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	Consultancy Report 

Troubleshooting the Plight of Pluto Coffee: 
How an independent coffee house in Shanghai can enlarge its customer base?

	




[bookmark: _Toc8165507]Executive Summary 
The development of the coffee market in Shanghai has experienced three waves so far. After the popularity of instant coffee and coffee chains, independent coffee houses have been gained increasing popularity in Shanghai since years ago. However, since the whole Shanghai coffee market has reached a saturated point with too many independent houses, how to enlarge the existing customer bases has been an urgent issue facing independent coffee houses.
The comprehensive analysis of the direct competitors and internal SWOT of analysis reveals some urgent issues that need to be tackled to attract the customer base of Pluto Coffee. In summary, Pluto Coffee faces competitions from small business coffee, medium size coffee, and compound coffee; it is important for Pluto Coffee to distinguish itself through being more differentiated. It also reveals the fact that the poor publicity and fixed menus have hindered Pluto Coffee to reach out to more customers. 
Therefore, the consultant has proposed corresponding suggestions for Pluto Coffee to take some initiatives in order to attract more customers. First of all, Pluto coffee should provide diverse its menus and pricing strategies. At the same time, the massive power of social media as marketing tools should be effectively leveraged by Pluto Coffee in increasing its brand awareness. Lastly, developing its own coffee fan community to exclusive coffee culture can bring in word-of-mouth effect for Pluto Coffee and attract more coffee lovers.
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2. Introduction 
[bookmark: _Toc8165510]1.1 About Pluto Coffee
After the advent of the 21st century, China ‘s economy has entered a stage of rapid growth. With the continuous improvement of the quality of people’s daily life, daily drinks are also showing a diversified trend. Coffee, after a long period of development, has gradually become one of the hallmarks of fashion and modern life in China, which led to the sustained and rapid growth of coffee assumption and a formulation of the consumer market with massive potential. 
In China, consumers are getting familiar with the brand, favours, raw materials and production methods of various coffee. Many coffee chains have also been springing up in every corner of the developed city-Shanghai, including Starbucks, Pacific Coffee, Costa Coffee, etc. The operating conditions of these large coffee chains are relatively stable. However, the establishment of an independent coffee house through a unique style differentiated competitive strategy to achieve the positioning and occupation of the coffee market in Shanghai has been another opportunity to serve the customers who are tired of the sameness of coffee provided by famed coffee chains. Pluto coffee, an independent coffee house operated in Shanghai, aims to provide consumers with exceptional experience in enjoying coffee with a mission of “serve coffee with warm care and love.” Not only does Pluto Coffee serve coffee made by experienced baristas, but they also serve traditional Chinese drinks such as herbal teas to cater the customers with conventional needs. Besides, some home-made specialties are also prepared freshly to be enjoyed with coffee and tea. The homey atmosphere and impressive favour help Pluto Coffee retain some loyal customers. 
[bookmark: _Toc8165511]1.2 Justification 
Coffee is the world’s second largest commodity in addition to crude oil with a global average daily consumption of over 2 billion cups (Marketing to China, 2018). More than 25 million families in the world make a living by growing coffee, more than 400 million people engaged in coffee-related industries (SPR Coffee, 2018). China is the biggest emerging markets with huge population base and rapid economic development. At present, China’s coffee consumption is about 90,000 tons per year, which is relatively lower compared with the consumption in Japan and Korea. However, coffee consumption in China is growing at an astonishing rate of over 25% percent per year, which is far more than the average world growth level of 3% (Statista Market Forecast, 2019). From the perspective of perc capita consumption, the current annual consumption of coffee in China is only 0.03 kg, which is far lower than the EU’s 5.6 kg, the US’s 4.2 kg and the global average of 1.25 kg (Sholihah et al., 2016). Given the huge population base of China, the coffee market in China has been an attractive destination for international coffee chains.
However, the development of the coffee market is quite uneven, with Beijing and Shanghai being overdeveloped and other cities remain undeveloped. Among all cities in China, Shanghai is one of the biggest markets only second to Beijing. The modern people's fashion life reflects the vitality of Shanghai's international metropolis. According to a survey conducted by the China market database for coffee products, the proportion of Shanghainese people who have had coffee in the past year is 42.7%, ranking first among the 20 major cities in the mainland participating in the survey, with a ratio far higher than 24.7%. average value. At present, Shanghai residents have 5.2% of heavy consumers who drink coffee every day, and 21.5% of moderate consumers at least once a week, which are significantly higher than in other cities (Daxue Consulting, 2019). 
