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[bookmark: _GoBack]The purpose of this paper is to do an analysis on the global coffeehouse company Starbucks. This analysis will use various microeconomics aspects to analyze the cost and production, the market and the supply and demand for the products and serviced produced by Starbucks. While reviewing these different aspects things that could make the company more profitable and maximize future successes will be discussed. Along with analyzing the company, the market that the company lies within will also be analyzed. In doing this recommendations can be made so that Starbucks can improve in regards to competition and any factors that are blocking Starbucks from being more successful can be discovered. In the conclusion of this paper recommendations for the company to evaluate its business structure and decision making processes will be made. The coffee market in most regards is a monopolistic competition type of market due to the ability to allow many companies to create similar products and provide similar services, but despite being monopolistic there is still a lot of wiggle room for companies to stand out in the competition with the creation of better goods and services as well as keeping competitive pricing. History of Starbucks	
The History of Starbucks
“Our mission: To inspire and nurture the human spirit – one person, one cup and one neighborhood at a time”	
The Starbucks Corporation began in Seattle, Washington in 1971 in the Pikes Place market. The store gained its name from the famous book Moby Dick due to the romance inspired by tales of the high seas and the seafaring traditions of the world’s first coffee traders. When the company began it was just a simple store with a modest store front. From humble beginnings of offering some of the freshest and best tasting coffee beans in the world. During this time the company’s focus was on roasting and selling coffee beans. Then in 1981 Howard Schultz had his first cup of Sumatra, one of Starbuck’s best dark roasts, and a year later he joined the company. Through his traveling he became entranced by the Italian style coffee bars. When he returned he proposed the ideas to the company owners who wished for Starbucks to remain as it was. After a brief period away from the company, during which time he opened his own company focusing on the Italian style coffee bars. Then in 1987 Schultz returned and with the help of investors was able to purchase the company. From there he renovated Starbucks so it reflected his vison of what the company could be. During the early 1990’s Starbucks went through its greatest expansion periods. During that decade and a large portion of the next the company opened on average at least two stores a day. In 1996 it opened its first overseas location in Japan. Apart from opening many locations the company, with the help of Pepsi-Co. and Dreyer’s Ice cream, began to create other items such as the RTD (ready to drink) bottled Frappuccino, ice cream and even their own line of compilation music CDs. At the end of 1997, the company had established The Starbucks Foundation which benefited local literacy programs and their sales approached the $1 billion mark with a net income hit the $57.4 million mark which was 5 times what it was in 1994. Over the next couple years Starbucks continued to grow and open many stores as well as join with other brands such as Kraft foods, Pasqua Coffee CO, and Tazo Tea Company. In 2000 Schultz became the chief global strategist and Orin Smith became the CEO, this year the company also established an agreement to sell Fairtrade certified coffee in the U.S and Canada. During 2005 the company had opened it 10,00th location and Orin Smith stepped aside to allow Jim Donald to become CEO. From 2005 to 2008 the company opened another 6,000 locations, but due to the global recession that hit they had to cut back and in 2008 Howard Schultz returned as CEO. From 2008 till present the company began focusing on other things including new food and RTD items, ethical sourcing, digital offerings for customers, joining with other companies such as Teavanna, creating farmers support centers, and establishing a college achievement plan for it U.S Starbucks partners. The company also announced its commitment to hiring 10,000 veterans, military spouses and youth by 2018 and Schultz announced the company’s commitment to marriage equality in 2013. In 2015 the company reached a milestone of having 99% of its coffee ethically sourced.  These changes have helped change the face of the company from one of just looking to make money to one focused on its sources as well as its consumers.
Understanding the Supply and Demand of Starbucks
“Coffee is the common man’s gold, and like gold, it brings to every person the feeling of luxury and nobility.” – Sheik-Abd-al-Kadir
It is a highly known fact that the USA imports a large number of its goods, one of these good being coffee beans. In fact in 2014 approximately 27.5 million bags of coffee were imported, which accounted for almost one quarter of the world’s global coffee imports. A major contributing factor for such a large import of coffee is the large number of specialty coffee shops. According to a consumer survey conducted by the National Coffee Association of America approximately 48% of the US’s coffee consumed is considered specialty, one major company that is trying to control the area of coffee sales and supply being Starbucks. 

