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Strategic Change at Starbucks 
I. Introduction
Modern organizations have to continually adapt to the evolving influences of globalization, technological disruptions and policy deregulation. These changes portend unprecedented opportunities for organizations, and latter have to implement strategic changes to successfully meet the emerging needs. Starbucks Corporation has grown exponentially, having been founded in 1971 in Seattle, Washington. Today, the premier retailer, roaster and marketer of speciality coffee boosts a presence in over 60 countries (Garthwaite, Busse, Brown & Starbucks Coffee Company, 2012). Nonetheless, Starbuck’s owes its success to the transformational leadership of Howard Schultz. 
During the first decade of the 21st century, the coffee industry experienced a slump due to increased prices of coffee beans, economic slowdown and changing consumer preferences (Pham-Gia, 2011). At the time Starbucks had achieved tremendous growth and operated more than 13,000 stores. In 2007, Howard Schultz realized that the rapid expansion had watered down the Starbucks experience and sought strategic changes, to restore the core ideals – romance and theatre (Garthwaite, 2012).
This paper delves into the strategic changes implemented at Starbucks as a way of retaining its unique experience – providing customers with a ‘third place’ away from home and workplace, where they can socialize, relax, or simply be alone. The paper explores ways the company effected changes, through an appropriate model, to capitalize on globalization, new technology and policy deregulation. 

II. Understanding Strategic Change
For organizations to remain relevant amid rising competition, new entrants, disruptive new technology and policy deregulation, change is inevitable. Strategic change within an organization focuses on its core elements, structure, identity, policies, and these are often initiated and implemented by organization’s top leadership (Thompson & Martin, 2005). Purposely, strategic change aligns an organization with its external environment. It is a dynamic and complex process that involves different actors and allows companies to seize new opportunities, overcome threats, and eventually retain competitive advantage.  
The first step towards effecting change is awareness of new needs and this occurs after a comprehensive analysis of the existing environment before the change process begins. 
Thereafter there is need to identify a change model that fits the organization’s characteristics (Samson & Bevington, 2012). Starbucks need for change was necessitated by declining fortunes experienced at the end of 2007. The company re-appointed Howard Schultz to be CEO and tasked to transform the company.
III. Strategic Analysis
Starbuck outlets across the world serve coffee to millions of people within friendly and upbeat environments. The brand primarily deals and competes in coffee retailing and snacks industry. Enthusiastic staff – partners – go the extra mile to form relationships with customers frequenting Starbuck outlets. Through the years, the Starbuck brand has evolved and acquired a cult following even as it sells coffee at a relatively high price (Grant, 2010). 
At the turn of the century, consumption of coffee steadily increased and these attracted multiple players, hoping to cash-on the rising demand. 
Nonetheless, high demand resulted in a substantial increase in price, as production costs also went up. Globally the coffee industry is projected to grow due to the demand in emerging markets – India, Brazil, Russia, and China, countries that now have large populations with disposable incomes (Fleisher & Bensoussan, 2015). 
The coffee and snack industry in the US experienced a decade of consistent growth, prior to the 2009 slowdown, however, an improved economy, new consumer confidence and a greater menu offerings drove growth, with the industry in 2019 commanding over $50 billion in revenue (Gopinath & Siciliano, 2013). To effectively understand the position of the coffee and snack industry that necessitated change requires a SWOT analysis that includes evaluating both external and internal environments.
A. External Environment – This consists of macro-environment influences – technological, economic, demographic, political-legal, and social-cultural, and micro-environment influences – customers, competitors, suppliers and distributors. The coffee and snack industry has matured and is at a medium level concentration. Starbucks and Dunkin brands control over 60 per cent of the market, granting the two extensive market power to drive industry trends (Fleisher & Bensoussan, 2015). 
Nonetheless, demand for premium coffee and snacks are largely influenced by various factors that include; disposable income, global pricing of coffee, healthy living attitudes and demographics. Macroeconomic factors that impact on growth in disposable income adversely affect this industry, as witnessed during the 2009 slump. 
Another factor impacting on per capita coffee consumption is improved economies, latter have a ripple effect as disposable incomes also increase, and this positively influences on market revenue (Keane & Baimbill-Johnson, 2017).  
