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Introduction

Founded in 1971 in Seattle, USA, Starbucks is the largest roaster and retailer of
speciality coffee in the world with over 32,000 stores in 83 countries (Case Study,
p.3). Historically, Starbucks has differentiated itself from its competitors by offering
high-quality customer service and exclusive products that consumer cannot find
elsewhere. However, due to rapid expansion, questions have been raised about
whether Starbucks can continue to differentiate itself within the speciality coffee
industry or if it is at risk of falling out of favour with its consumers. This analysis will
consider how the external environmental and internal factors from within the
company to determine how turbulent the current marketing environment is for

Starbucks.
Macro-Environment

The term “marketing environment” refers to forces that may impact an
organisation’s ability to act on its marketing strategy (Copley 2014, p.16).
Typically, these forces can be divided into two categories - the macro-
environment and the micro-environment. Macro-environmental factors are forces
from outside of the company that may impact its ability to reach its goals. These
forces are broad and affect other players as well as the company in question (Fahy
and Jobbler 2019, p.32). One way that the macro-environment can be
deconstructed is using PESTEL analysis. PESTEL is an acronym for six categories of
factors that should be considered within the macro-environment - namely,
political, economic, technological, social, environmental and legal (Fahy and

Jobbler 2019, p.33).



One recent political factor (Appendix 1) to consider is the Covid-19 pandemic. As
every country has had varying lockdowns at different points throughout the last
two years, it has become harder to prepare for the future as countries have had
different restrictions at different times. Also, Covid-19 has increased the level of
economic uncertainty (Appendix 2) and there will likely be a global recession in
the near future. Furthermore, due to the pandemic, consumers spending is down
as people have been unable to leave their homes. On the positive side, this means
that consumers have been saving more and will have money to spend when

restrictions ease.

Socially (Appendix 3), Covid-19 has disrupted people’s abilities to socialise
together due to lockdowns. Also, people’s preferences are shifting away from
office culture and workers are now showing a preference for working from home
(Case Study, p.4). Aside from the pandemic, customers are also shifting their
preferences and are now looking to move towards adopting a healthier and more
sustainable diet. From a technological perspective (Appendix 4), the increased
adoption of digital technology has made mobile-based technologies such as apps
more accessible to consumers. Environmentally (Appendix 5), climate change has
affected farming practices and has made it harder to accurately predict yields
(Case study, p.5). Finally, Covid-19 ‘stay at home' and social distancing regulations
have affected consumers abilities to leave their homes to work or socialise as they

typically would (Appendix 6).



Industry Analysis

The other types of factors that make up the marketing environment are called the
micro-environment. The micro-environment refers to factors that closely affect the
organisation in question such as competitors, customers, suppliers, intermediaries
and publics (Blythe and Martin 2019, p.26). Firstly, this report will be using Porter’s
5 forces (Appendix 7) to analyse the speciality coffee industry that Starbucks sits
within. The five forces that this tool considers are the threat of new entrants,
bargaining power of buyers, power of suppliers, threat of substitutes and rivalry

amongst existing competitors (Porter 2008, p. 80-85).

The threat of entry into the speciality coffee industry is high. Due to the ease and
low cost of setting up a speciality coffee shop, consumers have a wide range of

stores to choose from including other chains and local coffee shops.

Due to the large number of competitors, the bargaining power of buyers is also
high as consumers can vote with their wallets on which brands should remain in

the industry.

As well as this, the threat of substitutes for the speciality coffee industry is also
high. With restaurants such as Dunkin Donuts and McDonald’s now offering coffee
at lower prices, consumers may choose to substitute their speciality coffee for a
cheaper alternative (Case study, p.3). Other potential substitutes include at-home
coffee brewing, retail products such as iced coffees and alternative beverages

such as energy drinks, juice and water.

The bargaining power of the suppliers is also high in this industry. Particularly

when considering the coffee beans, suppliers can change their prices depending



on supply and demand (Case study, p.5). Since speciality coffee shops rely heavily
on having a consistent supply of these beans, they are forced to pay the price set

by the supplier.

Overall, the threat of rivalry in the speciality coffee industry is high as everyone
from local coffee shops up to large chains are competing in the same space and

are vulnerable to external forces.
Company Analysis

Another way to analyse the micro-environment is by using SWOT. SWOT is used
for strategic planning and management by examining a company’s strengths,
weaknesses, opportunities and threats (Girel and Tat 2017, p.995). Starbucks has
many strengths in the speciality coffee industry (Appendix 8). Their stores are in
high-traffic and high-visibility locations meaning a large number of consumers can
access them (Case study, p.6). Also, Starbucks is less vulnerable to supplier price
fluctuations than independent stores as they have long term relationships and
agreements with their suppliers (Case study, p.5). They have also adapted to
changing needs of consumers by adopting new technologies such as their app
(Case study, p.6) and by changing their products to meet evolving needs such as

creating products using plant-based milk (Case study, p.7).

