GLOBAL BUSINESS: STARBUCKS

  1. EXECUTIVE SUMMARY

The following report is based upon the specialty-coffee juggernaut, Starbucks Coffee Co. The report identifies Starbuck’s international targets which focus on foreign market penetration and also explains the flat organizational structure of the business, which provides a large degree of autonomy for its numerous subsidiaries. This report contains an explanation of four substantial and external influences upon the business; political, legal, financial and social/cultural influences. Finally, this report also analyses the three employment systems which are applicable to Starbucks; the ethnocentric, polycentric and geocentric systems, as well as their implications if used within the business.

  2. INTERNATIONAL TARGETS[?]

      ▪ Open 1000 stores in Japan by 2007
      ▪ Expand into Argentina, Brazil, Chile, Colombia, Peru, Puerto Rico and Venezuela
      ▪ Expand into Indonesia with local partner, PT Mitra Adiperkasa
      ▪ Increase total global revenues by approximately 20 percent.

  3. THE ORGANIZATIONAL STRUCTURES OF STARBUCKS

Starbucks features a hierarchical organizational structure where specialization of task and function is evident. For example, at Starbucks Worldwide Headquarters, thirteen specialized departments are found, and which include:

The Department of Human Resources – who develop strategies, processes and programs to ensure that Starbucks globally upholds its responsibilities to employees.
The Department of Finance - responsible for establishing financial policies on a worldwide basis.

Each of the thirteen departments 

has a manager, who receives instructions from the vice-president of the department, who receives instructions the senior vice-president, who receives instructions from the Chief Executive Officer. The use of this organizational structure means that communication is top-down and there is a very narrow span of control.

Starbucks organizational structure in the international market also features the use of joint ventures; a contractual agreement joining together two or more parties for the purpose of executing a particular business undertaking. All parties agree to share in the profits and losses of the enterprise[?].   For example, Starbucks facilitated a 50/50 joint venture partnership with Japanese retailer and restauranter, SAZABY Incorporated, which provided them with an intimate understanding of the way that the Japanese viewed food, coffee and the food industry.

Finally, Starbucks organizational structure also entails the use of licensing; permission to engage in a certain activity, granted by the appropriate authority.   Starbucks also signed a licensing agreement with Kraft to accelerate the growth of Starbucks brands into grocery channels across the USA and other nations. In outside markets, Starbuck’s strategy was to liscense to a reputable company and a capable local company with retailing knowledge in the host country to develop and operate new Starbuck’s stores.

  4. INFLUENCES ON THE BUSINESS IN THE GLOBAL MARKET
Social/cultural, financial, political and legal factors are four influences upon Starbucks and its operations in the global economy.

1. SOCIAL AND CULTURAL INFLUENCES
The social and

cultural factors which influence the operations of Starbucks are those which result from a societies system of values, beliefs, rules, techniques and customs[?]. It is vital for a businesses global sustainability, that they identify and address social/cultural factors including religion and tastes.

  1. RELIGION
When expanding into other nations, Starbucks must address the religious setting and laws of that nation, for they are likely to hold an influence over it. For example, if Starbucks were to expand into a predominantly Jewish country, they would be forbidden from trading between Friday night and Saturday night, as this is when Shabbat (the Sabbath) takes places. Starbucks would also have to ensure that all food and beverages sold, complied with “kosher[?]” laws.

  2. TASTES
Different countries have different tastes; items which may be immensely popular in one country may not be wanted by the customers of another. Taste variations between nationals occur for a number of reasons including cultural and religious reasons, as well as the climate of a country[?]. It influences Starbucks because it means that their menu must be flexible enough to appeal to a countries individual tastes. For example, if Starbucks were to expand into Iceland, the menu would need to be altered to contain predominantly hot items to suit local tastes, heavily resultant from the nation’s climate.

2. FINANCIAL INFLUENCES
There are numerous financial influences upon Starbucks, two of which include overseas borrowing and interest rates.

