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Executive Summary

This report looks at the macro-economic and micro-economic factors that affect the International company Starbucks.  Credible published sources were researched and consulted to establish possible causes and effects of the issues raised.  Using a PESTEL analysis the Political, Economic, Socio-cultural, Technological, Environmental and Legal issues that do affect and could affect Starbucks were discussed along with micro-economic level decisions that the company adopted to counter these issues.  The data from the PESTEL analysis was used to produce a SWOT analysis to establish the Strengths, Weaknesses, Opportunities and Threats for Starbucks and suggestions on how to address these were given.  From the data gathered, conclusions were drawn that the PESTEL issues can be all interlinked, and changes in one area can affect the other areas.  Starbucks was concluded to be a very successful international business, looking at its growth, presence and revenue figures.   Starbucks was also found to be addressing most issues highlighted by the PESTEL, with initiatives that it was already supporting.  
Global trade tensions as identified by the International Monetary Fund in the World Economic Outlook Report, were also looked at in relation to their possible effect on Starbucks

Recommendations for Starbucks were for them to expand their business model to include a franchise model, instead of the licensing model that it currently uses, to improve financial margins.  It was also recommended to do more research on the different countries that it wants to open stores in, to ensure that it adapts its strategy for success in the particular culture, as this had proved to be an important failing in the past.  Starbucks were also recommended not to lose sight of their values of providing great coffee and great customer service, as this is why customers buy from Starbucks rather than other coffee shops.  If they lose this focus and they focus too much on expansion their sales will fall as customers become unsatisfied that they are not getting the coffee experience that Starbucks promises.
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Report on The Current Environmental Forces and Their Impact on Starbucks.
1.0 Introduction
The following report aims to critically assess the current environmental forces and their impact, on the international organisation Starbucks.
Macro-economic and Micro-economic conditions that can and have made an impact on the organisation will be discussed.  This report will also comment on the global challenge of Global Trade Tensions, identified by the International Monetary Fund in the World Economic Outlook Report, and how this could potentially affect Starbucks. 
This report will be submitted by 7th January 2019.
2.0 Procedures

The information upon which the following report is based on was gathered after carrying out the following procedures:

2.1 Relevant theory was used to establish causes and effects of relevant issues presented by the above situation.  Such issues have been extensively studied and researched over many years by noteable theorists, so this method gives a more in depth understanding in how the issues identified can impact an international organisation.

2.2 Credible Published sources were researched and consulted.
2.3 The findings of the researched theory were qualitatively analysed in this report, with conclusions drawn and recommendations suggested.
3.0 Findings

After carrying out the above-mentioned procedures, the following findings were obtained:
3.1 The Company – The Starbucks Corporation was founded in 1971 and is based in Seattle in the United States but has over 17,000 stores operating in over 50 different countries (Starbucks 2018) and is thought to be worth $78 billion dollars (Cox 2018).  Starbucks has a wide range of products, including food, cold drinks, and gift items, but is mainly well known for its specialist coffee.  When evaluating which industry sector that Starbucks operates in, it would seem that they operate in the ‘secondary sector’, as they import coffee beans to their stores and coffee roasterie sites to roast and grind their coffee to their own specifications.  The secondary sector, as defined by Rosenberg (2018) includes activities such as processing (of coffee beans), which would support this conclusion.  They may also be seen to be operating in the Tertiary or service sector, as they do provide a food and drinks service, but the processing of the beans is a key part of Starbucks’ unique selling point (USP) so it would seem that the secondary sector is more appropriate.  Starbucks market share was 16.2% in the Traditional Ground Coffee segment at the end of 2017, with analysts such as Dennis Geiger suggesting that Starbucks “brand strength, loyalty, product, innovation and channel expansion” (Anon 2017) continues to be a major driver the development of the sector growth.  
According to Howard Schultz, CEO of Starbucks, their competitive strategy was to win customers by ‘Offering the best coffee and customer service’ in an inviting establishment (Schultz & Jones Yang, 1997, p115).  Starbucks proposes to keep up its strategy of expanding abroad, with the intentions of generating half of its total revenue outside of United States.  Starbucks strategy for expansion into other countries such as Asia involved mainly licencing the Starbucks brand to local operators in return for licencing fees and royalty payments on store revenues.  China is now Starbucks biggest growth market, with over 3,200 stores at last count (Withers 2018).  Its sales rose 6% from 2016 to 2017 in China, but its sales in America hardly increased at all, due to the US coffee market being very crowded (Halzack 2018).  By 2007 Starbucks commanded 62% of the specialist coffee shop market in North America, and in 2010 this was 87% in the US as a whole (Patterson et al 2010).  Starbucks has also partnered with and made trade agreements with many companies, to get a wide distribution network for its products.  Starbucks has entered the pod market by signing a $7 bn deal with Nestle, allowing them to sell Starbucks products (Dean 2018) which in 2017 generated sales of over $2bn for Starbucks.  This will give Starbucks access to another large distribution network and provide them with a large sales boost as well as ongoing sales royalties every year.  The Starbucks Chief Executive of Starbucks suggested that this deal would bring the “Starbucks experience to the homes of millions more around the world” (Dean, 2018, p.42)  This strategy obviously works for this company as but the success of Starbucks speaks for itself, with a revenue for 2018 amounting to approximately $24.72 billion dollars (Statista 2018), even though Jerry Baldwin (Cited in Schultz & Jones Yang 1997, p34) the President of Starbucks, stated that business was ‘not managed to maximise anything but the coffee’.  

