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[bookmark: _Toc225196696]1. Introduction

The UK branded coffee shop market is considered to be one of the most developed worldwide, with an estimated market size of £ 6.1 billion in 2024, and it is expected to experience growth despite cost-of-living pressures and increased operating expenses (Statista, 2024). Most consumers have now incorporated the coffee culture in their daily lives, and the percentage of consumers that frequent coffee shops at least once a week and significantly higher percentages of consumers frequent coffee shops on a daily basis. The high streets and transport hubs in major cities such as London are dominated by the big chains in this competitive and mature environment. (Statista, 2024).
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Figure 1 Revenue growth trends for leading UK coffee shop chains (2015–2024)
 Image source: (Statista, 2024)
Starbucks Corporation is a multi-national coffeehouse leader that has been growing aggressively in the UK with an amalgamation of company-run and licensed shops, with great growth in revenue, and plans to open more stores as of late (Dan, 2024). Costa Coffee was established in London in 1971 and is currently owned by The Coca-Cola Company, where it is the biggest coffee chain brand in the UK by the count of stores and has been repeatedly acknowledged as the preferred coffee shop brand in the country (Statista , 2024).
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Figure 2 major UK coffee chains – Costa Coffee, Greggs, Starbucks (2021–2025)
 Image source: (Statista, 2024)
This report examines the influence of macro- environmental factors on the competitive positioning of Starbucks (pioneer) and Costa Coffee (follower) in the UK market. It then measures their strategic reactions through Porter's Generic Strategies and the Growth Matrix of Ansoff.


[bookmark: _Toc225196697]2. Macro Environment Analysis (Task 1)
The market in the UK coffee shops is influenced by the strong social trends of the consumption of everyday coffee and high-end, experience-driven coffee culture, as well as economic factors such as inflation and the cost-of-living crisis, which is compelling consumers to demand greater value. These forces provide both opportunities and threats to Starbucks and Costa Coffee.

[bookmark: _Toc225196698]2.1 Social Factors
The perception of coffee among UK consumers is turning towards an everyday necessity rather than a treat; coffee is now consumed more often than tea and is becoming part of the daily multi-cup habits (Lumina Intelligence, 2025). Going to coffee shops forms part of the commuting, socialising and working trends, especially in big cities like London. Simultaneously, the speciality and high-end coffee is also expanding swiftly; the speciality segment in the UK is expected to expand by approximate 11.5% CAGR to 2030, and younger adults are increasing the demand for premium, ethically sourced beverages (Lumina Intelligence, 2025). The number of independent coffee shops is growing due to their focus on authenticity, local identity and personalised experience, which aggravates competition with the large chains. Customers are also becoming more digital, having applications and reward programs to place orders, get rewards and personalise their beverages (Tea & Coffee Trade Journal, 2025).
In the case of Starbucks, these social trends obviously support its identity as a worldwide innovator of the third-place coffeehouse setting where shoppers are ready to pay a premium on the atmosphere, personalisation and brand reputation (Cao & Qiu, 2021). The move towards high-quality, craft-style coffee and social, luxurious events is in keeping with Starbucks' focus on speciality coffee, seasonal products and cafe atmosphere, which encourages work and socialising (Cao & Qiu, 2021). Its younger, urban, experience-seeking customer base aligns with the rise of speciality and ethically sourced coffee and tight digital loyalty and mobile ordering contribute to further engagement. 
Costa Coffee has access to social trends of convenience and habitual coffee drinking and is positioning itself as the largest branded coffee chain with approximately a quarter of the branded market and thousands of stores in high streets, travel terminals and forecourts in the UK (Lumina Intelligence, 2025). Strong appeal in everyday, routine coffee events with a wide demographic is the result of its reputation as the Favourite of the Nation and a well-known British coffee brand. 
In relative terms, Starbucks is more in tune with social trends towards premiumisation, personal identity and experiential consumption, whereas Costa is more in tune with normalised everyday coffee rituals and convenience. 