  1. OVERSEAS BORROWING
If Starbucks were to access global markets for capital, this would

influence them both positively and negatively. For example, if Starbucks were to invest in a country with a low exchange rate, this would positively influence them by decreasing the level of interest which they are required to pay[?]. However, if the interest rates of this country were to rise rapidly, it would negatively influence Starbucks by destroying the previous benefits associated with borrowing in the country. Furthermore, if Starbucks were to invest in a country with high levels of foreign debt, and the country is unable to repay these debts, exchange controls are likely to be instituted by the country[?], restricting the flow of money back to Starbucks.

  2. INTEREST RATES
An interest rate refers to the price of credit; it is the payments made by Starbucks for the use of a lenders funds[?]. The interest rates of a country of which Starbucks is borrowing from, has a great influence over them. For example, if Starbucks were to borrow from a country with high interest rates, this would negatively influence them by increasing the costs associated with servicing the loan. High interest rates also indirectly influence Starbucks because they slow economic growth, meaning that they may be forced to postpone or abandon expansion plans, consumer spending will fall and Starbuck’s bad debts are likely to increase[?].

3. POLITICAL INFLUENCES
International politics, including international organizations and trade agreements greatly affect and govern the operations of Starbucks and any global business.

  1. INTERNATIONAL ORGANIZATIONS: THE INTERNATIONAL MONETARY FUND
This organization provides financial

support for countries which have trade problems, although its support is linked to measures which the countries who benefit from its support must take in order to rectify their problems. It is an important stabilizing factor in the global financial sector.
Although it does not influence Starbucks directly, it positively influences their expansion potential. For example, Starbucks would find themselves with a greater number of foreign markets to penetrate, if IMF were to provide financial assistance for a country, on the basis that they remove barriers to trade. In 1995, Mexico received an IMF-sponsoreed rescue package, as did a number of South-East Asian countries in 1997 and 1998[?]. This influenced Starbucks as resultantly, they were provided with the opportunity to expand into these nations, whereas before, it would have been perceived as being too risky.

  1. THE WORLD BANK
The World Bank provides long-term capital investment and aid programs which help infrastructure development, particularly in developing nations[?]. Alike to the IMF, the World Bank has an indirect influence over Starbucks. For example, it provides more expansion opportunities for Starbucks by funding its projects and providing loans for countries which would not have otherwise been considered for investment, due to the high risks involved.

Secondly, the World Bank’s funding of infrastructure projects in developing regions has a flow-on effect for Starbucks and other businesses who export and invest into these nations. Better transport and good handling facilities allow’s Starbucks to distribute goods to customers of the host-national

more efficiently.

  2. TRADE AGREEMENTS - THE GENERAL AGREEMENT ON TARIFFS AND TRADE (GATT)
A trade agreement is a negotiated relationship between countries that regulates trade between them[?]. GATT is a recognition of the interrelationship of trading operations which exist within the global trading environments. The objective of the agreement is the incremental reduction of tariffs[?]. GATT influences Starbucks because the agreement lifts trading restrictions, therefore allowing Starbucks to engage in more extensive global-trading activities. For example, at the GATT talks in December 1993, South Korea announced that it intended to lift some of the countries restrictions on international trade; it would totally lift restrictions on the number of stores permitted to one retailer and maximum floor space restrictions[?]. (Business Korea, 1994) This allowed Starbucks to penetrate the South Korean market and establish the sixty-nine retail outlets which are evident today, without size restrictions.

4. LEGAL INFLUENCES
The legal system of a country refers to the laws, or rules, that regulate behaviour and the procedures used to enforce the law[?]. Dispute resolution mechanisms including arbitration and intellectual property are two legal factors which influence Starbucks.