Starbucks main competitors in its market are International Coffee & Tea and Peet's Coffee & Tea which are also based in the US, as well as Costa and Caffè Nero who are both based in the UK (First Research 2018).  In the last few years the coffee market has lost many of its smaller individual coffee companies, with many of the larger companies taking over the smaller ones, with Jab and Nestle together holding a third of the market (The Economist, 2018, p 65).
Starbucks have strict specifications for store layouts and provide ongoing staff support and training, so that the ‘Starbucks Brand’ is replicated in all its stores worldwide.  The American business model was replicated in all the other countries that Starbucks trade in.  In Japan and Switzerland, licencing deals were only accepted after Starbucks entered into a joint venture with a local company beforehand, so that the companies involved could have extensive staff training. Some American staff were also transferred to the country in question to oversee procedures (Hill, 2012, p37) to make sure that the store was true to the brand.
Starbucks is thought to have had an impact on consumer behaviour, changing the ways customers consume coffee but also changing the way coffee is produced by promoting Fair Trade certified coffee beans to promote environmentally friendly growing practices and fairer deals for it coffee producing farmers (Hill, 2012, p5).

3.2 Business Environment - For a company like Starbucks to be successful it needs to understand and then adapt its strategy to its operating environment.  Globalisation and technological advances mean that businesses have the ability to enter foreign markets more easily and sell their products and services across different countries more effectively (Morrison 2017, p39).  This increases international competition with both local and international companies competing for market dominance.  There is evidence that the pace of change in most organisations’ business environment is becoming faster, so it is becoming more critical for these organisations to monitor, and even change, in response to these advances to stay successful, and competitive in their market (Palmer & Hartley, 2009, p7).  
The business environment is split into two main areas, the macro-environment, comprising of a range of environmental factors outside of the company which could indirectly affect the organisation, and the micro-environment, comprising of the relationships and the decisions that the company makes in response to macro-economic events, which could influence the company’s success.  In order to analyse the macro-environment that could affect Starbucks, a PESTLE (Political, Economic, Socio-cultural, Technological, Environmental and Legal) analysis would be useful.  This gives management a general idea about the macro-environmental conditions in which the company operates and it provides information so that the company can make informed decisions in relation to foreseeable situations it might encounter in the future (Yuksel 2012).  A PESTEL analysis (shown in Appendix 1) was compiled for Starbucks.  
Current Political issues in the different countries that the company trades in may have an effect on sales.  Issues such as Brexit in UK may have an effect on a global company like Starbucks.  UK Consumers may become more cautious with their spending of non-essential items such as coffee, as a price rise of everyday items is a possibility after Britain leaves the EU.  This could result in a lower trade for Starbucks in the UK.  Due to this Starbucks would have to make microeconomic level decisions to establish if it is economically worth continuing to trade in UK, as the US exports of goods and services to the UK only accounts for less than 0.7% of Americas GDP (Fleming 2016), which suggests that it may not be.  Michael Froman, trade advisor to US President (Cited in Giles 2016) warned Britain that it would not necessarily be willing to make a free-trade deal with individual countries, suggesting that the trade relationship between the two countries would not necessarily continue.  This could raise trade barriers between the two countries which would also influence Starbucks’ decision to continue to trade in UK or not.  However, the UK Foreign Secretary Boris Johnson and the US Secretary of State have publicly stated that the relationship between the USA and UK will not be undermined by the Brexit vote (Gross 2016).  The UK is America’s seventh largest trading partner, and both are each other’s largest foreign investors, which may encourage and help speed up a trade deal as they are already close allies (Timiraos 2016) which may influence companies like Starbucks to continue trading with the UK even after Brexit.       
Political issues in supplier countries will also affect Starbucks.  The countries that produce coffee were trading under old colonial mercantilist style system, where larger traders would get preferential trading benefits from local governments protecting them from local competition by imposing tariffs.  This would prevent the smaller coffee farmers from getting a fair price, or trade for their produce.  This could cause them to go out of business, causing a shortage of coffee beans, which would affects Starbucks, as the cost of beans from remaining suppliers would go up due to the limitations in supply, as coffee beans have a price elasticity of demand. 
 
