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Executive Summary
This report critically evaluates both the external and internal environments of Costa Coffee based on the global economic challenges. It is meant to analyse the forces that affect the strategic position of the company in the UK coffee shop market. The analysis is based on some of the major strategic frameworks such as PESTEL, Five Forces, VRIO, Value Chain and SWOT. The analysis shows that inflation, the increase in costs and regulatory developments are critical challenges, but strong consumption of coffee in the UK is an opportunity to grow. The industry analysis reveals that there is a great competitive force, low switching costs, and buyer power. The case study analysis reveals that Costa has a strong brand name, a large store chain and corporate backup of the Coca-Cola Company, which are major strengths that make it competitive. The SWOT analysis ends by concluding that Costa Coffee is well-positioned in the market despite the competitive and economic forces. Comprehensively, the company is poised to continue its dominance in the UK market, though continuous environmental problems can affect performance.
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[bookmark: _Toc224314015]1. Introduction 
Over the past few years, the coffee shop and fast-food industry all over the world has undergone a substantial transformation owing to the economic uncertainties, changing consumer behaviour and increased competition. Rising expenses, supply chain problems and inflation have compelled most companies to review their strategic placement (Dekimpe and Van Heerde, 2023). Coffee culture in the United Kingdom is also expanding as more people are beginning to treat coffee shops as social places and places of work, thereby enhancing the competition of other large brands such as Costa Coffee. The size and subsequent expansion of the coffee market were reported by the British Coffee Association (2026), which shows that there is a high level of demand in the market. In the face of such dynamic conditions, marketing planning is critical in the process of responding because it helps to match the organisational goals to market opportunities. The SOSTAC framework offers an organised plan on how to go about planning, starting with the situational analysis (Anggraeni, Sulistyowati and Husda, 2024). The analysis progresses from a macro perspective (PESTEL) and industry dynamics (Porter’s Five Forces) to an internal audit of resources and activities (VRIO and Value Chain). These insights are ultimately integrated into a SWOT analysis to conclude on the company's strategic viability.
[bookmark: _Toc224314016]2. Overview of Costa Coffee Company
Costa Coffee is a chain of one of the largest coffee shops in the United Kingdom and an important player in the coffee retailing market in the world. The company was started by Sergio and Bruno Costa in 1971 in London (Costa Coffee, 2026a). It started as a small business coffee roasting company which supplied coffee to the restaurants and cafes. The brand grew with time to become a giant chain of retail coffee stores across the UK and the overseas market. Costa Coffee has thousands of outlets in the world today, not only in company operated outlets but also in franchise stores and self service outlets, such as Costa Express. In 2019, The Coca Cola Company acquired the company and strengthened its distribution strengths and global expansion strategies (The Coca Cola Company, 2018). Costa Coffee offers a wide range of coffee beverages, snacks and light food that targets busy city customers. It is also a well known brand with a strong presence in the UK coffee shop business and is convenience oriented, quality oriented, and customer driven.
[bookmark: _Toc224314017]3. External Environment Analysis
[bookmark: _Toc224314018]3.1 PESTEL Analysis
The PESTEL analysis refers to the analysis of macro environment factors that influence the strategic activities of the company (Makvandi,2024)
Political: In the UK, government policies and tax frameworks play a decisive role in the healthy development of the food service industry. (House of Lords Library, 2026) points out that increased regulatory pressure and the increased tax burden on employers are facing unprecedented challenges for catering and retail enterprises. Specifically, the adjustment of employers' national insurance premiums and the implementation of packaging taxes have directly led to a structural increase in the operating costs of enterprises (Prynn, 2025). This policy driven cost pressure has not only translated into rising prices in the end market, but also further exacerbated the operating tensions in the whole industry.
Economic: The economic conditions have a significant effect on consumer spending in coffee shops. The rate of inflation in the UK was 3.8% in 2025, which has increased the cost of food, labour and energy to the hospitality businesses (Jordan, 2025). Consumer purchasing power and the costs of running coffee chains are directly affected by the rise in prices. Coffee retailers are not exempt from commodity inflation. Coffee prices increased by 15.4% in the UK food category (BBC News, 2025) as the global supply was put under strain and the cost of commodities was on the rise. These cost pressures have led to high retail prices. As an example, the cost of a cup of coffee in a restaurant was estimated at £3.36 in 2025 and £3.21 in the year before (Gov.UK, 2025). All these economic pressures are increasing the prices of coffee retailers and reducing consumer spending.
Social: Social trends are very popular in the UK coffee shop market. Consumers still consume coffee in large amounts. The United Kingdom has a stable and high market that consumes 98 million cups of coffee each day by adults. As an example of the average cup of coffee consumed in the UK, it is estimated that up to 76% of the product is produced in the UK (British Coffee Association, 2026). Coffee frequency is also indicated in consumer behaviour. Around 80% of those who visit coffee shops do so at least one time a week, and 16% of coffee shop visitors visit the shops daily (British Coffee Association, 2026). These consumption trends contribute to maintaining the demand for branded coffee chains and give possibilities for the development of Costa Coffee.