The massive demand has resulted in enormous coffee houses opened in Shanghai, including the international coffee chains, domestic coffee chains, and independent coffee houses. The coffee history in Shanghai has experienced three waves so far. The first ware is instant coffee from 1960-2000, epoch-making instant coffee entered China from the west; the second wave was the open of houses in China, including the earliest Shangdao Coffee and the later Starbuck; the third wave was independent boutique coffee houses with strict regulation on the source of the raw bean, the methods of coffee brewing and even the selection of coffee cups (Tucker, 2017). Many have predicted that digitalization will be another wave struck the coffee industry in Shanghai, but also will bring with many new opportunities.
Although Shanghai is a large market for the coffee industry, it is getting to the saturation point due to the blind expansion of coffee houses in the third wave. In the development of the coffee market, the big coffee chain is prosperous all the time relying on their substantial capital and presence such as Starbucks; the independent coffee houses fall down frequently. People are optimistic about the development of the coffee industry in Shanghai, but how to break through the bottle diameter problems encountered in business operations is a problem facing many independent coffee houses including Pluto Coffee. Pluto Coffee entered the coffee market in Shanghai when the market did not reach saturation and obtained some operational experience. 
Many coffee brands in Shanghai has struggled under the result of their attempt to blind expand too quickly due to over-optimistic in previous years. Besides, blind expansion through opening new stores in Shanghai absolutely not an ideal option for an independent coffee house like Pluto Coffee, due to the considerations on the restraints of financial resources and human resources. Thus, being struggled in an over-saturated market, how an independent coffee house such as Pluto Coffee can negative in the increasingly intensified competition in Shanghai through improving its competitiveness and creating more economic value without opening new stores but based on more innovative strategic marketing is worth discussing. 
[bookmark: _Toc8165512]1.3 Objectives 
The ultimate objectives of this consultancy report are to identify the status quo of Pluto Coffee and propose some recommendations on its strategic marketing to leverage the potentials of existing stores in order to attract more customers for Pluto Coffee. The following deliverables will lay a foundation for the realization of overall objectives.
· Make an in-depth analysis of the current status of Pluto Coffee
· Analyse the internal and external factors of Pluto Coffee 
· Propose an appropriate competitive strategy for Pluto Coffee 
· Provide recommendations for Pluto Coffee


3. [bookmark: _Toc8165513]Analysis of the Status Quo of Pluto Coffee
[bookmark: _Toc8165514]2.1 The Analysis of Coffee Shops around Pluto Coffee
Since the location of Pluto Collee is all at the central business district, its competitors are also more fixed. Depending on the size of the cafe, the target customer, and the main product, the consultant has divided coffee shops near the Pluto coffee into following types: Small business coffee houses, medium-sized coffee houses, and compound coffee houses.
Among them, the Small business Café is represented by Costa Coffee, and the medium-sized café is represented by Coffee Colour, while the compound coffee house is represented by Shangdao Coffee
Small business coffee houses-Costa
Costa Coffee, originated in the United Kingdom, was founded in 1978. In 2006, Costa entered into Shanghai through a joint venture with Hualian. With the advantages of Hualian's powerful channels, the COSTA Cafe has become the most powerful competitor of Starbucks in China by frantically plundering its territory and expanding rapidly (Ferreira and Ferreira, 2018). Tai Hing's Costa Coffee is located in the Green Square next to the South railway station of Tai Hing Metro Station, and the Green Square is a new modern business in the Daxing area, which integrates shopping malls, cinemas, supermarkets, and catering (QSR Media, 2018). Costa Coffee is located on the first floor of the mall, close to the sunken square of the mall, with a relatively large flow of traffic and good lighting. Interior decoration with dark red colour, the use of wooden tables and chairs, and sophisticated coffee utensils deliver a sense of elegance and leisure.
Advantages of Costa Coffee: Brand awareness of Costa Coffee is relatively high. With more than 30 years’ focus on Italian tradition, Costa has a high-quality coffee craft experience. The use of Coffee beans is the mix of a specific proportion of beans from counties including nine countries from South America, East Africa, Asia, and the Far East (South China Morning Post, 2018). Costa coffee also leveraged the various social platforms to increase its publicity; it also invites fashion icons in China as the spokesperson and the ambassadors. The celebrity power has leveraged the purchasing power of hidden consumers. 
Disadvantages of Costa Coffee: Costa has a high requirement on the location selection. They are mainly located in shopping malls or high-end office buildings, resulting in relatively high rent. Besides, the raw materials and production process are also demanding, leading to high expenditure in serving coffee. 