The industry players use coffee beans as their main ingredient in the value chain, with volatile prices dictating market costs and profit margins. Increased demand for coffee in emerging markets and limited supplies often result in high coffee prices. Nevertheless, industry players through outreach programs have implemented initiatives to support coffee farmers and these measures will ensure prices remain stable, reduce market costs and improve profitability (Schultz & Yang, 1997).
Consumer preferences are shifting towards healthy lifestyles and this poses a threat to the industry. Across the world, there are sustained campaigns to raise awareness on issues of obesity due to diet and poor eating habits. To counter this offensive, industry participants are designing their menus to include more organic ingredients and a healthy mix of products. 
Porter’s Five Forces of Competitive Position Analysis is an effective tool to assess and evaluate the industry’s competitiveness and attractiveness of the market (Magretta, 2012).
(a) Supplier Power – Coffee beans and premium Arabica coffee cultivated in select regions are the core ingredients for Starbucks value chain, and this makes cost of switching to alternative suppliers to be moderately low. 
Starbucks global presence and brand power places it at an advantage over suppliers. However the company has enacted a fair trade policy that grants suppliers a fair partnership leverage status, leaving them with moderately low power. 
Industry suppliers also have a low threat in competing against Starbucks, through vertical integration as this lowers their influence.
Lastly, Starbucks size and scope is a profitable component of suppliers businesses, as such, suppliers power remains low. The combination of supplier factors, offers them a moderately low bargaining power.
(b) Buyer Power – The retail coffee and snack industry has many different buyers and possibilities of price concessions for any single buyer is remote.  
Starbucks offers its diverse customers, vertically differentiated products and this grants the company low purchasing volumes thereby reducing buyer power. 
Starbucks retains its competitive advantage through comparative pricing with rival brands and in consideration with competitive premium pricing to include prevailing market price elasticity.  Nonetheless, switching costs for high availability alternative products are non-existent. 
In the retail coffee and snack industry, consumers pay a premium for quality products and are keen on undue premium in relation to quality of product. As such, consumers have a relatively moderate sensitivity to premium retail coffee. The bargaining power of buyers remains moderately low. 
(c) Competitive Rivalry – In the US, Starbucks and Dunkin brands account for nearly 60 per cent market share in the retail coffee and snack industry (Schermerhorn, 2012). Starbucks with the largest market share faces tremendous pressure to remain competitive.
Consumers do not encounter any costs switching among alternative outlets, leading to a high intensity rivalry. 
Starbucks retains a competitive advantage through product differentiation, providing customers with premium products and services. This feature leads to moderate competitive intensity. 
The retail coffee and snack industry has matured, as such the growth rate is moderately low. Under these circumstances, the competitive intensity among brands is moderately high as firms seek to increase their market share. 
This is a growth industry and competition intensity remains high. 
(d) Threat of Substitution – This industry has a wide variety of alternative beverages – water, tea, fruit juice, soda, and energy drinks. Additionally, pubs and outlets serving alcohol or non-alcoholic drinks can be substitutes for consumers seeking social experiences similar to Starbucks. 
Consumers can also choose to stay home and brew own coffee at a cost lower than that offered at retailers such as Starbucks. To counter this threat, Starbucks and other industry leaders are marketing coffee makers to include packing premium coffee for home consumption.
Consumers switching to substitutes do not face additional costs and threat remains high. 
(e) Threat of New Entry – The barriers to entry are low and entry for new competitors remains moderate. This industry has a monopolistic competitive structure and saturation is moderately high. The initial investment for new entrants is relatively moderate. 
Additionally, small outlets at the local level can compete with the dominant brands as consumers have no switching costs. However, this industry remains competitive and possibility of new entrants succeeding is moderate. 
The ease of entry in this industry is countered by the dominant brands as many have low operation costs due to their achieving economies of scale. 
Starbucks differentiation through quality products, prime location, and its themed experiences is hard to beat. This provides new entrants with a moderately high barrier. 
The large firms like Starbucks retain a favorable advantage as they have easy access to raw materials having developed lasting relationships with suppliers.
Lastly, the leading brands with formidable brand equity, prime locations, and vast resources, offer new entrants a moderately high counter retaliation, further creating a moderate barrier.

IV. Starbucks Internal Analysis
(a) Core Competence – Starbucks has effectively leveraged on product differentiation through offering consumers premium quality beverages and snacks. Customers are provided with a unique “Starbucks Experience” through a personalized service, within aesthetic and well-maintained outlets, that also conform to the cultures of their location and are able to nurture customer loyalty and following (Gopinath & Siciliano, 2013). 