[bookmark: _Toc225196699]2.2 Economic Factors 
The UK has been facing prolonged inflation and a long-term cost-of-living crisis, and the increasing energy, labour and rent prices are directly contributing to the prices of coffee shops. Industry reports indicate branded chains have lifted coffee prices by around 9–17% since 2022, with the average price of a 12oz latte reaching about £3.51 and some products already approaching £5(Dawson, 2025). Concurrently, the world coffee bean prices have shot up, which has increased the margin pressure further (Dawson, 2025). 
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Figure 3 BBC News article screenshot 
Image source:(Dawson, 2025)

In the case of Starbucks, such an environment puts it under considerable pricing pressure since its model is based on the principle of providing a distinct premium to the value-oriented competitors in exchange for brand, experience and product differentiation (Andreea Bulai-Ramsey, 2025). Inflation in the input costs of the company and the increased operating costs in the prime urban areas will either push Starbucks towards further price increases or lead to margin compression. The price-sensitive segments can retaliate by visiting less often, trading down to less expensive beverages, or moving to less expensive chains and grocery coffee (Andreea Bulai-Ramsey, 2025). 
Costa Coffee is a little more favourably positioned to market to value-seeking consumers at the time of economic stress, where its prices are generally comparable to or a little below Starbucks on most of the core items, but remain as a mainstream, good-quality brand (Costa Coffee, 2024). Coupled with its vast number of drive-thrus, convenience stores and self-service points of sale, Costa is able to tap into everyday coffee events in which people are more price-conscious and concerned with speed and accessibility (Costa Coffee, 2024). 

In relative terms, economic pressures are more likely to shrink the possible premium market of Starbucks and give Costa a firmer standing among the consumers in the middle and value-based markets (Costa Coffee, 2024). In case real incomes continue to be strained, Costa can take a share of Starbucks and other more expensive operators when it comes to weekdays and regularity days, whereas Starbucks is most likely to rely on higher-income classes and special event visits to maintain its performance in the UK.
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Starbucks and Costa have taken different, albeit partially similar, growth strategies so as to react to the same macro-environment (Thompson, 2025). Starbucks also focuses on premium differentiation, product innovation and international expansion, and Costa concentrates more on value-based coverage, efficiency and penetration in the UK and the chosen markets internationally (Thompson, 2025).

[bookmark: _Toc225196701]3.1 Generic Strategies of Porter 
The core generic strategy of Starbucks is differentiation, which is based on high-quality coffee, extreme customisation, high store design and the concept of the third place experience (Li, 2024). Its value proposition emphasises high-quality products, ethically acquired beans, a diverse range of beverages and an aspirational international brand that brings emotional and social advantages to customers, other than the functional coffee itself (Li, 2024). Digital loyalty programmes, mobile ordering, seasonal limited-time beverages and localisation of store format and menus enable Starbucks to reinforce this differentiation with similar global brand symbolism (Li, 2024). This is aimed at justifying high-end pricing and diminishing direct price rivalry that is built upon brand recognition and experience as opposed to cost.
The UK branded coffee shop market has historically been closer to the cost-leadership / hybrid end of the spectrum that Costa Coffee has been competing (Costa Coffee, 2024). It tries to be considered a good quality, yet cheaper and easier to obtain than more evidently high-quality players, and the prices are often the same or even lower than those of Starbucks on various products (Costa Coffee, 2024). The large number of high street stores, drive-thrus and self-service machines that Costa has, together with the distribution that Coca-Cola possesses, allows it to have economies of scale and expansive market coverage (Costa Coffee, 2024). Meanwhile, Costa allocates resources to product quality, store refurbishment and food strategy to prevent the perception of being a low-cost-only company that would have the features of a hybrid strategy as a mix of value pricing and moderate differentiation (Costa Coffee, 2024).
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Figure 4 Infographic: Analysis of Porter’s Generic Strategies – Starbucks (Differentiation) vs Costa Coffee (Hybrid Cost Leadership) in the UK market.
 Image source: created by the Author
More importantly, a pure differentiation strategy makes Starbucks more susceptible to the long-term cost-of-living pressure, as it is based on the willingness of the customer to pay an obvious premium for experience (Dawson, 2025). The hybrid approach of Costa, focusing on the everyday affordability without compromising brand and product quality entirely, fits better in the value-seeking behaviour, yet it runs the risk of being pushed out of the top by the strong brand of Starbucks and pushed out of the bottom by low-cost rivals in case its differentiation is not clear enough (Dawson, 2025).