 As you can see in the graph above there has been a steady increase of revenue made by Starbucks worldwide. In 2015, Starbucks made a jump in revenue from 16.45 billion in 2014 to 19.16 billion in 2015. Starbucks has implemented several changes over the years which have contributed to the revenue change (Libby, 2014). New products introduced such as Frappuccino flavors and aggressive expansion into new markets such as Lebanon among other, have contributed to this change. Starbucks has opened new stores in its drive to get more customers which have increased the sale figures.
When it comes to microeconomics supply and demand is one of the most fundamental concepts of the market economy. There are different factors of course that can affect supply and demand though, which will in turn affect the market. Some variables that affect demand include: income, related goods and consumer preferences. Income affects demand in that, when people have lower income, they have less money to spend hence demand for products decreases and vice versa. Change in prices of substitutes and complements can affect demand for a product (Trostle, 2012). For instance, coffee and tea are substitutes. Increase in coffee prices reduce the demand for coffee and increase the demand for tea. Changing consumer tastes affect the demand as demand for some products fall while demand for others fall. These variables can result in an increase and decrease in demand for products.
Several variables affecting supply are: commodity price cost of production, natural conditions, etc. Increase in the price of a product increases the supply of the product by a seller while decrease in product prices reduces supply. Cost of production is inversely to supply of a product. If the cost of production is higher than the market price of a product, the supply for that product will be low. Climatic conditions affect the supply of products especially those related to agriculture. Crops harvested in winter will have a low supply in summer but have a high supply in winter. These variables result in both an increase and decrease of supply of products. 
Understanding the Price Elasticity of Demand
Price Elasticity of Demand is the percent change in quantity demanded relative to a one percent price change all other factors held constant (Lin, 2013). It measures the responsiveness of demand to price changes of a given product. The formula of PED is:
PED= (P1+P2)/ (Q1+Q2)*(Q2-Q1)/ (P2-P1)
[image: http://www.agmrc.org/media/cms/Graph1_CCE3C00E218AF.jpg]
P1 is the original price point while P2 is the new price point
Q1 is the quantity demanded at price P1 while Q2 is quantity demanded at price P2
When PED is 1, this indicates proportional changes in quantity demand which is called unit elasticity. If it is less than 1, PED is inelastic but is elastic when it is greater than 1. PED is perfectly static when it is zero or infinite. Elastic demand occurs is when price changes leads to a bigger percentage change in demand hence PED is greater than 1. Inelastic demand is seen when price change leads to a smaller percentage change in demand hence PED is less than one. Starbucks products are elastic because in case their prices changes, demand can easily change since they are not a necessity for many consumers. Some of the determinants that affect Price Elasticity of Demand are: income, availability of substitutes, nature of commodity, etc. 
Elasticity of demand is influenced by the nature of commodity which can be a necessity, comfort and luxury. Price changes of products that are necessity for people such as gasoline, grains, etc. does not lead to a significant change in demand significantly hence are inelastic. Change in prices of products that are comfort or luxury affects the demand significantly. The demand for products with many substitutes is elastic since increase in price for such a product will lead to buyers going for its substitutes. Commodities with few or no substitutes such as gasoline have less price elasticity of demand.
Businesses consider price elasticity of demand when making decisions to change the price of their products which affects the quantity demanded for that product. (Gordon, 2013) The change in quantity of a product demanded due to price change affects the revenue of a business hence price change decisions made have to be made based on how elastic a product is.
An increase in prices of products sold by Starbucks will result to a decrease in quantity demanded by consumers since the products are elastic. This in turn will lead to a decrease in revenue made by Starbucks. Therefore, Starbucks has to consider price elasticity of demand while changing the prices of their products.
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Starbucks Sales 2011-2015
Sales	2011	2012	2013	2014	2015	11.7	13.3	14.9	16.45	19.16	Column1	2011	2012	2013	2014	2015	Column2	2011	2012	2013	2014	2015	
Billion Dollars
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