The Place of Starbucks at International Coffeehouse Chains
Special track 14: Teaching international business
Abstract
[bookmark: _GoBack]This paper describes the internationalization process of a company in the coffeehouse chain. Its overall objective is to describe the global development of the coffeehouse industry and the positioning and international growing of Starbucks’ Coffee Company. To achieve this objective, we conducted a case study about this industry and with this Company. Based on secondary data in the form of public documents, reports, official statistics, articles in journals and newspapers, internet websites and books, we analysed facts and figures in international markets of the industry and company at defined periods. The results show that the internationalization expansion of Starbucks has been made at a relatively very high rate and presents as a prominent feature a network of relationships with local partners in the relevant host countries. This growth is also not dependent of economic conditions. The most important is to find a reliable partner with sufficient market presence and expertise.
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The Place of Starbucks at International Coffeehouse Chains
1. Introduction
Coffee is not popular; it is not famous, not well-known. Coffee – for uncountable people in numerous countries around the world – is much more than this. It is loved, it is essential, it is ubiquitous. To some people drinking coffee is a daily habit they are not willing to quit (National Coffee Association USA, 2014; Statista, 2015a).
Some companies doing business in the coffee sector managed to take advantage of the unstoppable growth of coffee consumption (UNCTAD, 2012). While the leading countries concerning per capita coffee consumption are developed nations such as Finland and Germany, intake in developing countries – especially coffee-producing ones – is also on the rise (FAO, 2003). Therefore, firms in the coffee industry did not only find their place in traditional coffee drinking nations, but opened markets whose residents have commonly favoured tea (The Economist, 2013). 
Hence, this paper links two level of analysis of this business, the industry and the firm, in the understanding of the development in the last decades of the coffee business. In order to carry out this task, a case study of the Coffeehouse industry and the Starbucks Coffee Company is presented at the core of the paper. Hence, the general objective is to analyse the growing and the global expansion of the coffee industry and Starbucks. 
Therefore, our dominant motivation is to find out about the process of Starbucks’ internationalization expansion. Former researchers have paid attention to global expansion of service firms but have not investigated the coffee shop industry or Starbucks itself (Li & Guisinger; 1992; Patterson & Cicic, 1995 among others). However, firms in this service industry are not only highly different from their manufacturing counterparts, but also from each other and therefore, detailed analysis of the single subsectors are necessary to provide meaningful information (Boddewynn, Halbrich & Perry, 1986). That is why we study a single company, namely Starbucks, in a subcategory of the service industry. 
Besides this introduction, the paper is structured in four sessions: the first gives an overview of the characteristics of the service industry and its respective internationalization behaviour. The second explains the methodology used in the research. This section is finalized by a description of the data collection and data analysis. Afterwards, the third section shows the facts and figures about the international expansion of coffeehouse industry as well as of the Starbucks Coffee Company. Lastly, the main conclusions are presented, in the fourth section. Also, in this last section, we attempted to reveal an outlook on Starbucks’ global future.
2.  Characteristics of Manufacturing and Service Companies in Global Expansion
For many years, companies have manufactured goods and provided them to other businesses as well as to private people. However, in recent years, many firms started to operate in the service industry rather than the manufacturing sector and the services’ importance rose accordingly (Javalgi et al., 2003; Goerzen & Makino, 2007). As mentioned by Javalgi, Griffith and White (2003), the service segment already passed the manufacturing industry as largest business sector in developed countries.  Some of the most important features of service firms that distinguish them from manufacturing companies are summarized in Table 1.   
While the characteristics depicted by several scholars may vary, intangibility is inherent in most frameworks (Patterson & Cicic, 1995). However, because of services’ characteristics, including the prominent intangibility, common modes of foreign market entry such as exporting and franchising are not always appropriate for service firms (Javalgi et al., 2003).  Hence, the peculiarities essential for a service company’s internationalization expansion are explained in the next topic.
