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The purpose of this essay is to assess the competitive environment of Starbucks, an international organisation, within the coffee industry using Porter’s five forces analysis. Porter’s five forces analysis is a framework originally developed by Michael E. Porter (1980) as a way of identifying the attractiveness of an industry or sector. He believes competition in any industry or sector can be assessed by examining five competitive forces, these are: threat of entry, threat of substitutes, bargaining power of suppliers, bargaining power of buyers and extent of rivalry between competitors (Morrison, 2011). 
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[bookmark: _Hlk506874129]Figure 1.1: The Forces Driving Industry Competition (Johnson et al, 2008)

Ease of entry into the coffee industry influences the level of competition that Starbucks endure. According to analysts of Citigroup Investment Bank (2017), coffeehouses are reaching a saturation point with development of expansion declining within the next five years (Hooker, 2017). The saturation of the market within the coffee industry suggests a need for coffeehouse companies to differentiate from competitors for future growth and development. Starbucks differentiate from their competitors by leading in terms of digital ventures and digital marketing campaigns through various sources including social media, ecommerce, Starbucks Rewards Cards and so on. New entrants competing with Starbucks also face economic barriers to reach the global scale of the established brand to develop a strong brand image. The possibility for success of competitors entering the coffee industry remains low because of Starbucks being renowned for the value of their primary input of premium high-altitude coffee beans. Starbucks (2018) insist their “arabica beans are different from regular arabica beans” producing the best quality, ethically sources beans from farms all around the world (https://www.starbucks.co.uk/coffee/learn/starbucks-high-arabica-standards). Therefore, the threat of entry by upcoming coffeehouses is a moderate force although the level of competitive threat is increasing due to the recent introduction of McCafé through McDonald’s (Alexander, 2016).
Similar companies offer a matching experience to Starbucks’ products and services. Starbucks belongs to the primary, secondary and tertiary sector; this is due to Starbucks owning farms to grow their coffee beans, purchasing the core components such as tea and sugar, then using these to produce beverages to provide a service for their customers. There are substitutes products available for all core components of Starbucks consisting of tea, coffee and food. Suppliers of tea for Starbucks are Teavana and Tazo Tea which are powerful brands, however, there are substitutes tea companies available such as PG Tips and Tetley. Supply of Fairtrade coffee originates from 300,000 farmers across 30 countries including Costa Rica, Colombia, Ethiopia, Rwanda, Tanzania, Indonesia and China though further supply from other countries can become available (https://www.starbucks.co.uk/responsibility/sourcing/farmer-support). Even though Starbucks’ dominant focus is on beverages they also serve food which can be substituted by traditional cafés. In addition to this, there are substitute companies available that provide a similar service to Starbucks such as bars and pubs. Customers of Starbucks can substitute their beverages and food at their own convenience due to wide spread availability of food and drink. Thus, the threat of substitutes for Starbucks is a strong force.
Starbucks are committed to diversify their suppliers by actively seeking for minority owned business enterprises to bring about prosperous communities through their Supplier Diversity Program. This allows Starbucks to be selective of their suppliers based on quality, service and value of these commodities (https://www.starbucks.com/responsibility/sourcing/suppliers). Starbucks have a strong relationship with their suppliers where suppliers also benefit from operating with Starbucks with the number of diverse suppliers growing every year. Even though Starbucks already operate with many suppliers, the influence of them is reduced with Starbuck being entitled to choose their suppliers without guaranteeing them future business. Thus, suppliers of Starbucks have a weak force of bargaining power over them.
In relation to Porter’s five forces, the bargaining power of buyers is the most significant competitive force. Starbucks buyers consist primarily of consumers that are customers. Customers of Starbucks are willing to pay higher prices for their products including premium beverages and food as well as ultimately receiving a Starbucks Experience. This suggests Starbucks has the pricing power; if prices are too high customers can easily shift coffeehouses because it is affordable to do so. The brand recognises and responds to the unique preferences and needs of their customers such as the 24-hour drive thru and ‘My Starbucks Rewards Card’ for returning customers and loyal members for example. More individual purchases are being made from business to consumer rather than large purchases being made from business to business causing the influence of buyers being reduced. Thus, buyers of Starbucks have a moderate force of bargaining power over them on the other hand this component should be one of their top priorities.
Starbucks are currently a market leader within the coffee industry and experience strong competitive rivalry; aggressive competitors include other coffeehouses such as Dunkin’ Donuts, Costa Coffee, McDonald’s and so on. On the other hand, Starbucks also compete with coffee shops on a local scale. Taylor (2017) claims competition from independent businesses should be more concerning than other coffeehouses due to them collectively operating the way Starbucks has already for a long duration of time with a unique selling point (http://uk.businessinsider.com/starbucks-competition-independent-coffee-shops-2017-3). Furthermore, café culture has become increasingly popular in the last decade with the number of British people drinking coffee being on the rise. Thurston et al (2013) states coffee used to be regarded as an exotic drink whereas coffee is now a speciality. In addition to this, experts agree that Britain has one of the most vibrant coffee cultures in the world with the United Kingdom being in the middle of a third wave coffee movement (http://www.independent.co.uk/life-style/food-and-drink/features/coffee-in-the-uk-how-britain-became-addicted-to-cafe-culture-uk-coffee-week-a6985691.html). Therefore, the extent of rivalry between competitors is a strong force with the widespread popularity of beverages increasing alongside rival competitors.
[bookmark: _Hlk506637980][bookmark: _Hlk506875154]Many businesses are entering and leaving the coffee industry claiming they can do better than their competitors, although, Porter’s five forces analysis indicates that Starbucks have remained successful despite competitive threats with their premium quality of products and quality of customer service. The coffee industry Is a relatively attractive market because of moderate and weak competitive forces comprising of threat of entry, threat of substitutes and bargaining power of suppliers. Starbucks sustain more bargaining power over their suppliers compared to their buyers, however, Starbucks could purchase competitors to increase power over their buyers. Additionally, Starbucks could increase the barriers to entry by investing into public relations to improve brand recognition and customer loyalty. These attractive market dynamics are a key determinant of the overall profitability of Starbucks with Porter’s five forces analysis assessing the competitive intensity within the coffee industry.
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