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Global Business Environment – Assignment One
Costa is a multi-national coffee shop chain that began in London in 1971. Brothers, Sergio and Bruno Costa, started the company as a roastery and to keep up with demand, opened Costas firsts espresso bar in 1978 (Costa Coffee, 2018). 1971 was not just the start of one of the future powerhouses in the coffee industry, but two. Across the Atlantic Ocean, in Seattle’s Pike Place Market, Starbucks was also born (Starbucks, 2018). Since the inception of these two major players, the UK coffee shop industry has grown exponentially, with 2017 producing growth of 7.3% up to £9.6bn (Hospitality and Catering, 2018). With the market on the rise, there is potential for new entrants to threaten Costa’s market share, along with existing competing firms exploiting gaps in the market to gain a better competitive edge.
Caffe Nero, another London born international coffee shop, has also implemented itself as effective competition to both Starbucks and Costa. Founded in 1997, only one year before Starbucks ‘invasion’ of the UK coffee market (BBC 1998), Caffe Nero has 675 stores to Starbucks’ 956 (Hospitality and Catering, 2018). Costa has been able to outperform competition in the market by operating both corporate and franchise models. This has allowed them to expand to 2,326 stores nationwide (Hospitality and Catering, 2018). Along with manned stores, Costa’s acquisition of Coffee Nation in 2011 (Whitbread, 2016), allowed Costa to rebrand existing standalone coffee machines in service stations, and after five years in service, the brand is in ‘nine international markets’ and has 6000 unmanned machines (ibid). This has allowed brand exposure in places where a brick and mortar store would not be feasible, and along with Costa’s ‘proud to serve’ model (Costa, 2018), a model that sees Costa coffee served in other businesses, has given Costa a competitive advantage over domestic competition.
[bookmark: _GoBack]Low cost of entry has allowed independent coffee shops to enter the market and some have established a firm foothold.  Coffee #1 was founded in 2001 and now has 72 stores nationwide (Statista, 2016). If all independent coffee shops were to scale to this size along with a similar growth to chain brands, peak market saturation may occur, and profits may stagnate. Hooker (2017) analyses whether the UK has already reached this coffee shop saturation point and concludes ‘there is only four to five’ more years of growth within the industry. However, Young (2017, cited in Hooker, 2017) states that coffee shops serve alternative purpose to just serving coffee, and it is these social purposes that will drive future development and urbanely dense populations will always require social spaces for community engagement. The fall in popularity for public houses has allowed coffee shops and other alternative social hubs to prosper as the ‘primary social venue’ (Davidson, 2015).
Independent coffee shops have already started cannibalising ‘like-for-like’ sales and have reduced Costa’s margin in this area down to 0.1% in 2017, down from 1.1% in 2016, and far from the ‘soaring’ heights of 7% in 2014 (Butler, 2017). Despite Costa trying to keep up with the ‘third-wave’ (ibid), the coffee market has already grown in to the ‘fifth-wave.’ The coffee market is currently catering for a different market from when the big brands of coffee came in to existence. It is the modernised artisan café’s catering to this ‘millennial’ market that are causing reduction to Costa’s, and other chain coffee shops, profit margins (Butler, 2017).
Switching costs are marginal to buyers within the coffee shop industry, as buyers are of small volume, therefore, they will only pay a mark up or a reduction on their usual purchases, whichever business they may buy from. With the rise of the third-wave, consumer tastes became ‘more sophisticated’ (Butler 2017), and they are ‘willing to spend more’ (ibid) for what they regard as a more premium product. This leaves Costa, and other chain brands, in a paradoxical situation, as if they were to change the product to a more premium on, they risk losing the consistency that they have become known for. Also, a more premium product would demand a higher price, and if Costa were to raise prices, they may outprice some of their target market and place themselves in a completely new market form their direct rivals. This would mean them surrendering part of their market share, either temporarily or permanently, as teething problems may occur, and consumer backlash may also be a possibility.