Peculiarities of the internationalization of service firms
When researches started to formulate theories about companies’ internationalization expansion they lay their focus on manufacturing firms. However, with changes in the business environment, the emerging globalization and numerous technological innovations, the service industry has picked up pace in expanding to foreign countries (Javalgi et al., 2003; Lejpras, 2009). Although authors have realized the lack of research in this field in recent years and started a more in-depth analysis of the internationalization process of service firms, this subject area still lags behind the manufacturing sector (Contractor et al., 2003; Goerzen & Makino, 2007; Javalgi et al., 2003). Furthermore, due to fact that segments in the service industry are hardly comparable, many studies focus on just one sector of the service industry what leads to difficulties in generalizing the scholars’ findings (Boddewynn et al., 1986).
Various scholars conducted research about whether the internationalization of service firms differs from the manufacturing companies’ international expansion and if yes, in which way. While some authors could detect similarities and overlaps, others found major differences (Goerzen & Makino, 2007). That is, why – due to the uniqueness of services’ features – theories based on manufacturing firms cannot always be transferred to service companies, but need adjustments and sometimes new inventions. Therefore, we present a short review of the main theoretical approaches, detaching their proposals to the service sector and firms.
OLI Paradigm: This paradigm is often used as a method of analysis for Foreign Direct Investment (FDI), either the engagement in or the expanding of FDI activities. According to Goerzen and Makino (2007), FDI is not only a viable type of international expansion for manufacturing firms, but also for companies in the service sector. The main reason is that service companies often rely on local presence because of the inseparability of their offer (Patterson & Cicic, 1995). In addition, since service skills are an intangible feature and can hardly be transferred to third-parties, non-equity agreements such as licensing and management contracts are often less efficient than FDIs (Goerzen & Makino, 2007). Despite, Boddewynn et al. (1986) point out that a few scholars found prove that the eclectic paradigm can explain the international growth of service firms, in particular the transnational banking sector. 
Uppsala Model:  This model describes the internationalization process of a firm as a gradual undertaking. However, with regard to service companies, the Uppsala Model usually is not applicable in its original approach. This is because service firms often rely on a local presence and require FDI from the inception instead of following the pattern of the establishment chain (Boddewynn et al., 1986). Because of the above mentioned intangibility of services, internationalization strategies such as exports are commonly impossible for service firms. 
Nevertheless, a part of the intellectual approach of the original model is also applicable to firms in the service industry: psychic distance. It is a term used by Johanson and Vahlne (1977) that is not directly connected with the establishment chain but closely linked to cultural distance (Hashai & Almor, 2004). In turn, cultural distance can, but does not have to, be tied to geographic distance (Johanson & Wiedersheim-Paul, 1975). Since cultural and geographic factors are also essential for service companies during their internationalization process, this component of the Uppsala Model is used for investigations about this business sector. Additionally, the revisited idea of the importance of networks and their supportive nature for internationalization does apply to the service industry as well (Johanson & Vahlne, 2009)
Moreover, the latest update of the Uppsala Model by Vahlne and Johanson includes numerous variables that are of high importance for companies in the service industry, for example the increased importance of internal and external networks, the critical significance of trust and learning as well as the importance of dynamic capabilities (Vahlne & Johanson, 2013). 
Cultural Dimension Theory:    A general assumption underpinned by Patterson and Cicic’s (1995) empirical investigation is that service firms rely on local presence and face-to-face interactions more than manufacturing firms do. In parallel, a high degree of local adaption is required of numerous service companies (Goerzen & Makino, 2007). Moreover, in parallel with the local adaption, service companies with a high degree of customer contact as Starbucks need to act with an enhanced sense of cultural awareness and sensitivity (Patterson & Cicic, 1995). Consequently, following Hofstede’s idea of entering culturally close countries first applies to service companies in many cases. 
Transaction Cost Theory: Similar to manufacturing enterprises, transaction costs play a big role for service companies. However, Boddewynn et al. (1986) mention that buyer uncertainty contributes to higher transaction costs, which is especially distinct in the service industry. The uncertainty arises mostly from the fact that intangible services cannot be tested or inspected by customers before they purchase the product and therefore, they have to rely on past experience or former consumers’ judgements (Patterson & Cicic, 1995). Consequently, Patterson and Cicic (1995) highlight that managers feel a higher risk in transferring intangible services across borders. Additionally, they assume more difficulties in product differentiation. Hence, creating a powerful brand image involves increased effort and costs for service companies.