Economic issues can arise due to an excess of coffee in the global market, which happened in 2010, where coffee bean prices had been declining for several years.  This put economic pressure on the smaller coffee producers, forcing them to sell for a lower price to the middlemen, if they did not have access to selling directly to the larger coffee companies (Seong-Jonget al 2010).   The ‘Fair Trade’ certification movement was introduced (Haight 2011) to try and help these economies grow by giving the farmers a fair price for their coffee beans and Starbucks made the decision to support this movement and has used fair trade products since 2000.  The Fair-Trade movement itself came under scrutiny as organsiations were able to adopt the term even though they did not follow the guidelines, so in response Starbucks created its own Coffee and Farmer Equity (CAFÉ) practices.  These practices influence its supplier labour and environmental practices.  In exchange Starbucks promise to pay a premium price for the coffee and offer longer contracts than usual (Bartlett & Beamish 2011, p657) to help boost the local economy and the individual’s economic position.  Starbucks also form long term relationships in its suppliers’ countries by investing in schools, clinics, and credit schemes to help improve their country’s economy and environment.  Starbuck has come under fire to prove these claims, suggesting that Starbucks should submit to third party verification through the Fairtrade movement (Maitland 2002), but Starbucks is known for being a market leader in this area.  Political issues impact on economic issues and socio-cultural issues because political outcomes tend to influence consumer disposable income, unemployment and the local economy.  

Starbucks strategy is that they are trying to sell not only coffee but the whole coffee experience as a culture to unify people around the world.  As CEO Howard Schultz put it ‘we are not in the coffee business serving people, we’re in the people business serving coffee’ (Schultz and Yang 1997).  This ‘building a culture’ strategy has worked successfully in most countries, some successes are in countries that are not even traditionally coffee drinkers, such as Japan, Thailand and China, with Japanese stores becoming twice as profitable as their US stores and China being their biggest growth market (Patterson et al 2010).  However, socio-cultural issues have also worked against Starbucks, shown when they opened coffee shops in Australia.  In 2008 Starbucks closed three quarters of their Australian stores, which was attributed to opening too many stores too quickly in the country, and not being familiar with the country’s culture, which had for years, already been embracing the ‘lifestyle coffee experience’ that Starbucks was trying to introduce as a USP.  Starbucks underestimated the regional coffee products already available in the country so what Starbucks were offering was too similar to already established businesses in the area.  Customers found that Starbucks was not offering them anything new, so did not patronise Starbucks over their regular coffee shops.  On top of this, sales fell in general by 50% as customers cut back on luxuries due to rising interest rates and fuel costs. To encourage sales Starbucks decided to introduce sales targets and employee sales rewards systems.  This was a mistake in strategy as this caused Starbucks to have declining customer service as baristas had less time to engage with the customers, and by moving to vacuum packed coffee and automated coffee machines, service was faster, but customers were losing the whole coffee experience (Patterson, P., et al 2010) and becoming dissatisfied.  In response to these issues Starbucks had to make yet another decision, which saw the rate of stores opening reduced so that they could concentrate on the stores that they already had, and rolled out emergency employee training, admitting that the company had focused too much on expansion rather than on its customer service, which was its core value.

