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1. Executive Summary
This assignment focuses on Starbucks Corporation, a food and drinks company with their head office in Seattle, Washington, United States. It provides drinks and food to consumers across the world. 
The assignment will focus on the assessment of the competitive environment and national and international micro and macro-economic indicators, discussing the actual and potential implications of the various factors on the organisation. Sound corporate guidance is analysed within this assignment to establish a sound framework and to analyse the risks associated with Starbucks Corporation.
Micro analysis revealed that Starbucks is a well governed organisation whose ethical approach to suppliers and consumers has proved very successful. Macro analysis revealed that the company is subject to currency fluctuations on the foreign exchange markets and has developed a global well-respected brand and that the economic cycle in each country, where disposable income is extremely important for this premium brand.


2. Introduction
Starbucks Corporation was established in 1971, and according to their website it now has 32,660 stores (as at Oct 29, 2020). They are a roaster, marketer, and retailer of speciality coffee around the world. They sell tea, other drinks, and high-quality food products through their worldwide store frontages.
They also sell their range of coffee and tea through other outlets and sells a range of coffee and tea items. Starbucks has a range of brand names within their portfolio: Teavana. Seattle’s Best Coffee, Starbucks VIA, Starbucks Refreshers, Evolution Fresh, La Boulange, Princi and Verismo. According to the World Coffee Portal (2021) the chain had a revenue of $29.1bn in 2021, 9.8% higher than the $26.5bn earned in 2019. 
The main goal of Starbucks is to provide a premier brand of coffee and tea across the world and to continue its reputation as one of the world’s most respected and recognised brands.
Starbucks CEO Kevin Johnson said he anticipated “strong business momentum, increased operating efficiency and continued global store expansion” would continue to generate further significant growth worldwide.
However, due to the Covid-19 pandemic, the growth of the organisation has stalled and the performance in China, its second largest market globally has seen store sales decrease by 7%, driven by a 5% decline in average ticket and a 2% fall in transactions.


3. Body
There are many macro environment factors such as – inflation rates, foreign exchange rates and the economic cycle within the sector and individual countries. These will determine the demand for premium coffee. 
Using industry economic indicators such as Speciality Eateries industry growth rate from Dun & Bradstreet and consumer spending analysis with information from market research reports such as Cafes & Coffee Shops in the UK – Market research Report (IBISWorld 2021) allows Starbucks to forecast a growth trajectory.
One main factor is lifestyle and taste and ensuring that their consumers remain loyal and not move to a rival brand.


3.1 Porters Five Forces
Utilising Porters Five Forces we can analyse the environment that Starbucks operate in:
1. Competition in the industry
Brown (2019) reports that Starbucks maintains a massive 40% market share in the U.S. coffee shop market. It is followed by Dunkin that has 26% market share. In the UK, Costa Coffee has approximately 39% market share. Costa Coffee, Starbucks, and Caffe Nero together have 53% market share. It is worth noting that Costa Coffee is a subsidiary of The Coca-Cola Company.
Starbucks is the market leader in the USA in terms of number of outlets. According to Lock (2020) it has approximately 14.88 thousand stores in the country. Its nearest competitor is Dunkin which has over 9.5 thousand stores. JAB owned brands such as Pret a Manger, Peet’s Coffee, and Caribou Coffee also put considerable pressures on Starbucks. 
Costa Coffee is the UK’s leading coffee shop chain. Other competitors of Starbucks are Pret a Manger (Europe) Ltd and Caffe Nero. Cafes & coffee shops industry in the UK is expected to grow in the next few years, though the growth may be affected by the country’s exit from the European Union (EU) and economic lockdown. The UK is mostly a tea-drinking nation; however, over 95 million cups of coffee are consumed every day that are bought mostly from coffee shops and coffee vending machines. In fact, the UK is the 5th largest coffee consumer market in Europe (Caki, 2020). Therefore, it is a very important market for Starbucks.
The industry in which Starbucks operates has a monopolistic competition, with Starbucks having the largest market share and its closest competitors have a significant market share. 
2. Potential of new entrants into the industry
At a localised level, small coffee shops can compete with Starbucks because there are no switching costs for the consumer. It is a competitive industry and brand loyalty depends on the taste of the consumer, and cost.