Another core competence is the brand’s value-based approach, focused on developing strong and lasting relationships with suppliers. This effective HR approach has enabled Starbucks to successfully expand in new markets, acquire existing stores, and create partnerships that allow for long-term strategic goals.  
(b) SWOT Analysis
i. Strengths – Starbucks maintains a robust market position, with a brand that is globally recognized. It has the largest market share in retail coffee and snacks industry, at over 36 per cent (Garthwaite et al, 2012). 
Starbucks has capitalized on its brand equity to sell other related products and also licences its brand logo. The firm’s dominant market position has enabled it to achieve a significant competitive advantage, as it explores new opportunities in global markets. Through the years, prudent leadership has enabled it to realize noteworthy economies of scale, with efficient distribution networks and amicable relationships with suppliers. 
Starbuck employees are the firms’ main asset and its HR ensures they are highly effective through offering incentives such as; stock options and retirement accounts, and providing them with a conducive working environment. 
Starbucks has developed and implemented model social initiatives – recycling and reducing waste – within communities where their stores are located. This has enabled the firm to nurture goodwill among customers.
The brand has also leveraged on new technology to enhance customer experiences. To further engage customers, Starbucks has in place a loyalty-based program that offers rewards and convenience for frequent visits and purchases. The loyalty programs are also integrated with mobile technology allowing easy interactions with customers. 
ii. Weaknesses – Though differentiation through high quality enhances Starbucks brand equity, consumers may view the firm’s products as expensive during times of economic difficulties and many would opt to switch to alternatives. Additionally, expanding to new markets may be difficult due to their premium prices. 
In the US, Starbucks rapid expansion led to overcrowding and this self-cannibalization resulted in reduced long term growth benefits. This self-cannibalization occurred in the US market, as the company is overly dependent on the market as it generates the largest revenue. This reliance on this market makes it vulnerable to US economic shocks (Garthwaite et al, 2012). 
Large corporations have are often tagged negatively and Starbucks is not exempted. The company is ever under scrutiny, invests heavily on good social responsibilities and maintains close supervision on its labor practices.
Lastly, as the company expands internationally its westernized coffee culture may not be aligned to that of potential new markets. 
iii. Opportunities – To offset self-cannibalization and saturation of the US market, expanding into emerging markets offers Starbucks new opportunities. Global markets presents the firm with unprecedented opportunities to leverage on its experiences, capital, and economies of scale. 
New opportunities can also be found by increasing its product mix to include tea, healthy drinks and fresh juice. This can be realized through smart acquisitions of existing businesses.
Starbucks sells packed coffee producers, merchandize, and iced beverages through established box retailers. The company is yet to fully exploit the brands potential by marketing other peripheral products.
Technology also offers the company new opportunities for engaging and nurturing relationships with customers. Additionally, the company can integrate technology to enhance distribution and supply systems, to eventually improve on its economies of scale. 
iv. Threats – The biggest threat for the firm is rising competition, as the retail coffee and snack industry has reached maturity stage. Close competitors and new venture specialty stores are popping up every day further putting pressure on Starbucks. Moreover, there is notable fluctuations in the price of high quality coffee beans, a factor that is beyond control of the company.
Starbucks large revenue is derived from development markets and these are also experiencing saturation.
In the current globalized scenario, economic crises in one part of the world can have a negative ripple effect on other markets. Starbucks with outlets in multiple locations can be adversely affected as consumers opt for cheaper substitutes during tough economic times.
Lastly, there is an imminent threat from changing lifestyles as consumers opt for healthy living and perceiving coffee and snacks as poor eating habits. 


V. Strategic Change at Starbucks
In early 2008, Starbucks replaced CEO Jim Donald with Howard Schultz, latter had been founder and long serving CEO until 2000 (Enz, 2010). At the time, the company’s performance in the US was lacklustre amid increased competition and a slump in their stock price. Starbucks had expanded tremendously and reached saturation in the US market (Garthwaite, 2012). 
Additionally, the company had significantly grown in presence globally with stores in over 40 countries. In his new position, Schultz was chairman and CEO, overseeing the company’s strategic changes.