Socio-cultural issues in supplier countries may also have an effect on Starbucks.  Some of the world’s poorest countries produce coffee, and it is the second most valuable commodity exported from developing countries such as Honduras, Ethiopia, and Guatemala (Haight 2011).  Starbucks tries to address economic and socio-cultural issues through its company and have partner programmes where they pay for college tuition for employees, giving their partners more ways to ‘plan and save for their futures, grow their careers and achieve’ through their work (Canadean Company Report 2016, p15).  Starbucks partners also give back to their communities by volunteering for projects which give pathways to employment for veterans and disadvantaged youths.

Starbucks has embraced technology by having its own app, where customers can pre-order and pay for their products, so that they do not have to queue in store.  Starbucks also accepts Apple Pay, an electronic payment facility which allows customers to pay with their phone and also collects their award points.  This type of app is currently being used by some American stores such as Dunkin Donut, but is not widely adopted by other chains, so Starbucks was leading its field by employing its first Chief Technology Officer in 2015. Technology has become a major part of Starbucks growth strategy as it looks to find new ways to boost sales.  Starbucks has even used its sales model of partnering with other companies, this time with Tech companies to increase its customer base (Jargon 2015).  Starbucks already advertises and interacts with customers using social media platforms such as Facebook and Twitter.  Starbucks partners with technological companies such as Microsoft for free in-store Wifi, and Spotify for music and are currently working on mobile point of sale machines for faster service (Fitzgerald 2013).  The development and implementation of such ‘cutting edge’ technology can give an organisation such as Starbucks the competitive advantage over similar organisations in their market (Morrison, 2017, p310).  
     
Environmental issues for Starbucks look like they could be a big threat for the company.  A recent study by the University of Vermont conducted a study on how the projected impact of climate change could affect the coffee growing industry, and it was found that the large coffee growing regions could have up to 88% reduction in produce by 2050 (Kenny 2017).  Climate change is also thought to affect another major supplier, Ethiopia, as studies show that up to 60% of its growing land will become unsuitable for coffee growing by the end of the century (Anon 2018)1.
International legal changes affecting Environmental Policy has had a devastating effect for Brazil, a supplier for Starbucks.  They are experiencing up to a 30% loss of their harvest of coffee beans due to the ban of a pesticide that kills Berry Borer Beetles, who destroy the beans to lay their eggs inside.  Other more environmentally friendly pesticides have proved ineffective to the pests and the infestation would result in the surviving crop being of a lower quality.  The region was already experiencing an 11% reduced harvest due to other issues faced by the region, of poor weather and plant fatigue (Szal 2017).  Other local legal issues have proved difficult for Starbucks, as a Judge has recently ruled that coffee chains such as Starbucks must provide customers with a warning about the chemical Acrylamide, which is produced by the roasting process of the beans and could be linked to causing cancer (Mason & Werner 2018).  However this contradicts mounting evidence that moderate coffee consumption can reduce the risk of getting cancer, as caffeine has been shown to inhibit mitosis and induce cell differentiation (Simonsson et al 2013).  Other studies have shown that there are no confirmed links between coffee and cancer rates (Han et al 2016).  However, even though there is not enough evidence to support this legal ruling, it may still influence customer perceptions that coffee is not good for them so they may reduce their coffee consumption, which would have a devastating effect on sales.  In 2012 Starbucks found itself on the wrong side of the law in the UK and was questioned about not paying UK taxes, and an investigation was launched by HMRC.  Investors were being told that the UK operation was very profitable in 2009, while authorities were being told that the company was not liable for tax as it was making a loss of 52m (Staff 2012).  Whilst there was no evidence that any wrong doing took place, this could possible tarnish Starbucks reputation, which could negatively affect their sales.   
 