Competitors are all seeking to increase market share from Starbucks leading to the intensity of the rivals to be moderately high. 

Suppose Starbucks opened a new outlet in a small rural town, entering a geographical market that had contained only a local café and a bagel store that also sold coffee. Meaningful competition would rise in this market, with the choice for consumers of where to purchase coffee increasing. 

But the national concentration measure of limited‐​service restaurants would probably go up, reflecting the addition to Starbucks’s already large national footprint. In other words, rising national concentration might be driven by the same trends driving falling local concentration—an increase in the number of competitors in new localities.
3. Power of suppliers
As the organisation relies on coffee beans as their primary input to ensure that the business has enough resource to meet demand, the world price of coffee is a major factor in market costs and profitability margins. 
According to Trading Economics (2021), the world price of coffee is at its highest level (as of 6th December 2021) this year, with coffee trading at $250.20/lbs. On January 4th, 2021, it was $127.9/lbs. Arabica coffee futures on ICE traded around $2.5 per pound, its highest level since October 2011, amid supply concerns due to adverse weather in major producing countries, port congestion and increasing freight costs. Frost and drought destroyed crops in top shipper Brazil and dented the outlook for next year's crop, excessive rains have limited production in Colombia while a shortage of shipping containers is curbing exports from Vietnam. 
On top of that, a civil war in Ethiopia is set to further limit the supplies. USDA in its latest report forecasted world coffee production for 2021/22 to go down from the previous year to 164.8 million bags while global consumption is seen rising to 165.0 million. Prices are likely to stay high as elevated shipping costs, high cost of fertilizers and fuels, and ongoing labour shortages eat into profits.
Starbucks builds very strong internal and external relationships with suppliers, Marques, J (2008) took the viewpoint Starbucks corporation as a spiritually performing entity; reflection of this major corporation's behaviour in three dimensions: toward employees, consumers, and suppliers and societies; and reflection of the elements of the definition used here for spirit at work on Starbucks' performance.

This strong relationship model has led to a successful business strategy which has been deployed into international markets, integrations through smart acquisitions and alliances to maintain their long-term strategic objective to be one of the most recognised and respected brands in the world.

4. Power of consumers
Consumers are willing to pay for premium coffee, but they are watchful of excessive premium in relation to product quality. Arabica coffee is grown in selected regions to a particular standard, which is demanded by all the coffee outlets, not just Starbucks. Consistency of their product is extremely important to retain their consumers.

Rivalry with their competitors is high, consumers can switch at no cost, offering different products with discounts, the Starbucks Reward program is extremely important to the consumer, where stars are collected, and free drinks and rewards given in return.
.
5. Threat of substitute products

The industry has many substitutes to coffee, tea, water, fruit juices, soda, energy drinks etc. Other organisations provide the same social experience as Starbucks such as pubs or restaurants.

Consumers can also choose to make their own coffee at home, rather than purchase Starbucks using coffee machines and their ‘At Home’ range allows consumers to purchase Starbucks products to use such as instant coffee, breakfast blend and caramel coffee. Starbucks Recipes (2021)



3.2 SWOT Analysis
Strengths
Starbucks main core strategy is to offer a premium product mix of high-quality beverages and snacks, with a consistent taste across the world. The Starbucks Experience is one which the company builds on, each consumer having their own experience. In his 2006 book ‘The Starbucks Experience’ Joseph Mitchelli describes how stock in Starbucks has risen 5,000 percent since 1992. The genius of Starbucks success lies in its ability to create personalized consumer experiences, stimulate business growth, generate profits, energize employees, and secure consumer loyalty-all at the same time. (Mitchelli, J 2006)

Joseph Mitchelli discovered that the success of Starbucks is driven by the people who work there the "partners" and the special experience they create for each consumer.

This experience is derived from clean and well-maintained stored, exceptional consumer service and a culture of consumer satisfaction. This builds a high degree of consumer loyalty to the brand.

Starbucks has a fair-trade policy through C.A.F.E practices and their approach to ethically sourcing coffee. According to the Starbucks website (Starbucks, 2020), Starbucks buys three percent of the world’s coffee, sourced from more than 400,000 farmers in more than 30 countries. Developed in collaboration with Conservation International, C.A.F.E. Practices is a verification program that measures farms against economic, social and environmental criteria, all designed to promote transparent, profitable and sustainable coffee growing practices while also protecting the well-being of coffee farmers and workers their families and their communities.
Starbucks adheres to local, national, and international laws and policies and tightly controls labour practices across the world, despite their size. 

