. How? By being responsible and doing things that are good for the planet and each other.” 									      
(Starbucks Website)
The ‘Fair Trade’ certification movement was introduced (Haight 2011) to try and help these economies grow by giving the farmers a fair price for their coffee beans and Starbucks made the decision to support this movement and has used fair trade products since 2000.  The Fair-Trade movement itself came under scrutiny as organsiations were able to adopt the term even though they did not follow the guidelines, so in response Starbucks created its own Coffee and Farmer Equity (CAFÉ) practices.  These practices influence its supplier labour and environmental practices.  In exchange Starbucks promise to pay a premium price for the coffee and offer longer contracts than usual for purchases (Bartlett & Beamish 2011, p657) to help boost the local economy and the individual’s economic position.  Starbucks like to form long term relationships in its suppliers’ countries by investing in schools, clinics, and credit schemes to help improve their country’s economy and environment.  Starbucks has come under fire to prove these claims, suggesting that Starbucks should submit to third party verification through the Fairtrade movement (Maitland 2002), but Starbucks is known for being a market leader in this area of sustainability.  Contemporary businesses are beginning to understand that there are both business and moral reasons for a business to work inside a corporate social responsibility (CSR) framework.  Corporations who are seen to be socially responsible are more likely to attract new business and have more satisfied customers.  Zadek (2004) suggests that companies with a strong global brand such as Starbucks, are influenced by consumer pressure to have more socially responsible practices.  Employees are more likely to be attracted to work for a socially responsible corporation (Greening and Turban 2000), as a survey in 2008 found that ‘fair employee treatment’ was the main reason a company was perceived as socially responsibility.  This seems to be supported by Starbucks, as the good working environment ensures that employees are happy which is reflected in the low staff turn-over rate, and the 82% job satisfaction rate, compared to the  50% satisfaction rate for all employees as pointed out by Hammers (2003).  However, Starbucks have been accused of improper tipping practices and subsidising the supervisor labour costs with tips, instead of paying them a higher wage (Lowe 2009), in a recent court case brought against Starbucks by the employees.  This does not support the staff satisfaction levels as suggested by the research.  





4.0 Conclusions
Following an analysis of the results of this report, the following conclusions were drawn:
4.1 Starbucks are constantly striving to stay competitive, and their strategy is seen to be changing in response to social trends, technological advances and consumer choices.  To stay competitive with other coffee shops Starbucks introduced sales targets, faster automated coffee machines and ready ground vacuum packed coffee.  This caused Starbucks to lose the coffee experience and customer service that was its main unique selling point that made it successful in the first place and what the brand was based on.  It would seem that Starbucks are expanding too rapidly to keep up the ethos that they started out with, and it sometimes get lost with trying to stay competitive.
4.2 Its strategy of expanding into new countries licencing its brand is clearly working but Starbucks store start-up costs per store is quite high, especially at the rate that Starbucks is expanding.  
4.3 Starbucks has had success in most countries, and has a presence in over 50 countries, even countries that are not traditionally coffee drinkers, which is a testament to Starbucks success.  However, Starbuck has failed in Australia, which they did not expect.  They seem to have become complacent with the fact that they have successfully entered so many countries with the same business model that they were caught out by the differences in the culture in Australia, that were not compatible to the business model being used. 

5.0 Recommendations
After an analysis of the findings and conclusions of this report the following recommendations may be offered:
5.1 There are many opportunities that Starbucks can use to their advantage.  Starbucks should continue with their current strategic initiatives, which may expand its business operations.  These initiatives of partnering with new companies and introducing new products, would enable the company to improve its operations to strengthen its market position.  Increasing the company’s network of stores would help to strengthen its global presence.  This globalisation of its current operations may enable Starbucks to enter emerging markets as the opportunity arises.  
5.2 Starbucks does not use a Franchising model in general, and only has a limited amount of franchised stores, which means that the company themselves buy or lease most buildings and fit them out themselves before opening any new store.  A lot of upfront investment has to go into each store before it opens and makes any money, so with the company opening so many stores in a short space of time, it carries a lot of debt.  Starbucks may wish to look at expanding into a Franchise model, as this would have several advantages for the company.  Local people would have the chance to get involved with the company and invest their own capital into the premises to get started.  These investors would have local knowledge and would have more pride in how the business runs as they have invested their own money into it, encouraging a successful outcome.
5.3 The company had grown quickly and used its American business model to expand without adapting it to take into account regional cultural differences.  Starbucks Managers need to do more research before they enter a different country, to establish what adaptions, if any, to its business model would suit the area, to ensure a greater chance of success.
5.4 Starbucks should continue with its Blue Ocean Strategies of looking into opening up into new markets, by partnering with businesses in different market sectors to create new opportunities.
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Appendix 1 – PEST Analysis

	Political
Taxation Policy
Relations with European Union
Regional relations
Unrest in supplier countries
Political Stability/ Brexit
	Economical
Business cycles
Disposable income
Unemployment
Recession/recovery
Brexit
Trade Deals

	Sociocultural
Lifestyle changes
Trends
Reputation
Consumerism
Population
	Technology
Developments in processing technologies
Development of new products



	Legal
Health and Safety Laws
Employment Law
Environmental Policy
Consumer Laws

	Environmental
Packaging impact on environment
Transportation
Green issues























Appendix 2 - Swot Analysis

	Strengths
Focus on Franchisee growth
Strong financial performance
	Weaknesses
Performance of EMEA region


	Opportunities
Organic/Fair Trade
Global Expansion
Strategic initiatives

	Threats
Climate change
Foreign exchange risks






Appendix 3 - Porters Five Forces




























Appendix 4 – BCG Matrix
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