However, Starbucks is currently struggling to differentiate themselves from their
competitors (Appendix 9). Although expansion allowed them to increase the
number of storefronts they operate, Starbucks has lost their key differentiation
point of having high quality products and customer service (Case study, p.4). Also,

their price point is significantly higher than their competitors. This means they do



not follow any one of Porter (1980, p.3)'s generic strategies of cost, differentiation

or focus suggesting they lack direction.

Despite this, the speciality coffee industry leaves Starbucks with many
opportunities (Appendix 10). For example, no company has a significant
leadership position within the industry (Case study, p.3) meaning Starbucks could
establish itself as the market leader. Also, there is an opportunity for them to
expand into the CAP area as it is a high growth market yet only accounts for 14%
of their revenues (Case study, p.8). Due to their history of advocating for social
change, (Case study, p.7), Starbucks could also differentiate themselves by being

a brand that centres around CSR and social activism.

In terms of threats (Appendix 11), Starbucks exists within a competitive industry
meaning there is an ongoing threat from new entrants to the market (Case study,
p.3). As well as this, climate change has reduced the predictability of farming
yields which may affect their ability to have consistent supplies of ingredients.
Also, Covid-19 has resulted in consumers changing their behaviour by working

from home more which may decrease the amount of traffic they get at their stores.



Business Portfolio

Another way to analyse the micro-environment is by using a BCG matrix
(Appendix 12). A BCG matrix is a grid that businesses can use to analyse their
SBUs based on their market share and the level of growth to see where they

should be allocating resources (Madsen 2017, p.19).

For Starbucks, their whole bean coffee is their ‘star’ product as they have a high
market share and the market is growing rapidly. (Case study, p.8) This suggests
that this is an area where Starbucks should continue to innovate and invest in to
gain a leadership position in the market. Both their food and retail beverages are
Starbucks’ ‘cash cows’. This means that they have a high market share but are in a
relatively low growth market making these areas good for generating a steady
cash influx for the brand to invest in other places. Starbucks’ merchandise falls into
the ‘dogs’ sector as they have a small market share and the market is not growing.
If the brand needs to move money around, they should take it from here. The fact
that the brand has nothing in the question marks segment (areas where they have
a low market share in a growing market) suggests that Starbucks is failing to

identify new growing markets that they could innovate in and expand into.

SBUs can also be evaluated using McKinsey’'s GE matrix (Appendix 13). This matrix
evaluates industry attractiveness against the business’s strength in this area
(Coyne, 2008). Starbucks’ whole bean coffee is highly attractive and has high
competitive strength as it is a high growth market that they have a very high
market share in. Their retail beverages are medium in both attractiveness and

competitive strength as it is a growing industry and they have a good market



share. Their food is low in industry attractiveness as it is an industry with lots of
competition but Starbucks has a moderate competitive strength as they already
have 1.1x market share. Finally, their merchandise is low in industry attractiveness
and competitive strength as it is growing slowly and they have a low market share

(Case study, p.8).
Dynamics of the environment

The level of turbulence within a macro-environment is based on how likely the
environment is to change and how predictable that change is (Perrott 2008, p.24-
25). Currently, the turbulence level is at 3 which means the environment is
changing on a regional scale but this change will be predictable. In terms of the
micro-environment, Starbucks sits within a highly competitive environment yet
they are failing to innovate in new markets or strategically plan for the future. As
the world continues to be affected by the Covid-19 pandemic, Starbucks needs to
utilise its core competencies of brand management, adapting to consumer

insights and CSR to ensure that they can continue to grow their brand.
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Appendix 4 - Macro Environment - Technological Factors

Technological @ ® v¢

[eNoRe]

Increase digital
adoption (3

Appendix 5 - Macro Environment - Environmental Factors

Environmental @ ® ¢

[eXoke)

Climate Change

Spread of COVID- Seasonal
1‘:5 was sudden and ;ET;::I;B i Fluctuation
gave rise to . productivity ?hffectlng
:.:)nc?(eét:"\:'lg (ag} AIEIEEETEE pr‘;ductivity
() of coffee (1)
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Appendix 7 - Industry Analysis - Porter’s 5 forces
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Appendix 10 - Company Analysis - Opportunities
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Appendix 11 - Company Analysis - Threats
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Appendix 12 - Business Portfolio - BCG Matrix
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Appendix 13 - Business Portfolio - GE Matrix
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