Starbucks has achieved economies of scale by lowering costs and improving efficiency due to their huge market share. Prime locations and buying power are a major factor.

Starbucks also licenses it brand by merchandising products. Utilising the brand recognition allows the company to expand into international markets and to develop superior distribution channels and to enhance supplier relationships.
In the 2021 Global 500 brand rankings, Starbucks was ranked 31st in the most valuable and strongest brands. (Haigh, R 2021)

The high quality of their product, the environment and the consumer experience are what is driving consumers to Starbucks. Paryani, K (2011) stated that there are three reasons why consumers choose Starbucks: the coffee, the people serving the coffee, and the experience in the stores. By excelling in these three areas and improving operations management, Starbucks can regain its market share, and improve productivity and profitability.
Starbucks has developed prime locations for their stores, high-traffic, high-visibility locations where a high footfall of consumers and selected rural areas. The careful planning, design and location of the stores is carefully considered. 
The design of the stores is part of the DNA that makes up Starbucks. The Starbucks website states “We believe a coffeehouse should be a place to find connection. We believe it should fit seamlessly within its neighbourhood. And we believe its environmental impact should be as minimal as possible. Our store designs are rooted in our coffee heritage, and in our community involvement and environmental stewardship goals. So our designs reflect the character of a store’s surrounding neighbourhood and help reduce environmental impacts.”
This attention to detail is an area which makes Starbucks stand out from other competitors. 
Utilising technology and social media, according to Chua, YA (2013) Starbucks has achieved three major engagement protocols. First, Starbucks deploys a wide range of social media tools for consumer knowledge management that serve as effective branding and marketing instruments for the organization. Second, Starbucks redefines the roles of its consumers using social media by transforming them from passive recipients of beverages to active contributors of innovation. Third, Starbucks uses effective strategies to alleviate consumers' reluctance for voluntary knowledge sharing, thereby promoting engagement in social media.
Starbucks' online platforms help Starbucks consumers, as this can also help coffee lovers enjoy their favourite drinks without having to leave home. Starbucks introduced "Stars for Everyone," an update that has been made to make it easier for their consumers to place orders online plus rewards on every purchase. This update allows users to scan their app and pay with cash, credit, or debit cards, or select mobile wallets and earn rewards toward free items.
Weaknesses
Labour costs in each country differ dramatically, with cheaper labour costs in India than in the UK and USA. Growing demand for coffee and supply has increased world coffee prices. 
Foreign direct investment is important for economic growth, not only because it can finance the economy’s expansion of capital stock and manufacturing base, but it also transfers sources such as less developed skills and technologies and manufacturing base, but it also transfers sources such as less developed skills and technologies in the recipient country Brouwer (2003).