A PESTEL analysis has limited use on its own as is dependent on a Qualitative approach to the factors, rather than quantitative data to measure the company’s situation so it is useful for strategic management, but it does not give a detailed and objective analysis of the company environment.  Using the information provided by the PESTEL managers need to be able to make sense of the information in a way that they can determine the companies macro-environmental position, so that they can plan to promote the success of the company.  A SWOT (Strengths, Weaknesses, Opportunities and Threats) analysis would be useful for the company to identify issues which can be used to base decision making and problem solving on, when strategic planning (Mullins 2005, p159).  Starbucks has Strengths in the fact that it is financially strong in its performance globally is very good, as they operate in over 50 countries and in 2018 had a turnover of $24.72 billion dollars.  It has plans to strengthen it financial position even further by building up its Franchisee model in Europe in the coming years, which will free up valuable capital for the organisation to use as operating profit rather than having it tied up in the stores, which will reduce operational costs and boost margins.  Starbucks only weakness seems to be their weak performance in Europe, Middle East and Africa regions.  In 2014 Starbucks had a decrease in revenue from this region, which was attributed to an unfavourable exchange rate (Canadean Company Reports 2016).  There are many opportunities that Starbucks can use to their advantage.  Starbucks should continue with their strategic initiatives, which may expand its business operations.  These initiatives of partnering with new companies and introducing new products, would enable the company to improve its operations to strengthen its market position.  Increasing the company’s network of stores would help to strengthen its global presence.  This globalisation of its operations may enable Starbucks to enter emerging markets.  The main threat to Starbucks seems to be environmental issues linked to climate change, as this will have the effect of reducing the supply of coffee beans to make their products.  Threats such as fluctuating exchange rates between the different countries that Starbucks operates in will affect the profits of the company.  In 2015 Starbuck reported a loss of $222.7 million from foreign exchange rate conversions, compared to loss $75.8 million in 2014 (Canadean Company Reports 2016).  Starbucks needs to minimise the risks from this type of threat by getting involved in foreign exchange hedging activities, however this is not guaranteed to limit the impact of such fluctuations.
  
3.3
Global Trade Tensions - The World Economic Outlook Report (International Monetary Fund 2018) identifies Global Trade Tensions as an issue that could affect global economic activity.  An organisation such as Starbucks, which relies on importing its coffee beans into the United States and exporting its products to other countries, this could have a negative affect on the company.  The US is the world’s largest consumer of coffee and buys over 22% of the worlds coffee imports.

Changes in trade policy by USA under the new President, Donald Trump have imposed trade tariffs on countries that trade with USA ‘unfairly’ in his view (Anon 2018)2.  USA has put a 10% tariff on all Chinese imports, not just intermediate goods as previously, which equalled $200 billion worth of goods including consumer goods, with a view to raising the tariffs to 25% in 2019.  In retaliation China has imposed trade tariffs on imports from USA.  This intensification of hostilities between the two countries has caused significant concerns and tensions around the world, as it has become a source uncertainty in the global economic outlook.  Christine Lagarde (Cited in Anon 20182), Chief of the International Monetary Fund (IMF) has called for the two countries to ‘de-escalate and resolve’ their current trade disputes.  However, others predict that the trade war will not really affect the economy that much.  The US will still grow above its potential GDP rate due to fiscal policy changes, by using tax/interest rates cuts and increasing government spending (Greene 2018).  China could not impose the same level of tariffs that USA have imposed on them, as they do not import as much US goods, but they could create more bureaucratic or licencing problems for US companies operating in US.  This type of retaliation would make it more difficult for organisations such as Starbucks to open more stores in China, and as China is Starbucks fastest growth market, this could seriously damage their growth plans and profit.    
4.0 Conclusions

Following an analysis of the results of this report, the following conclusions were drawn:

4.1 Starbucks is a very successful international company, which is thought to be worth $78 billion dollars.  It is one of the largest coffee companies in the market.  This is proved by having over 17,000 stores, operating in over 50 different countries, along with its continual growth rate and its revenue of around $24.72 billion dollars in 2018.  Its strategy of licencing its brand is clearly working but Starbucks store start-up costs per store is quite high, especially at the rate that Starbucks is expanding.  
 