The born global approach:  As it is a more recent phenomenon, few authors have attempted to put the born global approach in the context of the service industry so far. However, from the sparse amount of articles found about that specific topic, the vast majority deals with technology-oriented and knowledge-intensive service firms such as internet-based companies (Halldin, 2010; Lopez, Kundu & Ciravegna, 2009; Ortiz Palma Junco, 2012). 
3. Methodology 
According to Yin (2009), case studies are frequently applied in political science, social work, education, community planning, economics and business among others. Using a case study in this research provides the opportunity to make a description of Industry and Starbucks international development as well as gather applicable information to achieve the objective stated in section 1. 
While case studies have numerous benefits as a research method, some concerns about them exist as well. One of the major critics is that case studies are considered to lack generalization possibilities. However, Yin (2009 declares that case studies – just like experiments – can be generalized to theoretical propositions. 
Consequently, a single-case study is chosen for this paper, which also benefits from the following qualifications of this specific research design: create comprehensive and detailed understanding of Starbucks’ internationalization process (Fidel, 1984); data on the company is put into the context of its environment (Yin, 2012); information used in the case study can be collected from various available sources (Fidel, 1984).
This research relies on secondary data. According to Yin (2009), data can be collected from six main sources of evidence: documentation, archival records, interviews, direct observations, participant-observation and physical artefacts. The secondary data comes in the form of documentation and archival records. To be exact, documents published by Starbucks, industry reports, official statistical data, journal and newspaper articles, appropriate internet sources as well as relevant books are utilized throughout this work. By building this paper on secondary data, we take advantage of its increasing availability, especially on the internet (Yin, 2009). However, since documents and archival records may be inaccurate or biased, data was chosen and evaluated carefully before applying it to this work. If data seemed to be unreliable at a first glance, confirmation by means of other sources was pursued. 
This research uses qualitative content analysis in order to draw valid conclusions in text form. Qualitative content analysis provides scholars with a tool that allows them to pay attention to the context and the content of information in written text (Hsieh & Shannon, 2005). Besides, content analysis is useful for the interpretation of subjective data (Moretti, Vliet, Bensing, Deledda, Mazzi, Rimondini, Zimmermann & Fletcher, 2011). This is very helpful when documentations and archival records are used because those can be biased, as explained above. Hence, the research uses deductive content analysis, because it relies on previously formulated theories and afterwards attempts to derive new insights from them. 
[bookmark: _Toc417641072]4. The Coffeehouse industry and the Starbucks Coffee Company 
[bookmark: _Toc417641074]The industry
Starbucks Corporation operates in an industry that is named differently by the various professionals and non-professionals talking, writing and discussing about it. Some call it “specialist coffee shop” industry or “specialty coffee beverage business”, others use names like “coffee retail and snack store industry” or “specialty eatery” among others (Euromonitor, 2012; Geereddy, 2013; Starbucks Corporation, 2014; Yahoo Finance, 2015a). In parallel with the several denominations, numerous unofficial definitions for the industry that Starbucks is doing business in are used. Consequently, there is neither a formal notation nor definition for this sector. 
One source explains the coffeehouse industry as comprising not only coffeehouse chains, but also independent coffee and snack shops (Statista Coffeehouse industry, 2015). Moreover, these types of businesses compete with participants in the quick-service and limited-service restaurant segment. Thus, the industry players sell mere coffee beverages besides a variety of other offers, like non-alcoholic beverages, donuts, cakes and sandwiches among others (Statista Coffeehouse industry, 2015).
Over the last years, the coffeehouse industry has experienced a major boom around the globe. The revenue of the coffee and snack shop industry in the USA skyrocketed over the last decade to US $26.53 billion in the year 2011 with a minor downturn during the financial crises (Statista, 2015b). Similarly, the Australian market for cafes and coffee shops has been growing at a rate of more than 3.2% annually (Ibisworld, 2014a). Additionally, in selected European countries the share of coffee consumed is even higher than the share of water consumed (Statista, 2014). All these facts support the development of the global market for coffee consumption, which has increased constantly over the last years (Statista, 2015c). Although this overall rise in consumption includes more than the sheer coffee consumption in coffeehouses, the absolute upsurge over the whole coffee segment is obvious. 