According to Lioui, A (2019) external macroeconomic risks are the risks that affect a project or organisation because of wider domestic economy performance. These risks include the normal fluctuations in the economic activity of a country, foreign exchange rates, inflation, and interest rates. 
Whilst Starbucks has survived the pandemic and bounced back with high growth in revenue, in developing countries, their high price premium product could prove to be a weakness, where cheaper alternatives are available.
According to Lock, S (2021) in the “Information from Revenue of Starbucks worldwide“ Starbucks has over 8000 stores in the US, with a huge percentage of their income from the USA. In 2019 Starbucks, generated a total of 26.52 billion U.S. dollars in revenue. The Americas accounted for most of this figure both in 2019 and in previous years. In 2019, the sum of revenue generated in the Americas was 16.65 billion U.S. dollars. Meanwhile, international locations generated 6.19 billion U.S. dollars. 
This does make it volatile to the US market and the economy and growth. In a paper by Kerez, A (2020) There is a phenomenon called The Starbucks Effect. It describes the situation when home prices increase after Starbucks arrives in a neighbourhood. According to Harvard Business School study by Vishwanath, V (2000), in the past 15 years homes closer to the coffee shop increased in value by 96%, compared to 65% for all US homes. They also mention that a new Starbucks is a bellwether of gentrification, which means the arrival of wealthier people in an existing urban district and changes in the district's character and culture.
Opportunities
As the US market gets saturated, it is more important that Starbucks International strategy is sound and successful. They have expanded into China, Japan, Canada, UK, Korea, Turkey, Indonesia, Thailand, Mexico, Taiwan, Philippines, and Latin America. 
The United States and China came top in the ranking of countries with the largest number of Starbucks stores worldwide as of October 2021. The famous U.S. coffeehouse chain had the most stores in its home country accounting for over 15 thousand stores.
According to Lock, S (2021) over the past 10, years the number of Starbucks stores worldwide has increased annually. The only exception was in 2009 where a dip was recorded due to the global financial crisis. The financial crisis didn’t hinder the chain for long as there have been over 15 thousand new Starbucks stores opened globally in the past 10 years.
The number of Starbucks stores in China reached nearly five thousand in 2020. Textor, C (2021). The coffeehouse chain recently laid out plans to compete with KFC to become the fastest-growing Western food chain in China. It wants to do this by opening a new store every 15 hours until the year 2022. While it may not reach the same number of stores as in the U.S., it is speeding headfirst towards a similar store count if it continues with its rapid expansion plans.
With International success across the world, comes the complication of foreign exchange markets, Trevisai, P (2021) reported that foreign exchange rates beefed up Starbucks Corp. sales.
The coffee retailer said that net revenues in its international segment grew 75% in the fiscal third quarter, to $1.7 billion, thanks in part to a 10% favourable impact from exchange rates.
The Seattle-based company reported a record $7.5 billion consolidated net revenue in the quarter ended June 27, up 78% from a year earlier.
Strategic alliance refers to the situation in which two firms agree to pursue activities jointly and pool their resources to achieve some specific goals for a certain period. After the accomplishment of the goal, they can separate their processes from each other. There are different types of strategic alliances such as equity strategic alliance, non-equity strategic alliance and global strategic alliance. Global strategic alliance is formed when companies already share resources across the national boundaries or with the firms of other industries to fulfil the goals of the business (Glover, & Wasserman, 2003).
Starbucks have partnered with different organisations to grow and expand its market in different countries. Starbucks partnered with PepsiCo, Kraft Foods, Deyer’s Ice Cream, United Airlines, Starwood Hotels, Barnes and Noble, iTunes, and many more. These strategic alliances provide Starbucks many economic benefits. It helps the company to spread awareness among consumers about different products and expansion in product portfolio. This strategy also facilitates to serve products of the company to different market segments and increase the satisfaction level of the consumers. This results in an increase in the retail sales and overall profits of the company (Lingley, 2009). The company through strategic alliances provides space, comfort, and relaxation to its consumers.
To expand its business from a local Seattle coffee bar to common household name, Starbucks relied on partnerships. Today strategic alliances are widely credited as a main driver of Starbucks’ long-term success and growth.

Threats
The Covid-19 pandemic saw a major downturn in sales for Starbucks across the world, according to Kee, D et al (2021) the pandemic has affected Starbucks' revenues and caused a sales drop that has been seen by the company since 2008-2009 financial disaster, this is supported by Levine (2020), in research of Starbucks company in an article “The Uncertain Future of Post-Pandemic Starbucks”. 
By monitoring Starbucks' performance during the 2008-2009 great recession, the company has demonstrated that it is more easily affected by an economic downturn than most other fast-food chains or coffee shops. Levine (2020) stated that Starbucks' main advantage is the loyalty of consumers. Levine explained that more than 44% of its business profits come from the loyalty program members. Therefore, the company's foundation is mostly dependent on consumers’ loyalty, highlighting the consumers’ perspective as crucial to its success.
Like any other companies, Starbucks could not escape from the effect of global pandemic. 
This can be reinforced by a statement uploaded in Quick-Service and Fast Casual Restaurant News and Information that quotes CFO Patrick Grismer stated that this COVID-19 pandemic has caused 80 percent of flow-through on dropped revenue. As we all know, the pandemic has forced many companies to temporarily suspend their operations because they have received instructions from world governments to halt certain activities to curb this pandemic. 
The world's largest coffee company, Starbucks, has taken steps to close around 400 stores and will familiarize its new " pickup" concept of mobile phone orders, as it adapts to changes brought by the coronavirus pandemic. However, it can be concluded that this pandemic did not cause Starbucks to lose their loyal consumers. This is shown from the study's findings where they concluded that more than half of Starbucks consumers are still buying the company's products during this pandemic. 
This has proven that Starbucks coffee is still the choice of the public even during the COVID-19 pandemic. Although the COVID-19 pandemic has a negative impact on everyone, Starbucks coffee serves their consumers the best they can. One of the reasons why people still visit Starbucks is that Starbucks has tightened the rules that their consumers have to follow.