Technological: technology has become extremely essential in the coffee retailing industry. Digital services such as mobile ordering (such as Pick up at the store or take out delivery) and click-and-collect are currently highly adopted in coffee shop chains (Maulana, 2023). 70% of consumers in the UK reported having downloaded a coffee shop loyalty app, with 35% of those aged declaring that they have ordered a drink to collect at a coffee shop (Weinbren, 2022). This demonstrates that digital convenience is important in the industry. Technology adoption helps companies in improving customer experience, reducing waiting time and making operations more efficient.
Environmental: Environmental sustainability is a major issue in the coffee industry. Disposable coffee cups represent a severe concern to environment in the UK. An average of 7 million coffee cups is discarded daily, with only 1 in every 400 cups being recycled currently (Foteinis, 2020). This is one of the environmental forces that encourages sustainable packaging and recycling systems by companies.
Legal: The sector is also involved in food safety, labour and consumer protection laws. The food manufacturing and retail industries have to comply with the high regulatory standards and simultaneously deal with the new environmental policies and packaging regulations (Prynn, 2025). These legislations complicate the activities of the coffee chains in the UK market.
All in all, the macro environment presents Costa Coffee with both opportunities and challenges. The high consumer demand favours the growth, and the challenges of operation are brought about by inflation, regulatory pressure, and sustainability issues.
[bookmark: _Toc224314019]3.2 Porter’s Five Forces Analysis
The Five Forces framework analyses the intensity of rivalry competition within a given industry and the level of profitability that can be achieved within the industry by organisations. (Sumba-Bustamante et al., 2024)
Threat of New Entrants: The threat of entry into the UK coffee shop market is medium. Entry barriers to small independent cafes are relatively low. This has seen a robust increase in the coffee outlets. By early 2025, over 11,000 branded outlets existed in the UK, which is an increase of 16% in the last 2 years (Statista, 2025). However, small chains possess the advantage of greater economies of scale, brand name, and well-founded supply chains, which are difficult to get into.
Bargaining Power of Suppliers: The supplier power is medium because coffee beans are commodities that are sourced on the global front. In 2019, the UK imported over 180,000 tonnes per annum of coffee beans, the majority of which were imported from Brazil and Vietnam (WITS, 2019). International coffee prices, climate situation and transport expense could therefore fluctuate and influence the cost of operation of coffee chains.
Bargaining Power of Buyers: Buyer power in the coffee shop industry is relatively high. There is an enormous supply of substitutes to consumers, and customers can switch brands easily. The UK had over 11000 branded coffee shop stores (Statista, 2025), and individuals had numerous choices available, based on their locations and cost. In uncertain economic times, consumers are also growing more sensitive to prices.
Threat of Substitutes: The threat of substitutes is also high. The other options that consumers can use to buy coffee include supermarkets, convenience stores, and home preparation. Further, 80% of the households in the UK purchase instant coffee to consume at their homes and avoid the habit of visiting coffee shops (British Coffee Association, 2026). The consumption of coffee competes with other replacement products, which include tea and soft drinks.
Competitor Rivalry: The market size is estimated to be £6.1 billion, and there are more than 11,400 branded coffee stores competing to receive customers (Statista, 2025). The main competitors include Starbucks, Greggs and Caffe Nero. However, competition has also viewed Costa Coffee as the market leader, with the company having over 2,600 stores within the UK alone (World Coffee Portal, 2024). Overall, the competitive rivalry in the UK coffee shop business is quite strong.
All in all, the coffee shop industry in the UK is highly competitive. Customers have strong purchasing power and the industry is highly competitive due to low switching costs and a large number of competitors. However, the company's competitive advantage in the industry is exerted by its high brand awareness, a large number of stores and Costa Coffee leading position in the market.
[bookmark: _Toc224314020]4. Internal Environment Analysis
Internal environment analysis is defined as the assessment of internal resources, capabilities and operational processes of an organisation to ascertain its strength and competitive advantages (Indris & Primiana, 2015). It assists in determining the efficiency with which a firm makes use of its resources in order to realise strategic goals and maintain a position in the market.
[bookmark: _Toc224314021]4.1 VRIO Analysis
The VRIO framework views the resources available to the firm as a competitive edge since it evaluates the value, rarity, inimitability and organisation of the resources (Zvarimwa & Zimuto, 2022). Costa Coffee has a good brand name in the United Kingdom, and this is one of its competitive assets. Costa is the largest branded coffee chain in the UK, which has over 2,600 shops across the country and owns more than 14,200 coffee machines (Costa Coffee, 2026b; World Coffee Portal, 2024). Following that, this broad retailing model renders the customers more reachable and visible to the brand. The Costa Coffee (2026a) is also ranked as the favourite coffee shop in the UK for the 12th consecutive year. It demonstrates that it possesses strong market leadership. It is a resource that is attractive because it assists in high levels of sales and retention of customers. Costa also has good corporate support. In 2019, The Coca Cola Company acquired the company for 5.1 billion dollars (The Coca Cola Company, 2018). The acquisition enabled Costa to possess overseas distribution plants and fund growth. These are good resources and cannot be replicated by the small competitors.