Buyer power in the coffee shop industry is low due to the buyers only buying small volumes of the product. The product is relatively cheap to make with average cappuccino’s costing eight pence and a similar cost being share through the rest of the products. The rest of the price makes up the extras such as the cup, sugar, stirrers and a portion of the staff wages (Silverman, 2013). As the cost of the product is low, Costa would not operate at a significant loss if they were to lose some customers. Coffee ids a convenience product and it is the wants of the consumer that drive them to purchase. By monitoring trends along with offering a core coffee menu, Costa can remain relevant in the coffee shop industry and retain its customer base that has helped propel the business to its current position of ‘nations favourite coffee shop’ since 2010. (Goldex investments, 2018)
Supplier power is also low as all the machinery that is needed for the production of coffee is mass produced. As there is a diverse product catalogue of machines that can be utilised in the creation of coffee, with home machines available for low prices and easy means of purchase (Argos, 2018) to commercial machines being in the thousands (Home Institute, 2018), suppliers are not able to demand a high price for entry-level machines. This allows for the average consumer to be able to create store quality coffee at home. The availability of cheaper options narrows the suppliers power in this respect.
As the ‘nation’s favourite coffee shop,’ Costa must retain the quality that they have become known for. To do so, Costa must ensure that all supplies are of a consistent quality and up to the standard that the consumer has come to expect. Suppliers of perishable goods are in a position of moderate power as they are able tot control prices on these goods. However, purchased perishables used in the production of coffee are milk and coffee beans. Milk is a widely accessible resource in the UK and as a result, leaves the supplier with little bargaining power. Only if they were to become a monopoly in providing milk to the UK would their power increase.
The quality of the bean leads to coffee bean farmers having more power over the milk farmer as they are more specialty products, as they are graded, and price is dependant on the grade. External factors like Brexit and import costs rising have lead to a direct rise in cost for coffee beans and a subsequent rise in price for the consumer (Titcomb, 2014). Ecological factors in growing countries can also lead to lower yields and less supply can also lead to increase in price of the bean on import (Futures Knowledge, 2014). As more coffee farms are created, and quality is improved in poorer farms, the saturation of the coffee bean market would lead to the suppliers being in a less favourable bargaining position in respect of the pricing of the bean.
Substitution is possible in many forms, not only in product but in the method that the product is created. Each chain brand utilises its own formula for their espresso to keep them unique. In addition to their recipes, machinery can also be different. Costa utilises skilled baristas to craft the coffee, where new entrants in to the market, such as Mcdonald’s use machines similar to the costa express models to create a similar product. These low input methods allow other businesses to enter the coffee market with low set up fees or skills. All that would be needed is the installation and instruction of use for the machine.
Substitutions of hot drinks would come down to personal preference. Tea, hot chocolate and other similar products are able to replace coffee but with coffee popularity on the rise and outselling tea in the UK at a rate of two-to-one and tea consumption dropping 19 per-cent since 2010 (Poulter, 2016), substitution of this variety is low at the current time and it is only alternative crafting methods that pose a high risk threat to Costa’s business model.

To conclude, Costa is a market leader in a market that is still rising. However, the market is split between chain coffee shops and artisan style independents. Low barriers of entry in to the coffee market have allowed numerous artisan style coffee shops to emerge and they have gained popularity and a decent market share. Buyers in this industry hold low power values as the products are convenience, and buyer volume is low, and if Costa can continue to quench the thirst and caffeine desires of the consumers, there will always be a place for them in the market. Supply of coffee coming from developing countries leads to the inability for suppliers to demand too high of a price for the product, because to be undercut would mean less money in an already poor ecosystem, which leads to competitive prices for coffee beans. The future risks for barista employed coffee chains, such as Costa and Starbucks, comes form the ease of implementation of coffee in to other already functioning businesses. Mcdonald’s introduction of coffee to its menus, sees another 1200 premises in the UK selling coffee. It is the competitive niches and constant future development in to retaining customer base with different business models that will keep Costa relevant in the industry.
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