Looking at the target group of coffeehouses, a generalized cluster is difficult to determine. Trefis Team (2014) explains that “Starbucks’ target customer base consists of high income people with a taste for good quality luxury coffee. The teen consumption is also on a rise”. 
At the same time, the Huffington Post (2015) explains that Starbucks sells almost 50% to people aged 25 to 40. The target group aged 18 to 24 accounts for another 40% of Starbucks’ business, which is aimed at the upper-middle class with higher education and a relatively high income. Concurrently, McCafé tries to attract men and women aged 18-35 as well as parents of young families aged 25 to 39. In contrast to Starbucks, McCafé is considered to be less exclusive, yet more child-friendly (Rafii, 2013). 
Another main competitor in the sector, namely Dunkin’ Donuts, focusses on the young and modern generation (Weber, 2014). Moreover, 63% of Americans and 74% of Germans aged 18 and older announce that they drink coffee on a daily basis. However, while the coffeehouses’ target customer base - according to the examples above – are aged 40 and under, the overall coffee consumption is highest at the age of 46 plus. Both countries see the share of coffee drinkers rising with increasing age. Accordingly, the 46+ generation appears to prefer their coffee in other places than coffeehouses (Gaille, 2013; Statista, 2015d).
Casting a glance on coffeehouse chains’ revenues worldwide in the year 2013, Starbucks has been the dominant leader in the segment, followed by Tim Hortons, Panera Bread, Costa Coffee and the Dunkin’ Brands (Statista, 2013a). Starbucks’ revenue in 2013 even exceeded the sum of all revenues generated by other coffeehouse chains ranked among the top ten players in this business field (Statista, 2013a). Moreover, the Starbucks Coffee Company has been the leader with regard to the worldwide number of stores as well. With 19,767 stores in 2013, Starbucks was far ahead of its opponents Dunkin’ Donuts (10,858 stores), Tim Hortons (4,740), Costa Coffee (2,861), Panera Bread (1,777) and McCafé (1,600) (Statista, 2013b).
However, while it might seem that Starbucks is the uncontested number one in its segment, this is not the truth. Since Starbucks does not only face competition from other coffeehouse chains, a diverse variety of competitors challenges the firm each day. Because of the heterogeneous players in this business segment, competition in the coffeehouse sector is very dense. Starbucks Corporation (2014) itself names quick-service restaurants and the above mentioned specialty coffee shops as their primary opponents. Whereas major international rivals are Dunkin’ Brands and McCafé among many others, the firm’s competitors can differ from country to country including local coffeehouses and independent cafés (Yahoo Finance, 2015b; Statista Coffeehouse industry, 2015).
Additionally, since Starbucks also uses foodservices, convenience stores, specialty retailers and grocery stores as sales channels, they indirectly compete against all other coffee and tea products on the market (Starbucks Corporation, 2014). Hence, global players like Nestlé, Lavazza and Illy also count towards Starbucks’ intense competition.
In turn, the majority of articles on facts and figures about the coffeehouse industry focus on just a single market, very often the US market. Moreover, because of the lack of a valid definition, some numbers comprise coffeehouses only while others include alternative places for coffee consumption as well. Nevertheless, the following facts and figures give an idea of how important the coffeehouse industry is these days.
Ibisworld (2014b), for example, announces that the US-American coffee and snack retail market’s revenue amounts to US $27 billion generated by 196,537 businesses. Between 2009 and 2014, the segment has experiences an annual growth rate of 2.6%. Besides, almost three quarters of the total sales are produced by the top 50 coffee shop operators (Gaille, 2013). 
In Europe, about 70% of the coffee consumption takes place at home, whereas the remaining 30% of consumption happen out-of-home, e.g. in bars, cafes and coffeehouses. The latter faced a drastic decrease during the recession 2009, but is now back on an upward track (Crem BV & Pierrot, 2013).
