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This report critically analyzes the current and future external and internal environments of Costa Coffee, a leading multi-chain fast food restaurant brand based in the UK. In light of the ongoing global economic challenges, this analysis aims to provide insights that will inform strategic decision-making and support the company's continued success in a dynamic market.

The external environment analysis explores macroeconomic factors such as inflation, supply chain disruptions, and shifting consumer behavior due to the economic downturn. It also addresses the competitive landscape, highlighting the impact of emerging competitors, market saturation, and changing consumer preferences towards more sustainable and health-conscious options. Additionally, global geopolitical tensions, such as trade uncertainties, are examined as they affect the company’s operational costs and expansion strategies.

Internally, the report evaluates Costa’s organizational strengths, including brand recognition, product innovation, and operational efficiency. It also identifies challenges such as the need for digital transformation and potential gaps in employee training and retention. Recommendations focus on enhancing Costa's operational agility, diversifying product offerings, and investing in sustainability initiatives to meet evolving consumer expectations.

Overall, the report concludes that while Costa Coffee faces significant challenges, particularly due to economic pressures and competitive threats, there are numerous opportunities for growth through strategic innovation, market adaptation, and a focus on sustainability. These steps are essential to maintaining Costa's leadership in the fast food and coffee sector and ensuring long-term profitability.
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Coffee is one of the most popular beverages globally, with approximately 10 million tones consumed annually, equating to about two billion cups per day. In the UK, around 95 million cups are consumed daily, making it the fifth-largest coffee market in Europe. The UK coffee industry generates an annual turnover of £7.2 billion, with an average growth rate of 7% over the past six years. Every year, the UK imports about 181,000 tones of green coffee beans for processing and consumption, as well as roasted coffee from EU countries like Germany, Italy, and Spain, which represents around 20% of the total coffee imports (Gosalvitr et al., 2023).

Although UK imports a lot of coffee, Costa Coffee is experiencing several significant challenges that threaten its market position in the UK. Chief among these is increased competitive pressures from both local and international brands. The low market entry barriers in the UK allow new competitors to emerge rapidly, thereby compelling established companies like Costa to continuously innovate and preserve customer loyalty (Business Model Analyst, 2025). Additionally, there is a rising consumer trend towards sustainability and health-conscious products, which necessitates Costa to adapt its offerings accordingly.

Moreover, macro-environmental conditions, notably economic volatility and the lingering effects of the pandemic, exacerbate these challenges. High operational costs due to rents and supply chain complexities further strain Costa's profitability (ReportLinker, 2023). As a leading chain, Costa’s strategies in sustainability and digital engagement merit analysis, particularly as consumer demands evolve. Reviewing its tactics offers insights into market dynamics that affect both established companies and newcomers.
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A PESTEL analysis delineates the macro-environmental factors influencing Costa Coffee in the UK. 
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Figure 1: PESTLE Analysis of Costa Coffee (strategic finder, 2023)

Economic Factors
The economic environment plays a critical role in shaping supply and demand, significantly affecting business success. Identifying and monitoring relevant economic factors is essential (Fahy & Jobber, 2015). Costa Coffee's performance is heavily influenced by the UK's economic conditions. Despite being the market leader with 2,671 outlets as of January 2025, Costa faces a tough trading environment. Over the past year, the company closed a net six stores in the UK and saw its market share decrease by 1.3%, dropping to 23.3%. This decline is largely due to increased competition and decreased consumer confidence, with price sensitivity becoming the dominant trend in the UK branded coffee shop market. Costa's parent company, The Coca-Cola Company, reported a decrease in volumes for its Costa Coffee business in 2024, reflecting the broader economic challenges faced by UK coffee chains (World Coffee Portal, 2025).