The other key competence is the coffee roasting of Costa. It has a large roasting facility at Basildon that allows the business to generate 45,000 tonnes of coffee each year (Costa Coffee, 2026c). It cultivates coffee beans that are sold in the stores within the UK and other markets. This integrated supply chain facilitates standard product quality and efficiency at work. Costa has also expanded the brand into the transport and convenience centres with over 14,000 Costa Express self service machines worldwide (The Coca Cola Company, 2022). The distribution model will be extensive and will increase the visibility of the brand. Overall, the Costa brand leadership, chain of stores and good corporate support provide efficient and systematic resources. These competencies translate to a competitive advantage that has been enjoyed over a long period of time in the UK coffee shop market.
[bookmark: _Toc224314022]4.2 Value Chain Analysis
The value chain model is a model that explains how a firm can create value through a group of activities (Cardoso et al., 2022). These activities are analysed and can be evaluated in ways that can be applied to identify the areas of competitive advantage building in Costa Coffee.
Inbound Logistics: The inbound logistics is concerned with the sourcing and management of the raw materials. The coffee beans, which are used at Costa, are sourced in the large coffee-making nations such as Brazil, Vietnam and Colombia (WITS, 2019). The firm owns a massive coffee roasting plant in Basildon in the United Kingdom (Costa Coffee, 2026c). The plant produces roast coffee beans that are to be sold to the local and international market outlets. This centralised roasting system helps in the consistency of the product as well as in the efficiency of the product supply.
Operations: The operations include coffee roasting, preparation of beverages, and store management. Costa has more than 2,600 outlets in the United Kingdom, and this makes it the most branded coffee chain in the United Kingdom. According to Lumina Intelligence (2025), the company holds a market share of approximately 38% of the market of branded coffee shops in the UK. The size of the operation is a great strength to Costa since this company can experience economies of scale and strong brand recognition.
Outbound Logistics: Outbound logistics involves the distribution and availability of the product. Costa sells its products in company owned stores, franchised stores and the automated coffee machines. Costa currently operates more than 14,000 Costa Express self service locations across the globe that expand access to coffee in airports and workplaces, as well as in convenience stores (The Coca Cola Company, 2022). This distribution channel increases the supply of goods and ease to the customers.
Marketing and Sales: The marketing activities focus on brand positioning and contact with the customers. Costa concentrates on customer relationships by using loyalty programmes, online order and advertising campaigns. Brand recognition is one of the marketing strengths. Costa is the most well-known coffee chain brand in the UK market.
Service: Customer care is a major consideration in the coffee shop market. To maximise customer satisfaction, Costa focuses on store experience, product and fast service quality. It is a very competitive market and has high standards of service, which can be utilised to generate customer loyalty.
All in all, Costa creates competitive value through large-scale operation, a large distribution network and a well known brand name. The activities are also included in the value chain activities that increase its competitive advantage in the UK coffee shop industry.
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SWOT analysis is the strategic instrument that is put in place to assess the internal strengths and weaknesses of the organisation, as well as the external opportunities and threats (Gürel and Tat, 20117). It assists in the summary of the main findings of both internal and external analysis and gives an overview of the strategic position of the organisation.
Strengths
· Strong brand and market positions in UK coffee shop market.
· Massive distribution of Costa Express machines and branches of over 2600 stores.
· Coca Cola Company provides strong corporate support that allows it to be financially stable and grow.
Weaknesses
· High operational costs of the company are driven by inflation, high labour costs and pressures in the UK market.
· High sensitivity on the Uk market with high competition between branded coffee chains.
Opportunities
· The UK has a high consumption of coffee with an average of 98 million cups of coffee taken daily.
· Further adoption of online ordering and loyalty apps that can be more convenient to customers.
Threats
· Competes well with large chains such as Starbucks, Café Nero and Greggs.
· The growing price of coffee beans, inflation and financial instability could reduce consumer expenditure and increase operating costs.
The SWOT analysis indicates that Costa Coffee possesses good brand leadership and distribution strength. However, the competition, in addition to economic factors, may influence its competitiveness in the future in the UK coffee shop market.
[bookmark: _Toc224314025]6. Conclusion
This report has analysed the external and internal environment that affects Costa Coffee in the United Kingdom. The analysis through the PESTEL demonstrated that the challenges are the economic pressure, regulatory changes and sustainability issues, and an opportunity is good coffee consumption. The Five Forces Analysis demonstrated that competition in the UK coffee shop business is high, and the buyer power and the rivalry intensity are low. The strong brand recognition of Costa, extensive chain of stores and support provided by The Coca-Cola Company were the significant competitive advantages of the firm. The SWOT analysis demonstrated that Costa Coffee is well-positioned strategically to counter the economic and competitive forces because of its market leadership and extensive distribution channel.
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