Upon taking office, the transformative CEO spelt out his plans for change based on; leading Starbucks to achieve more in the global market, recommitting the company to its core competencies – relentless focus on customers, ethical sourcing and roasting of high quality coffee beans – entrepreneurial innovation and risk taking, and creativity. Schultz summarily sought to restore the “Starbuck Experience.” Top on his agenda was to realign Starbucks leadership structure so that it could move rapidly and develop innovative products that further enhance the Starbucks Experience. 
According to Kotter (2012) successful change is achieved through captivatingly showing people what and where the problems are and thereafter leading the way in resolving the problems. 
Schultz’s transformative agenda to restore the “Starbucks Experience” borrows heavily from Kotter’s eight-step change model. Kotter’s approach focuses on change driven by top-level management, similar to Starbucks transformation beginning on 2008. Kotter’s eight-step change model involves the following:
(a) Step 1 – Establish a Sense of Urgency
Immediately on taking over position of CEO, Schultz sent out an email to all Starbuck employees outlining his transformation agenda. According to Kotter (2012) creating a sense of urgency at the onset gains on cooperation. Initiating new order of things is often difficult and a sense of urgency jolts people from their comfort. Change comes with inconveniences and employees need to be highly motivated to invest their time and effort towards an agenda that is relatively unknown, upsetting the status quo. 
Establishing a sense of urgency also includes; evaluating the market and current competitive realities, and identifying and analyzing opportunities or even crises. Market analysis and understanding competitive realities enables leadership to identify areas that urgently need reforms. Identifying opportunities and crises, allows leadership to create programs that take advantage or mitigate any adverse effects. Additionally these measures ensures that the need to change message is an easy sell within the organization. 
In Starbucks case, the company was experiencing a notable slump in its share price and employees did not require much prompting to realize the need for change. 
(b) Step 2 – Creating an Effective Guiding Coalition
Organizational change initiatives often face all manner of resistance, as such reform efforts need an effective team to lead from the front. Schultz transformational efforts began with a management shake-up and staff lay-offs, latter were largely support staff. 
He then constituted a group of well-thought individuals and assigned them key positions to lead the change. A key agenda in the email sent out to staff included, restructuring management to effectively support customer oriented initiatives and allocating resources to crucial value drivers. Schultz as a transformational and charismatic leader took time out to encourage the select executives to work together as one team. Starbucks is a global brand and the modern business environment is dynamic and complex, requiring multiple teams to manage change. For change to be effective, all major players need to be involved from the beginning. An effective guiding coalition has the following characteristics; positional power, knowledgeable, credible, and innate leadership qualities. 
These characteristics enable the guiding coalition to overcome change resistance, create, sustain, communicate the vision, and motivate others to embrace change. 
(c) Step 3 – Develop a Vision
Vision defines the direction of the change and inspires people to be involved and take appropriate action. Absence of a vision often causes confusion and the transformation agenda is bound to be derailed. Schultz on resuming his role as CEO issued his statement of intent that is basically his vision for transformation. His vision was to re-establish the “Starbuck Experience” that prioritized customer needs. Additionally, the vision harmonizes the actions of the guiding coalition, as all leadership levels both local and international work towards fulfilling a shared vision. A clear and well-defined vision is an effective guide for implementing change and has the following characteristics; focused, flexible, feasible, desirable, communicable, and imaginable. There is also need to create a strategy for achieving the vision. Schultz vision to restore and enhance the “Starbucks Experience” used social media to actively engage with individual customers. 
The company appointed created the position of Chief Digital Officer solely responsible for building lasting relationships between customers and the Starbucks brand. Social media conversations enabled the company to communicate its vision to customers and listen-in to their expectations. Moreover, the brands presence on social sites inspired staff towards a shared vision. 
(d) Step 4 – Communicate the Vision
 A clear and succinct vision is easy to understand and equally easy to communicate. Schultz vision was simple, “To restore and Enhance the Starbuck Experience” and all employees understood what the experience entailed. To effectively communicate the vision requires organizations to adopt multiple channels to relay their messages. Additionally, the guiding coalition must lead by example. As discussed in Step-3, Starbucks has leveraged on technology to effectively engage with their customers. The prevalent use and accessibility of mobile technology enables organizations to interact and communicate with their employees. Effective communication of the vision requires repetition and having the guiding coalition repeatedly share the vision, gives it a sense of urgency and validates intentions for change. It is also important to have open communication channels by inviting employees to share their opinions if need be. Immediately Schultz took over position of CEO, he communicated to his vision to all workers through email, an indication his desire to harness modern technology to ease and communicate effectively. 