4.2 From the PESTEL analysis it shows that factors are all interrelated and can all have an effect on other factors.  Economic factors such as disposable income and unemployment are all directly related to Political issues such as Brexit, which brings the uncertainty of potential changes in Laws, job losses/growth and changes in international travel.  Socio-cultural factors such as consumerism are affected by Political and Economic factors, as Political issues such as Brexit make consumers cautious about frivolous spending, faced with the uncertainty of Brexit negotiations and the potential of raised costs for everyday items.  The Technological factor was the only factor that was independent from the other factors, as technology is constantly evolving. Starbucks recognises many of the issues that were raised by the PESTEL analysis, that effect on the company and it has already made its own decisions to provide help and support to counter these issues.  It has initiatives for supporting its suppliers, their countries and economies and their licensee’s countries and employees.

4.3 Starbucks are constantly striving to stay competitive, and their strategy is shown to be changing in response to social trends, technological advances and consumer choices.  To stay competitive with other coffee shops Starbucks introduced sales targets, faster automated coffee machines and ready ground vacuum packed coffee.  This caused Starbucks to lose the coffee experience and customer service that was its main selling point that made it successful in the first place and what the brand was based on.  It would seem that Starbucks are expanding too rapidly to keep up the ethos that they started out with, and it sometimes get lost with trying to stay competitive.

4.4 Starbucks has had success in most countries, and has a presence in over 50 countries, even countries that are not traditionally coffee drinkers, which is a testament to Starbucks success.  However, Starbuck has failed in Australia, which was rather surprising for them.  They seem to have become complacent with the fact that they have successfully entered so many countries with the same business model that they were caught out by the differences in the culture in Australia, that were not compatible to the business model being used. 


5.0 Recommendations

After an analysis of the findings and conclusions of this report the following recommendations may be offered:
5.1 Starbucks does not use a Franchising model in general, and only has a limited amount of franchised stores, which means that the company themselves buy or lease most buildings and fit them out themselves before opening any new store.  A lot of upfront investment has to go into each store before it opens or makes any money, so with the company opening so many stores it must carry a lot of debt.  Starbucks may wish to look at expanding into a Franchise model, as this would have several advantages for the company.  Local people would have the chance to get involved with the company and invest their own capital into the premises to get started.  These investors would have local knowledge and would have more pride in how the business runs as they have invested their own money into it, encouraging a successful outcome.


5.2 The PESTLE and SWOT analysis have highlighted the fact that Environment issues, especially climate change are a big threat.  Starbucks does all that it can to support its farmers with its environmental initiatives, but ultimately climate change is not something that Starbucks is able to change by itself.

5.3 Starbucks needs to stay true to its ethos and continue with selling its coffee experience, concentrating on providing quality freshly ground coffee and the personal service that everyone expects from the Starbucks brand so that it can continue the success that this model has proved to provide. 

5.4 The company had grown quickly and used its American business model to expand without adapting it to take into account regional cultural differences.  Starbucks Managers need to do more research before they enter a different country, to establish what adaptions, if any, to its business model would suit the area, to ensure a greater chance of success.
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APPENDIX 1 – PESTLE Analysis
	Political

Taxation Policy

Relations with European Union
Regional relations

Unrest in supplier countries

Political Stability/ Brexit
	Economical

Business cycles

Disposable income

Unemployment

Recession/recovery

Brexit

	Sociocultural

Lifestyle changes

Trends

Reputation

Consumerism

Population
	Technology

Developments in processing technologies

Development of new products



	Legal

Health and Safety Laws

Employment Law

Environmental Policy
Consumer Laws


	Environmental

Packaging impact on environment

Transportation
Green issues


APPENDIX 2 – SWOT Analysis

	Strengths
Focus on Franchisee growth
Strong financial performance
	Weaknesses
Performance of EMEA region


	Opportunities
Organic/Fair Trade
Global Expansion

Strategic initiatives


	Threats
Climate change
Foreign exchange risks
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