Social Factors
Changing consumer preferences and behaviors are crucial for Costa Coffee's operations in the UK. The company has maintained its position as the UK's favorite coffee shop chain for 15 consecutive years, demonstrating strong brand loyalty. However, social trends are evolving rapidly. There's an increasing demand for customization, with 36.4% of consumers preferring to customize their coffee.  Additionally, there's a growing preference for plant-based alternatives, with oat milk now being the third most likely option with coffee. The rise in popularity of cold drinks and the demand for more diverse coffee consumption locations, such as Drive-Thrush and retail parks, also reflect changing social habits. Costa needs to continually adapt to these evolving consumer preferences to maintain its market leadership in the highly competitive £6.1bn UK branded coffee shop market (Castellon,2024).


.
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Porter's Five Forces Framework offers a comprehensive assessment of the competitive forces influencing Costa Coffee's market positioning in the UK, highlighting key factors such as competition intensity, supplier dynamics, customer bargaining power, threat of substitutes, and entry barriers. The active rivalry with brands like Starbucks signifies a highly competitive environment. While Costa benefits from stable supplier relationships, offering it some operational leverage, customer loyalty programs help mitigate moderate bargaining by consumers who may often switch brands. The presence of substitutes like home brewing kits further challenges Costa's market share, notwithstanding the low threat from new entrants due to Costa's strong brand loyalty and its established distribution network (Business Model Analyst, 2025).

	Force
	Impact on Costa Coffee

	Competitive Rivalry
	High - Intense competition from key players

	Threat of New Entrants
	Low - Established brand loyalty

	Bargaining Power of Suppliers
	Low - Established supply chains

	Bargaining Power of Customers
	Moderate - Brand loyalty influences choices

	Threat of Substitutes
	Moderate - Home brewing gaining popularity



Threat of New Entrants
The threat of new entrants significantly affects Costa Coffee's market position. Low barriers to entry encourage new competitors, intensifying the competition. Costa must remain vigilant and adaptable to protect its market share from proliferating alternative coffee brands (Business Model Analyst, 2025).

Bargaining Power of Suppliers
Costa Coffee benefits from low supplier bargaining power, enhancing its cost management through a varied supplier base, especially for premium coffee beans. This diversity facilitates competitive pricing and ensures supply chain agility, directly influencing profitability (Business Model Analyst, 2025). Moreover, Costa's dedication to sustainable sourcing appeals to socially aware customers, offering leverage against potential cost increases.

Nevertheless, dependence on specific premium suppliers presents risks should price hikes or supply disruptions occur. This dual supplier dynamic necessitates constant evaluation and diversification to minimize vulnerabilities. Existing research underscores suppliers' crucial role in operational efficiency (Alawad et al., 2023), but Costa must address a wider array of potential challenges not fully detailed in the current analyses.

Bargaining Power of Customers
The bargaining power of customers is pivotal to Costa Coffee's positioning in the UK market. As preferences evolve towards convenience and unique experiences, customers increasingly switch brands, posing challenges for Costa. Rivals like Starbucks and independent cafes attract these customers, despite Costa's loyalty schemes aimed at securing repeat purchases. Nonetheless, survey data highlight inconsistent customer satisfaction, undermining these programmers’ effectiveness, with a satisfaction rate of 65% for Costa compared to 80% for Starbucks (Trustpilot, 2023). This data suggests a need for Costa to reevaluate and enhance its offerings to meet customer expectations.

	Customer 
	Satisfaction Rate (%)
	Brand Loyalty (%)

	Costa Loyalty
	65
	55

	Starbucks Rewards
	80
	70


 
Threat of Substitutes
Costa Coffee faces considerable challenges from substitute products in the UK market. Options like artisanal cafés, home brewing, and subscription coffee services are gaining traction. Home brewing, in particular, is drawing consumers with its promise of quality and cost-efficiency (World Coffee Portal, 2025). This trend pressures Costa to innovate and offer added value to lure quality-focused customers who prize convenience. Furthermore, specialty coffee brands and health-centric beverages are eroding Costa's unique market position.