(e) Step 5 – Empowering Others to Act on Vision
The previous 4 steps motivates employees on the need for change. Step-5 involves empowering employees by removing any barriers that stagnate change and restructuring organizational functions and processes that undermine the defined vision. Schultz first strategic move was to cut down on store openings and closure of underperforming outlets. However, he shifted focus to the international market and earmarked locations for opening new stores. Management reorganization and cut-backs on the number of staff were also efforts to empower remaining employees to act on the vision.  
Prior to assuming office, Schultz had communicated to senior management about Starbucks losing its romance and theatre, essential features of the “Starbucks Experience.” 
Schultz strategic change required changing old habits that became obsolete through the years. Moreover, it was a time the business environment was experiencing change due to the advent of disruptive technology. 
(f) Step 6 – Generate Short-term Wins
Change takes time, while time is a vital element of organizational performance and sustainability. Due to the time it takes to successfully implement change, it is important to motivate teams and customers through defined milestones. Improvements ought to be celebrated, with employees being recognized and rewarded. Schultz adoption of technology to drive strategic change was celebrated through positive results barely five years later. Schultz and his team created an innovative “Digital Starbucks Experience.” The retail coffee brand spread its digital presence in social media, mobile apps, and website (Westerman, Bonnet, & McAfee, 2015). At the end of 2013, the company had attracted over 30 million people to its online platforms. The customer-centric digital strategies included; free Wi-Fi in outlets, and a mobile application. These small wins are a test for the vision and strategies put in place to implement the change. For the staff, these wins motivate and encourage commitment. 
(g) Step 7 – Sustain Change Momentum and Improvements
Short-term wins offers the leadership credibility to effect more changes in structure and policy, to realign with the vision. Moreover, at this stage top-level leadership understands which human capital and support resources, are appropriate for implementing the vision. It is at this stage that leaders strengthen the process through new innovations and other change agents. After experiencing success with “Digital Starbucks Experience” Schultz turned to health and wellness products, beginning with the acquisition of Evolution Juice brand (Westerman et al, 2015). Additionally, the company continues to focus on technological innovations. Sustaining change efforts involves; creating more change, hiring more human capital to help, top-level leadership must put emphasis on urgency, delegation of change projects to mid-level managers as a way of encouraging independency on change activities. 
(h) Step 8 – Institutionalize Strategy 
Kotter’s last step ensures the change and improvements are part of the organizational culture (Kotter, 2012). 
Changing organizational culture is difficult, time consuming and is wrought with numerous challenges, particularly in situations where improvement is taking longer than anticipated. Continuous appreciation of short-term wins, defining milestones, and communicating stories of successful change process nurtures a new organizational culture. From the beginning of the change process, Schultz understood that success was solely dependent on employees and went out of his way to create a culture that encouraged them to thrive. To build a culture that embraces continuous innovation, the company listed five principles and distributed the same through a pamphlet.
The listed ideals included; a welcoming attitude, a genuine demenour, being considerate, knowledgeable, and involved. Starbuck employees embraced the five values wherever they interacted with customers, upholding the “Starbucks Experience” during times of change. Schultz’s institutionalization of strategy also involved promoting a servant leadership approach among managers and supervisors. Through servant leadership, managers and supervisors support and motivate subordinates to ensure their expectations are aligned to the defined vision. Moreover, Schultz and his team encouraged open communication and collaboration to ensure efficiency in all business processes.

Conclusion 
During the first decade of the 21st century, Starbucks experienced a slump in its business due to the global recession. In the business environment, technology has removed the traditional geographical barriers and the world is now closely interconnected. Due to the rapid changes caused by disruptive technology, organizations need to be innovative to remain relevant. The ability to adapt to change determines the effectiveness and sustainability of the modern organization. Nonetheless, awareness of the need to change defines the change process.
Howard Schultz understood that Starbuck was slowing losing on its “Starbuck Experience” and the company need change to remain competitive. In the age of technology and experience, Schultz and his team developed a new approach “Digital Starbucks Experience” leveraging on the power of disruptive technology to restore the fortunes of his company. Analyzing Schultz strategic change at Starbucks, it emerges that he integrated Kotter’s 8 Step approach during implementation of the change process.
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