Medium-sized coffee- Coffee Colour
The coffee was officially opened in 2013. Their products are mainly coffee, supplemented by tea and soft drinks, accompanied by Western-style light meals and desserts. The size of the coffee shops is about 300 square meters. The coffee shop is usually divided into two upper and lower floors. The first floor is a non-smoking area and the second floor are smoking areas. The second-floor book wall is a major feature in the store. Books of different contents can satisfy different needs. The coffee color is designed with ease and freedom, advocating nature and unique style. It adds European-style with the natural elements and seats in different forms, allowing customers to experience the new concept of coffee culture.
Advantages of Coffee Colour: Since coffee colour has a relatively large operating size, the business model has a certain degree of extensibility. The smoking zone has also helped it attract money coffee lovers with smoking habits. 
Disadvantages of Coffee Colour: the relatively short history in the coffee market has resulted in its weak experience in the management of public relation and marketing strategies. It receives some common complaints about its unenthusiastic service attitude and poor communication with customers. 
Compound coffee shops-Shangdao Coffee
Shangdao Coffee actually a store with a combination of coffee and western-style cuisines. It is located near the prosperous shopping area. The operating area of Shangdao Coffee is over 800 square meters, which indicates its strong capital strength (Shangdao Coffee, 2017). It has many business projects to attract existing customers. Although coffee is its primary products, it also serves other soft drinks and meals. The large size of Shangdao Coffee has enhanced its dining environment with different consumers areas for different customer groups. The compound coffee shop was born on the basis of the Hong Kong-style tea restaurant. It is more in line with the customer needs in the early days of China's reform and opening up: Chinese-style, Western-style integrated Chinese and Western restaurant (Perfect Daily Grind, 2018). Compared to modern personalized young people and those who really pursue coffee culture, such restaurants obviously cannot meet the requirements of their cafes.
Advantages: excellent location with large size, substantial financial capital 
Disadvantages: lack of influential coffee culture, hard to cater to the demand of the younger generation
[bookmark: _Toc8165515]2.2 SWOT Analysis of Pluto Coffee 
Opportunities
· Change in people’s consumption patterns: with the evolution of times and the emerge of the middle class in China; coffee is playing an increasing role in people’s daily lives.
· The pursuit of private space: ss the pace of modern life is getting faster; consumers are looking for an area that they can slightly relax, communicate with friends, and enjoy personal space. The appeal of private house coffee shop with homey interior design and leisure orientation can increase the demand for slow-paced life.
· The unique decoration with homey atmosphere: surveys show that independent coffee houses loved by customers due to their unique decoration and warm colour lighting so that customers can relax physically and mentally. 
Threats
· People’s concerns overall health issues: many people believe that the caffeine content in the coffee drinks will have an adverse effect on their health. Although the medical evidence has already proved the proper drinking of coffee can promote the metabolism of the body, while the deep-rooted concerns over coffee may still deter some customers away.
· Strong consumer loyalty of big coffee chains: the consumer brand loyalty created by some large coffee chains such as Starbucks is hard to replace. The success of experiential marketing of large coffee chains has resulted in high brand awareness and excellent brand loyalty. It thus becomes hard for Pluto to establish a different competitive advantage from these well-known chains.
· The emerging coffee houses with different attractiveness: According to the statistics, Shanghai has more than 2000 coffee shops of various types (Multiple Cities, 2018). The stores of major coffee chains spread all over Shanghai, including Starbucks, the coffee bean & tea leaf, Costa Coffee, Citta, Gloria Jean’s Coffee, Jamaica Blue, etc. A series of coffee chain shops have been widely accepted by people in Shanghai. In addition to these coffee chains, Shanghai also has a large number of niche private coffee houses. There are theme café s with book bars as their major attractiveness, There are also individual cafes that offer a comfortable and elegant space with the unique charm provided by the garden house architecture, such as Little Garden In addition, there are many theme cafes in Shanghai, such as movie cafes, DIY roast cafes, comic cafes, table games cafes, maid cafes, pet cafes, etc., which are opened in the interest of the public.
Strengths
· Convenient location with high traffic and high visibility: Pluto Coffee locates in the downtown districts in the most prosperous part of Shanghai, including Nanjing Road Commercial District, Huaihai Road Commercial Districts, and Lujiazui Zhangyang Road Commercial Districts. The three commercial districts where Pluto Coffee locates are the most flourishing and busy districts with several famed colleges and numerous international enterprises. Besides, the ease of traffic makes the Pluto Coffee readily available for people who do not work or live nearby. 