Industry Rivalry
Costa Coffee operates within the highly competitive UK coffee shop industry, contending with both established chains and independent outlets. Applying Porter’s Five Forces framework provides a structured analysis of the competitive dynamics influencing Costa Coffee's position in this market.​
Starbucks, with approximately 1,156 outlets as of December 2023, holds a significant presence in the UK market. Greggs, known for its bakery offerings, has expanded into the coffee sector and now operates around 2,328 outlets across the country. Caffè Nero, emphasizing a European coffee house experience, remains a formidable competitor. Additionally, independent coffee shops contribute to market fragmentation by offering unique products and personalized services that attract a loyal customer base. (LocationsCloud, 2024)


In conclusion, Costa Coffee faces a competitive environment in the UK, with moderate to high threats from new entrants, substitutes, and the bargaining power of buyers. While supplier power is relatively low, the company must navigate intense industry rivalry to maintain its market leadership. To remain successful, Costa must focus on innovation, customer loyalty, and addressing evolving consumer demands.
.

[bookmark: _Toc193955703]Internal Environment
[bookmark: _Toc193955704]Value Chain Analysis
Value chain analysis is a strategic tool used to examine the activities within a company that contribute to the creation of a product or service, with the aim of identifying areas for optimization and gaining a competitive advantage. This framework, introduced by Michael Porter, divides business operations into primary activities (such as inbound logistics, operations, outbound logistics, marketing and sales, and service) and support activities (including firm infrastructure, human resource management, technology development, and procurement). By analyzing these activities, organizations can pinpoint inefficiencies, reduce costs, and enhance value delivery to customers (Fahy & Jobber, 2015).​

	Value Chain Component
	Focus Area
	Operational Impact

	Inbound Logistics
	Supplier Relationships
	Quality of coffee beans ensured through strategic partnerships

	Operations
	Staff Training
	Enhanced customer service and satisfaction

	Outbound Logistics
	Distribution Networks
	Timely product availability across locations

	Marketing and Sales
	Branding Strategies
	Strong customer loyalty and market differentiation

	Service
	Customer Engagement
	Increased retention through loyalty initiatives



Inbound Logistics
Costa Coffee has transformed its supply chain from a UK-centric model to a globally scalable operation to support international growth. This overhaul involved implementing an end-to-end supply chain approach, focusing on resilience, agility, and regionalization. By integrating people, processes, and technology, Costa enhanced coordination across different regions and market segments, ensuring efficient sourcing and distribution of coffee beans and other ingredients (Adam, 2024).

Operations
Costa operates over 2,000 stores in the UK, offering a consistent coffee experience. The company has invested in supply chain efficiencies and technology to streamline operations, ensuring timely delivery of products and maintaining quality standards across all outlets.

Outbound Logistics
Costa Coffee employs a sophisticated distribution network to ensure widespread product availability, strengthening its competitive position within the UK. This network is regularly assessed to minimize delays and maintain the freshness of their products, vital for perishable goods like coffee. However, there is a reliance on specific suppliers, which may pose risks. Therefore, it is crucial for Costa to diversify its supplier base to safeguard against disruptions in supply (Vega-Carrasco et al., 2023).

Marketing and Sales
Costa Coffee has built a strong brand presence in the UK, leveraging loyalty programs like the Coffee Club Card, which accounts for 42% of transactions. The company focuses on customer engagement and market expansion to drive sales growth (Allen, 2020).

Service
Costa emphasizes customer service by investing in employee training and development. The company has implemented programs to attract and retain talent, ensuring a high-quality customer experience across all locations (Allen, 2020).

Support activities -- Procurement
Costa is committed to sustainable sourcing, ensuring that key commodities like coffee, cocoa, and tea are obtained responsibly. The company collaborates with suppliers and adheres to third-party certifications to support sustainability objectives (Costa, 2025).