[bookmark: _Toc225196702]3.2 Ansoff Matrix 
The key growth strategies applied by Starbucks in the Ansoff Matrix are market development and product development (innovation). Within the market development, Starbucks is still expanding both geographically by accessing new and emerging markets, and expanding within current markets with further stores and licensed outlets (Interview, 2026). Its intention of tens of thousands more stores across the globe by 2030 depicts a vigorous international market-development plan. In its product development, Starbucks often releases new drinks, food, formats (e.g., ready-to-drink coffee, coffee at home) and seasonal versions to stir demand among the already existing clients (Interview, 2026). These innovations will help in its differentiation strategy, brand excitement, and enable Starbucks to capture new consumption occasions in addition to strengthening its premium positioning.
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Figure 5 ANSOFF MATRIX – GROWTH STRATEGIES
 Image source: created by the author
The expansion has focused on penetration in the UK and specific markets in international markets, coupled with more target market development and format expansion (Interview, 2026). Costa is entering the market with its intensive network of stores in the UK and the large fleet of Costa Express self-service machines in petrol stations, workplaces and convenience shops, which complements frequency and share of wallet in the available markets (Intelligence, 2026). Repeat business is further encouraged by promotions, loyalty plans and food and drink package deals to the existing customers. Costa is progressively using the global distribution of Coca-Cola to penetrate or expand markets outside the UK with packaged beverages and retail dealings, and through conventional outlets (Intelligence, 2026). The changes to products are usually small in nature: menu updates, food strategy improvements and seasonal beverages; these changes help in supporting penetration and not radical innovation.
When compared in an applied way, the high focus of Starbucks on product innovation and expanding to new geographical markets makes the company a pioneer that aims to grow both in depth and breadth, yet increases the risk of execution and exposure to various economic situations (Lumina Intelligence, 2025). Costa is also less risky as it is focused on penetrating and consolidating core markets, especially the UK, which is more in line with its value-plus-convenience positioning, although this may limit its international growth unless the markets abroad grow faster. (Lumina Intelligence, 2025).
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In general, Costa Coffee now seems to have better adaptation to the economic external environment, whereas Starbucks is better placed to capitalise on social trends as a premium, experience coffee (Briggs, 2026). With a history of ongoing inflation and increasing cost-of-living pressure, the hybrid cost-leadership approach and high value message of Costa would be well-placed to serve consumers with a heightened emphasis on affordability and keep it the biggest branded chain by outlets in the UK and the best-liked National Favourite coffee shop for an unprecedented 16 consecutive years running (Briggs, 2026). Starbucks, in its turn, has been able to keep the UK revenue growth and outlet expansion on a good path in spite of headwinds, which means that the differentiation strategy remains popular among a larger and more affluent population willing to spend on brand, ambience, and digital comfort (Briggs, 2026).
In its sustainability, the brand equity, innovation, digital interaction and the concept of third place difference of Starbucks is more inherently inimitable to competitors and creates a platform of long-term global expansion (Jin, 2024). Its desire to invest in store remodelling, drive-thru and loyalty technology, and product innovation puts it in a position to adapt to the changing consumer expectations (Jin, 2024). But the long-term viability of a premium strategy in the UK will be determined by how Starbucks continues to justify the price premiums in a market where value competition is becoming elevated, and independents are increasing their experiential standards (Jin, 2024).
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Figure 6 Strategic Positioning Analysis 
Image source: created by the author