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Figure 1. the Traffic flow of the Location of Pluto Coffee (https://www.shanghai-realty.com/businessdistricts)
· Quite an atmosphere for students: due to its close geographical distances to the Shanghai University, Shanghai Jiao Tong University, Fudan University, students used to be primary customers of Pluto Coffee. As indicated above, there are numerous enterprises headquartered or located in the three commercial districts, making white-collar another primary customer group of Pluto Coffee. In order to serve the special study demands of students and business demands of white collar, all Pluto Coffee has quiet zones for customers who prefer a quiet atmosphere.
· Talented Baristas: the limited stores enable Pluto Coffee can put on more emphasizes on the quality of coffee they serve. And, gifted baristas of every store of Pluto Coffee is the reason behind every cup of fantastic Coffee. The owner of Pluto Coffee 
· Studied the relevant knowledge of making coffee in Italian for five years. She insists that a skilled barista must learn and master all coffee-related knowledge including the culture of coffee, coffee botany, initial coffee processing, coffee roasting, different coffee making techniques, and the preferences of customers. Thus, every barista in the Pluto Shop was selected due to their extensive experience in making coffee and their ambitious interests in serving coffee. Besides, the owner of Pluto Coffee organized employees with the best performance to visit the famous coffee shop around the world and share advanced knowledge about coffee with the barista in its private gathering.
· More affordable prices: compared to the prices of other relatively bigger coffee chains such as Starbucks, the prices offered by Pluto Coffee is actually more affordable. A large cold brew in Starbuck costs 37 CNY in Shanghai. However, you can enjoy a more tasteful one in Pluto with a more favourable price of 32 at the same size (Daxue Consulting, 2018). The prices for its other products are all slightly lower than Starbucks and Costa, as well as Coffee Colour and Shangdao Coffee.
· Joyful communication with baristas: another characteristic that distinguishes Pluto Coffee from others is that its baristas do not only craft coffee, they also enthusiastic at disseminating the coffee culture. So, the customers in Pluto Coffee can also communicate directly with baristas on the issues such as how to choose and roast beans, the differences between Café Breve and Cappuccino, etc. 
Weakness
· Limited space: as indicated before, three Pluto Coffee are all located in the busiest commercial districts in Shanghai, resulted in the incredible high expenditure in rent as well as very limited space. At the same time, the separation of silent zoom and regular zoom, although do benefits students to certain levels, leads to the common phenomenon of full regular zoom and empty quiet zoom. 
· Bare publicity: the owner of Pluto Coffee believes that high-quality coffee would result in word-of-mouth effect, so there is no necessary to take any efforts and spend any expenditure on the publicity part. However, the social media platforms, including Weibo, WeChat, TikTok, has widely leveraged all types of coffee shops in Shanghai to raise their brand awareness. Although the owner of Pluto Coffee is a full-fledged coffee enthusiast, she was barely equipped with any management and marketing knowledge. 
· Simple menu: Compared with the competitors the consultant has analysed before; Pluto has a relatively simple and fixed menu. Although they have different types of coffee, teas, and desserts, they have barely changed their lists since its establishment. Despite they have always replaced their raw materials with top quality ones, their menus are quite simple and fixed. With every coffee house attempting to seek balance from the classic coffee tradition and the novel drinks such as milk-tea, smoothies or customized coffee, Pluto Coffee seems remained untouched in its business philosophy. Below is the English version menu Pluto developed for foreign customers. Although they do offer different specialties every day, it can be observed that their products are not much diverse.
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Figure 2. the Menu of Pluto Coffee
[bookmark: _Toc8165516]2.3 Recap of Status Quo of Pluto Coffee
At present, the homogenization is quite common in the coffee industry in Shanghai with no distinct characteristics and blurred brand images. Although Pluto Coffee insists on offering upper quality coffee, the majority of consumers don’t know how to differentiate great coffee from the coffee churned out by the machines. Although Pluto has strong enthusiasm in serving upper quality coffee, it neglects to leverage the marketing power of social media to attract more coffee lovers due to its poor experience in business management. At the same time, the simple and fixed menus make Pluto Coffee hard to entertain the current picky customers. The independent café is not the same as the independent film. After all, it is still a commercial body. Although the independent coffee shop carries a certain spiritual hope, it must ultimately achieve the commercial purpose of profit through products, services, environment and marketing means. Chain giants such as Starbucks have begun to lay out fine coffee. The independent coffee shop with the fine coffee as the trump card such as Pluto Coffee will be further squeezed if it does not take any initiatives.