Through this comprehensive value chain analysis, it is evident that Costa Coffee's strategic focus on supply chain optimization, sustainability, and customer engagement has been instrumental in maintaining its position as a leading coffee chain in the UK.​
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The SWOT analysis offers a structured examination of Costa Coffee’s market position in the UK by highlighting strengths and weaknesses. Key strengths include brand recognition, global reach, and a loyal customer base, which reinforce its dominance (Costa Coffee SWOT Analysis, 2025). Nevertheless, reliance on the UK market is identified as a significant weakness that could hamper long-term growth, urging the need for diversification strategies.

Costa Coffee can leverage opportunities by expanding its product range, particularly with plant-based options, to align with health-conscious consumer trends (Treasure, 2023). However, challenges such as economic volatility, increased competition, and shifting consumer preferences necessitate proactive strategic responses.

Costa Coffee's strategic positioning in the UK market is shaped by its considerable strengths and available opportunities, balanced against its vulnerabilities and potential threats. This comprehensive analysis is vital for formulating tactical approaches to sustain competitiveness and achieve long-term growth.

Strengths
Costa Coffee's principal strengths are its strong brand recognition and extensive global reach, providing significant leverage in the competitive UK coffee market. Its loyal customer base is nurtured by effective digital engagement, enhancing brand affinity. Being part of a robust parent company bolsters financial stability and provides strategic guidance. Despite the competitive presence of brands like Starbucks, Costa’s initial brand recognition offers a significant advantage. However, the full complexity of these advantages requires broader exploration, particularly through comparative sector dynamics (Business Model Analyst, 2025).

Weaknesses
Costa Coffee's primary vulnerability is its over-reliance on the UK market, limiting global diversification and exposure to regional economic shifts and changing consumer preferences. Recent SWOT evaluations highlight this constraint as a sustainability challenge amidst intensifying competition both domestically and internationally (Costa Coffee SWOT Analysis). Lack of expansion strategies could undermine its competitive position in the fast-evolving coffee market.

Opportunities
Costa Coffee could capitalise on significant UK market growth by diversifying its offerings with health-oriented products such as plant-based beverages, seizing the opportunity presented by increasing consumer focus on wellness (Raconteur, 2023). In addition, its substantial presence across the UK positions Costa favourably to expand into less saturated areas, boosting brand recognition and customer engagement. The integration of digital technologies could further enhance operational efficiency and bolster customer loyalty, thus strengthening its market position (Mohamed & Weber, 2020). To remain competitive, Costa must anticipate market trends and adapt effectively.

Threats
Costa Coffee’s market position in the UK is challenged by various factors. Economic volatility, such as inflation, heightens raw material costs, squeezing profit margins and necessitating strategic pricing adjustments. Concurrently, shifts in consumer preferences towards health and sustainability demand product evolution. The market entry barriers remaining low allow new competitors to emerge easily, intensifying competition. Additional threats arise from the popularity of at-home coffee brewing solutions and specialty beverages, which erode Costa’s market share. Hence, Costa must respond strategically to mitigate these threats and leverage opportunities for enduring sustainability. (Costa Coffee SWOT Analysis, 2025)
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The strategic analysis of Costa Coffee’s UK market positioning highlights several critical insights. While Costa benefits from a robust brand presence and a loyal customer base, its dependency on the UK limits geographical diversification and exposes vulnerabilities due to shifting consumer preferences and intensified competition. An analysis using the PESTEL framework identified significant threats, including rising demand for healthier options and competition from artisanal coffee brands (Garrido et al., 2015). Furthermore, economic factors such as post-pandemic consumer spending fluctuations impact Costa’s market position (Vega-Carrasco et al., 2023). However, by diversifying its product offerings and enhancing digital engagement, Costa can leverage opportunities to strengthen its position.

Adapting to the evolving UK coffee market is essential for Costa’s sustainability. Emphasising sustainability and technological advancements could enhance resilience and ensure long-term viability. Realigning operational strategies to increase adaptability is crucial. These efforts will enable Costa to capitalise on new trends while mitigating threats from competitors and changes in consumer behaviour. Such strategic foresight will be vital for Costa’s competitive positioning in the future marketplace (Mirthipati, 2024).
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