[bookmark: _Toc417641078]The Starbucks Coffee Company
Nowadays, Starbucks is the world’s major “coffee roaster, marketer and retailer of specialty coffee” (Starbucks Corporation, 2014, p.2). Below, more information about the company’s history, its industry classification and its brands along with some facts and figures can be found.
Starbucks was founded as Starbucks Coffee, Tea and Spice in 1971 by Jerry Baldwin, Zev Siegl and Grodon Bowker in Seattle/ Washington and today serves as a synonym for coffee (Bussing-Burks, 2009; Michelli, 2008). Eleven years after its establishment, on September 7th, 1982, Howard Schultz, former and current CEO of Starbucks joined the company as marketing director (Schultz & Gordon, 2013). When he travelled to Milan and Verona on a business trip in 1983, he experienced the pleasure of Italian espresso bars whose quality and sense of community he wanted to transfer to the USA. Since Starbucks’ owners, who focussed on roasting and selling coffee, did not support Schultz’s vision at this time, he eventually left his employer and founded his own coffee company: Il Giornale (Schultz & Gordon, 2013).
The real Starbucks Story, as it is now known around the globe, began in 1987.  At that time, Il Giornale bought Starbucks’ assets, i.e. the Seattle stores, the roasting plant and, most importantly, the name with the help of several investors. Howard Schultz renamed the consolidated company to Starbucks Corporation (Starbucks Coffee Company, 2014a). 
On June 26, 1992, Starbucks went public and at the end of the year, owned 165 stores mostly in the Northwest and Chicago area (Bussing-Burks, 2009). However, with his idea of creating a third place[endnoteRef:1], Schultz helped the company to soon experience not only national but also international growth for many years (Schultz & Gordon, 2013). Today, Starbucks is highly famous around the globe and – according to Interbrand and Forbes – can be found among the world’s most valuable brands outperforming powerful labels such as MTV, FedEx and Porsche (Forbes, 2014; Interbrand, 2014). In addition, Fortune, BusinessWeek and Business Ethics rank Starbucks among the best employers, the best brands and the most socially responsible companies respectively (Michelli, 2008). [1: ] 

With respect to Starbucks’ international expansion, the company clusters its business into three geographic regions (Starbucks Investor Relations, 2011): 1. Americas: United States, Canada, Mexico and Latin America; 2. China and Asia-Pacific (CAP): All Asia Pacific markets and China; 3. EMEA: Europe, UK, Middle East, Russia and Africa.
As learned above, one essential characteristic of services is their intangibility. However, Patterson and Cicic (1995) among other scholars point out that services also exist in connection with physical goods, e.g. software, hotel accommodation and restaurants. Similarly, according to Jiang (2009), the Starbucks Coffee Company operates as a mixed service company that does not offer pure services but provides physical products as well. Besides, Starbucks can be classified as a so-called high contact service company based on its increased level of customer contact and interaction that commonly requires local presence (Patterson & Cicic, 1995). Because Starbucks offers a service that requires the local presence of the customer, interactions, atmosphere and the characteristics of other clients can influence the customer’s satisfaction (Lovelock, 1983). 
In addition, Patterson and Cicic (1995) found proof in their empirical study that franchising, licensing and management contracts are a favoured mode of foreign entry for companies delivering their service connected to physical goods. These in addition to other forms of internationalization offer the opportunity to Starbucks to serve their customers at countless sites, which in turn enhances convenience for clients (Lovelock, 1983). In contrast, Goerzen and Makino (2007) consider non-equity agreements like licensing to be less efficient than FDIs for service industry firms. This observation again proves the heterogeneity of companies in the service sector and emphasizes the need for detailed research within the several business fields of this industry segment.