4. [bookmark: _Toc8165517]Recommendations 
4.1 [bookmark: _Toc8165518]Diverse the Menus and the Pricings
In order to attract more customers, the first initiatives need to be undertaken by Pluto Coffee is too diverse its menus with more products. More various types of coffee, tea and specialties will give customers more reason to come in and to stay. At the same time, Pluto Coffee should more integrate into the local community by observing the preferences of customers by adding more trendy products into their portfolio. Customization is also an ideal way to attract more customers. The younger generation has a common pursuit of individualism and private space. Besides homey space offered by Pluto Coffee, customization based on the combination of the experiences of talented barista and customer preferences can be used as a shining point to attract young consumers. Besides serving drinks and foods, Pluto Coffee can also disseminate the coffee culture by selling small but exquisite gadgets such as coffee cups, postcards, etc. 
As each menu shop will prepare a menu for customers to order and check the price, Pluto Coffee should create a creative refinement on the menu, so that customers can see the coffee name and photos when they open the menu. In addition, customers can also see a small allusion from the name of the coffee next to the photo to attract their curiosity about coffee.
It is also prudent to diversify its business strategy after the product line is stable. Pluto Coffee can add some books, audio-visual products or home accessories so that consumers can feel more consumer experience. Because the price is the most directly received marketing factor for consumers, price is also a key factor affecting whether consumers ultimately buy or not. The products of Pluto Coffee are still at a relatively high level as a whole because the consumers of coffee are generally people who have certain spending power, and the experience of coffee is in line with this group of people. However, the target consumers of Pluto Coffee should not only stay within this range, but can appropriately expand the target person group and cultivate more potential consumers, so the coffee can be appropriately adapted to the local diversified pricing method including buy one get one free, combination packages and other preferential activities, or offer student discounts and discounts for a certain Consumer groups, such as young student groups,. Although this kind of pricing method will reduce the profit on a single product, it can be compensated by increasing sales volume. 
[bookmark: _Toc8165519]3.2 Leverage the Hidden Power of Social Media
Although Pluto Coffee has the characteristics of strict control over the quality of services and products, it lacks the awareness of propaganda using social media. Therefore, the consultant suggests that Pluto Coffee can make daily postings and maintenance on the self-media platform such as WeChat, Weibo, Douban, and Headlines, etc., to increase publicity and attract more customers (Tuten and Solomon, 2017). Besides, Under the powerful data analysis capabilities of popular social media, the various marketing initiatives implemented by Pluto Coffee can be supported by scientific data and analysis. Typical parameters that can be leveraged by Pluto Coffee to target customers and collect feedbacks include:
- brand exposure: number of views, visitors, number of people covered, number of followers 
- customer engagement: number of likes, number of comments, number of sharing and forwarding, 
- sales conversion: click, download, subscribe, purchase
[bookmark: _Toc8165520]3.3 Develop the Fan Community of Pluto Coffee 
As a hot trend in the Internet industry, social marketing has become increasingly popular. As a relatively small and independent small coffee house, to win the loyalty among a community of fans can be a strategy for Pluto to enlarge its customer base. Community marketing is a business form based on the same or similar hobbies, gathering popularity through some kind of carrier, and satisfying the needs of the group through products or services. Pluto Coffee can be used as a space with strong plasticity. It can not only sell coffee but also serve as a gathering place for lovers. As indicated above, the baristas in Pluto Coffee has extensive experience and ambitious interests in disseminating culture. Gathering coffer lovers on a regular basis through coffee salons or coffee classes can be an ideal and low-cost way for Pluto Coffee to enhancing the loyalty of existing customer base, as well as attracting potential coffee lovers through word-of-mouth effect. 
5. [bookmark: _Toc8165521]Conclusions 
This consultancy reported centred on the plight faced by a Shanghai-based independent Coffee Shop. through a comprehensive analysis of its nearby competitors and SWOT, the consultant has identified serval root causes that jeopardize the sustainable development of Pluto Coffee in the increasingly fierce competition of Shanghai Coffee market. The significant issues holding Pluto Coffee back include its poor publicity, its simple products. Correspondingly, three suggestions are proposed for Pluto Coffee to tackle the above problems and enlarge its customer bases, including diverse its menus and pricing, develop its fan community, and leverage social media to gain more publicity. 
The research of Pluto Coffee is of great significance. Since Pluto Coffee is not the only independent coffee in Shanghai that being struggled in the dilemmas, this consultancy report hopes to form constructive opinions and provide some practical inspirations for other independent coffee houses.
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