3.3 Price Elasticity of Demand
Starbucks coffee can be described as a premium or luxury brand, it is not something that is essential for everyday living. Starbucks pricing structure differs across the world as you would expect, and economic factors affect the pricing. However, they must consider their pricing points in relation to the other brands in the marketplace. If the macro-economic conditions are not favourable, this influences the demand for luxury coffee.
Starbucks’ consumers’ demand for the goods of Starbucks is income elastic. This is because during the economic recession where many of Starbucks’ consumers suffer a decrease in their incomes, sales of Starbucks goods began to weaken, resulting in a 9% decrease. Miller, C (2009)
According to Davidson, B (2021) across the world disposable income, per capita coffee consumption, attitude towards health, demographics and the world pricing of coffee will also determine how the company performs in each specific country. The industry is highly sensitive to the macroeconomic factors that affect the growth in household disposable income. During a recession or pandemic (Covid-19) the low disposable income caused a downward pressure on revenues and profitability margins. When the per capita coffee consumption increases, the revenue of the company increases. The per capita consumption increases when there is more disposable income available and decreases as the disposable income and spend on luxury items decreases.
According to the National Coffee Associations National Coffee Data Trends Report, (Brown 2021) which information was gathered in January 2021, Americans were determined to keep drinking coffee, pandemic be darned. Of all respondents, 58% of Americans reported drinking coffee within the past day. That’s down just 2% from January of 2020 and 4% from 2019, although it’s a point higher than the 2017 level.
Per capita consumption held approximately steady at about two cups a day total and three cups per day per coffee drinker. That means Americans drank an average of 646 million cups of coffee per day, according to the report. (NCA 2021)
Reducing a price of a cup of coffee will increase sales for Starbucks due to the elastic nature of their product, the main factor affecting this is the global cost of coffee which is the main component of their product. Starbucks is not a brand which will lower prices at the cost of the standard of their product. 
Cheaper coffee outlets are available in every country, but brand loyalty and a high standard of product ensures the demand is high for their products.
Attitude to health is also a major factor, with consumers more aware of healthy eating and diets, this could be a threat to the industry as they become more aware of issues related to weight and obesity. Although new research has found that caffeine is an effective way to simulate brown fat cells, the research was carried out by Professor Michael Symonds, from the School of Medicine at the University of Nottingham.
“The results were positive,” Prof. Symonds reports, “and we now need to ascertain [whether] caffeine, as one of the ingredients in the coffee, is acting as the stimulus or if there’s another component helping with the activation of brown fat. We are currently looking at caffeine supplements to test whether the effect is similar.” Sandoiu, A (2019) 
“Once we have confirmed which component is responsible for this, it could potentially be used as part of a weight management regime or as part of [a] glucose regulation program to help prevent diabetes.”
Starbucks has also produced a range of healthier snacks and provides complete nutritional and allergen information on their website to ensure complete transparency of their products. These products aim to lure consumers to their brand from other competitors within the industry.
Many Starbucks are now appearing as drive through locations, which are convenient for the busy executive or family who can experience the Starbucks brand from the comfort of their car.