The strategy of Costa is sustainable provided it can protect its scale benefits and status of a favourite against commoditisation and refresh its offer slowly. It is grappling with the issue of slowing growth and declining market share as new value and premium players eat away its middle market base, which is an indication that low-differentiation scale is no longer a sufficient weapon (Intelligence, 2026). Store upgrades, food strategy and Costa Express expansion enhance its resilience, but the model faces increased direct price competition, and changes towards niche premium or ultra-convenience competitors.
Starbucks has a more profoundly developed and globally transferable brand-based competitive advantage, and Costa has the best competitive advantage in the UK in terms of network density and customer familiarity. Costa is probably more receptive to economic pressure in the medium run, although Starbucks differentiated capabilities seem stronger in the long-run competitive positioning, if Costa keeps adjusting pricing, innovation and experience to local factors.


[bookmark: _Toc225196704]4. Conclusion
It has been analysed that coffee drinking is socially constructed and economically dictated in the UK, which provides mixed opportunities to Starbucks and Costa Coffee. The social trends of premiumisation and third place experiences align with the differentiation strategy of Starbucks, whereas the value-seeking behaviour during a cost-of-living crisis is advantageous to the hybrid cost-leadership model and dense network of the UK by Costa.
Financial and market evidence suggest that at the moment, Costa is out-scaling and out-reviving Starbucks in the UK on the scale and revenue: Costa has the most stores, dominates the biggest branded market share and with more than £ 1.2 billion revenue in the UK, is more than twice the amount Starbucks is making in the UK (Statista, 2024). Costa has also won the Favourite Coffee Shop in the country 16 times in a row, which is a good indication of loyalty and suitability to mainstream consumer expectations (Statista, 2024).  But its market share has started to decline, which appears to indicate that its mid-market dominance is being challenged by some cheaper and more high-end competitors.
Starbucks, though less successful in terms of revenue and number of outlets in the UK, is consolidating its status by expansion of outlets, experiential development and innovativeness, based on a globally strong brand. Comprehensively, Costa is doing better regarding adhering to economic constraints and mass-market value requirements, though the differentiation and innovation approach that Starbucks has is a more sustainable competitive advantage in the long term as long as it keeps adapting its prices, experience, and local relevance with the changing UK coffee market.
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	Factor
	Key issues for UK coffee chains (Starbucks & Costa)

	Political
	An increase in the minimum wage and the National Living Wage makes labour more expensive in the cafes and coffee shops, straining margins. Sustainability and waste management remain on the regulatory agenda due to government discussions and partial prohibitions of single-use plastics and packaging.

	Economic
	The market size of branded coffee shops in the UK is approximately PS6.1 billion in 2024/25, and it will continue to grow, yet the pressures of the cost of living and rising costs of inputs (wages, energy, coffee beans) narrow the profit margins and increase price sensitivity.

	Social
	​Coffee is a part of everyday life with regular visits and increased demand of high quality, ethical and experiential coffee, however, careful consideration of value in a high-inflation world. Increased numbers of people work on a flexible basis, employing cafes as a social and unofficial working environment.

	Technological
	The mobile apps, click-and-collect, and delivery aggregators and digital loyalty programmes growth makes the way consumers order and interact with the brands personalised and rewards chains investing in the data-driven, omnichannel experiences. Coffee machines, automation and self-service devices (e.g., Costa Express) make it more efficient and convenient.

	Legal
	The employment law, health-and-safety and food-hygiene laws provide minimum compliance costs to all the operators. The length of producer responsibility on the packaging and evolving waste regulations lead to the possibility of strains in the future in terms of cup and packaging collection, despite the postponement or abandonment of some schemes.

	Environmental
	The unstable coffee prices and fears about the availability of beans in the long term are also caused by climate change and supply-chain disruption. Consumers are also demanding sustainable sourcing, less single-use packaging and reusable cups, as well as other efforts, and are compelling chains to invest in greener operations.
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