[bookmark: _Toc417641082]Starbucks Coffee is the company’s flagship brand. However, Starbucks also sells products and service under other brands: Starbucks Coffee, Teavana (provides various tastes of quality tea plus numerous linked products, e.g. cups, storage tins and tea makers), Tazo (like Teavana, offers high-quality tea products), Seattle’s Best Coffee (sells its coffee products), Evolution Fresh (offers juices, smoothies and snack bars made from fresh fruits and vegetables), La Boulange (markets pastries, soups and breads), Ethos (provides children with clean water). Comprising all of these brands, Starbucks Coffee Company holds a strong portfolio of hot and cold beverages as well as food, such as pastries, sandwiches and soups among others.
Regarding firms facts and figures, at the end of 2014, Starbucks counted about 21,000 retail stores in over 60 countries and thus has been the biggest player in the coffeehouse industry for years (Starbucks Coffee Company, 2014b; Statista, 2015e). The majority of stores in the Americas, especially the USA and Canada, is company-owned, whereas the CAP and EMEA markets mostly rely on licensed stores.
About 191,000 employees take care of the company’s business, i.e. to roast, market and sell high-quality coffee besides offering a variety of tea products, other beverages and fresh food items, such as croissants, muffins and sandwiches among others (Starbucks Corporation, 2014). Those employees – the company calls them partners – work in the many company-operated stores, support facilities, roasting, warehousing and so forth. Starbucks also uses licensed stores as well as grocery stores and national foodservices to provide its products (Starbucks Coffee Company, 2014a). 
The development of Starbucks Corporation’s net revenues after the crisis in 2008/ 2009 show a clear upward trend in Starbucks’ net revenues, which dates back even further than displayed. From the year 2003 to 2014, the company achieved to more than quadruple its revenue with only a minor downturn during the financial crisis in 2009 (Statista, 2015f). Furthermore, consolidated operating income surged to US $3.1 billion in the fiscal year 2014 (Starbucks Corporation, 2014).
Another important fact about Starbucks is that the company makes a lot of effort in order to work responsibly. Not only has Starbucks been a pioneer in offering full health benefits to full-time as well as part-time workers, the company also engages in ethical sourcing, reduction of environmental impact in and service to the communities (Starbucks Corporation, 2013). With the firm’s willingness to make positive impacts on people, nature and communities, Starbucks has entered several partnerships with organizations such as Business for Social Responsibility (BSR), National Urban League (NUL) and  Fairtrade Labelling Organizations International (FLO) among numerous others (Starbucks, 2015a; Starbucks, 2015b).
Conclusion
The research’s findings support that Starbucks grew in the last decades more than the coffeehouse industry, despite this industry also had presented a very positive growth. This helped the company to span its international presence, which was carried out with the partnership of its external network of relationships with local partners in the relevant host countries and regions. Besides that, other main reason for this success was not to base the growth strategies on economic conditions.  As Luxner (2003) claims: where and when we enter a market has very much to do with finding the type of partner we're looking for. Whether the economy is in a good or bad state is not so relevant. In fact, some of the better opportunities sometimes come when economies are depressed. We take long time to look for those partner organizations. Once we find a partner that's compatible with us, we enter the market. 
This statement by Pablo Arizmendi-Kalb, Starbucks’ vice president for the Latin American region, also reinforces this conclusion: when Starbucks expands to a new country it is not because of a favorable economic environment or a strong consumer preference for coffee. It is because the company has found a reliable partner with sufficient market presence and expertise. In the end, while local partners in host countries have made a huge contribution to Starbucks success story, the internationalization of a company cannot be reduced to one strategic decision. In contrast, Starbucks’ path to world domination comes down to a combination of the right timing, correct strategic decisions, the choice to treat its employees as partners and attempting to act sustainably among many others.
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Table 1: Main characteristics of services
	Characteristic
	Description

	Intangibility
	Skills-based competence; proprietary assets are difficult to transfer to third parties

	Inseparability
	Production and consumption occur simultaneously; close consumer interaction

	Heterogeneity
	Consumer participates in tailored production; quality is difficult to control

	Perishability
	Supply/ demand asymmetry leads to capacity underutilization; service cannot  be placed in inventory to meet future demand

	Regulation
	Services have long been highly controlled and regulated by governments


        Source: Goerzen and Makino, 2007