3.4 Production Probabilities Curve
If we assume that Starbucks produce only two goods, coffee and cake, the expansion of Starbucks caused the supply curve of the goods of Starbucks to shift to the right due to the increase in the number of suppliers (shops). This has resulted in an increase in supply of the goods of Starbucks. The equilibrium market price would fall while the equilibrium quantity would increase.
The market structure that Starbucks is operating in is oligopoly. Starbucks is a large firm operating in a many different countries. It supplies most of the speciality coffee in the world.
Some of the actions taken by Starbucks’ competitors depend on the actions taken by Starbucks. It means that firms in an oligopoly weigh the effects of its own behaviour on the other firms’ behaviour. For example, because of Starbucks having espresso-based drinks, McDonalds decided to launch espresso-based drinks too. Starbucks practices non-price competition which means that it designs itself to increase its share of the market without changing the price of its products. 
Starbucks’ products are of better quality compared to its competitors. An example could be that Starbucks’ espresso-based drinks have a better taste compared to McDonald’s coffee. This shows that generally Starbucks’ products are of better quality compared to its competitors’ products.
The absolute value of the income elasticity of demand of consumers of Starbucks for the goods of Starbucks is above 1. This shows that consumers of Starbucks are very responsive to any change in their income in their demand for Starbucks’ goods. As a result, the demand curve for Starbucks’ goods would shift to the left by a lot.





5. Conclusion
Starbucks has continued to provide a premium product across their entire international footprint, with continued growth in 2021, despite the Covid-19 pandemic. They have maintained a loyal supporter base through their reward schemes, mobile application, and consumer service. By strategically placing their stores and sticking to their successful model of implementation across each country, they are continuing to grow. Development of social media and online sales have driven demand for their products.
There is still potentially growth in existing markets and new opportunities across the world, the Covid-19 pandemic has not yet been eradicated and further variants may play a major part in this strategy, healthy options, and the convenience of drive through locations will help to ensure that Starbucks continues to grow and attract new consumers as well as maintain their existing very loyal base. 
To reduce the risk of currency fluctuations, the company enters into derivative instruments to hedge portions of cash flows of anticipated intercompany royalty payments, inventory purchases, intercompany borrowing and lending activities and certain other transactions in currencies other than the functional currency of the entity that enters into the arrangements, as well as the translation risk of certain balance sheet items. The volatility in the foreign exchange market may lead to significant fluctuation in foreign currency exchange rates and adversely impact their financial results in the case of weakening foreign currencies relative to the U.S. dollar. 
They also purchase commodity inputs, primarily coffee, dairy products, diesel, cocoa, sugar, and other commodities, that are used in their operations and are subject to price fluctuations that impact financial results. They use a combination of pricing features embedded within supply contracts, such as fixed-price and price-to-be-fixed contracts for coffee purchases, and financial derivatives to manage their commodity price risk exposure.



6. Recommendation
Starbucks should make use of the opportunities that have arisen for them in international markets. With their continued development mitigating the risks of exchange rates, commodity inputs and the continued loyalty of their consumers, Starbucks should continue using their current development strategy and investigate further emerging markets using this model. China is a market where Starbucks can flourish and the strategy for rapid expansion should be continued.
The company find themselves with a recognisable brand across the world, which is known for excellent consumer service. Careful analysis of the global coffee price and the monitoring of the Covid pandemic are needed. If further restrictions are placed on their stores across the world, their revenue will drop again. 
The model on which Starbucks was founded, expanded, and operates needs to continue in developing countries. Consideration of a saturation point in the USA where the company can no longer grow should be part of any long-term plans for the company.
The demands for coffee across the world will always remain, however economies in countries where disposable income is at a premium will affect sales, pricing and marketing needs planning with forecasts for each country.
An uncertain future regarding the global pandemic has led to a slowing of the growth of Starbucks, but they continue to maintain healthy revenues, are very profitable and are well governed. 
The main areas that need careful monitoring are the global pandemic, currency fluctuations, per capita coffee consumption and the global cost of coffee.
Starbucks is under threat from competitors who can offer a similar product at less cost, the global pandemic leads to less disposable income for their consumers which means that cost of production and the overheads associated with coffee purchase and supply must be carefully analysed. Starbucks has always been a premium product and will not compete with low-cost coffee available from other fast-food restaurants, but a lowering of prices to increase sales may be necessary in certain locations to ensure profitability. Using the brand, their rewards package, and social media, they can attract current consumers, new consumers and consumers who switched to another brand. 
Currency fluctuations, disposable income and the global cost of coffee beans will always be the factors to be analysed by Starbucks. By offering rewards and ensuring consumer loyalty, the company can continue to be a premium brand and does not need to compete with low-cost competitors. 
The success of Starbucks has been phenomenal, with strategic partnerships, alliances, and excellent supplier relationships, this must continue, and the quality of the product must not be compromised in any way.
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