  1. DISPUTE RESOLUTIONS – ARBITRATED SOLUTIONS
Arbitration is the process which involves the settlement of a dispute before an impartial umpire, such as a judge[?]. Engaging in the arbitration process influences Starbucks in a number of ways. For example, it influences the business because the outcome of the arbitration process is binding

upon them under the United Nations Convention on the Recognition and Enforcement of Foreign Arbital Awards. Using arbitration as a mechanism of dispute resolution, instead of using litigation also influences Starbucks because it is both cheaper and less time consuming than litigation.

  2. INTELLECTUAL PROPERTY – TRADE MARKS
A trademark is a brand name or design that is officially registered. It comprises of things such as headings, names, signatures, brands and aspects of packaging[?]. Trademarks influence Starbucks in numerous ways. For example, the registration of their own trademark influences them because it protects them against other people dressing up their goods/services to appear as if they are provided by Starbucks. Alternatively, trade marks also influence Starbucks because it means that they cannot legally use a design which is already registered by another business.

  4. ANALYSIS OF THE EMPLOYMENT SYSTEMS STARBUCKS COULD USE
When determining the best candidate for a management position, the decision and ultimate choice depends upon the attitude of Starbuck’s top management. Such attitudes can be divided into three categories; ethnocentric, polycentric and geocentric.

  1. THE ETHNOCENTRIC SYSTEM OF EMPLOYMENT
Under this system, the management positions of a foreign-based Starbucks subsidiary are exclusively filled by the parent-companies personnel[?]. For example, if Starbucks were to penetrate the Japanese market using this staffing system, all key management positions would be filled by American personnel from the Starbucks headquarters in North America and the positions would not 

be made available to a Japanese national.

There are numerous possible implications associated with the use of this employment system:

▪ The system allows Starbucks to coordinate its home and overseas businesses under one, centralized, global or regional management structure[?].
▪ The influence of foreign cultures is ignored and the Starbucks subsidiary retains a highly American business culture.
▪ The staffing system may reduce sales, as a result of Starbucks being unable to adequately understand or meet the specific tastes and preferences of a foreign market.
▪ It may facilitate an arrogant public image of Starbucks in a subsidiary nation, as the use of the system implies that American knowledge, style and management is superior to that of the host.
▪ Foreign managers are given little autonomy as strategic decisions are made at Starbucks headquarters, leading to a culture of inflexibility and even divisions between the home and host countries[?]. (TEXT)

  2. THE POLYCENTRIC SYSTEM OF EMPLOYMENT

This staffing system gives preference to the host nation over the parent-company nation in filling managerial positions, based on the belief that local-managers (host-country nationals) are most familiar with the tastes and preferences of the market and thus, are in the best position to reach it[?]. For example, if Starbucks were to penetrate the Japanese market using this staffing system, highest preference would be allocated to a Japanese manager, as he/she would be most knowledgeable about the specificities of Japanese eating, including the fact that they do not usually purchase “take-away” items, but

rather, sit down to consume their meal/beverage.

There are numerous implications associated with the use of this employment system:

    ▪ It may increase sales as the staffing system allows Starbucks to accurately meet the specific needs/tastes of a foreign market.
    ▪ Subsidiaries are given a relatively large degree of autonomy to make decisions so local market desires are met[?].
    ▪ Resentment may be felt by local managers, in the knowledge that their job prospects are limited to top positions within the subsidiaries; they will never be offered an overseas promotional position, as parent company nationals are considered more suitable for these positions.

  3. GEOMETRIC SYSTEM OF EMPLOYMENT

Under this system, a manager is appointed on the basis of their ability, not nationality[?]. Thus it is also a system which places foreigners and local managers on equal thresholds. If Starbucks were to use this staffing system, they would have to adopt selection practices to suit different cultures, whilst maintaining their worldwide policies and identity[?].

For example, if this system of employment was utilized by Starbucks in its expansion into Japan, applicants from around the world could apply for the position and no applicant would receive priority over another (in relation to their geographical location at least). The manager would be chosen solely upon their abilities.

The main implications associated with this system is that it allows the best man to be chosen for the job, thus allowing Starbucks to more easily increase productivity.

  5. CONCLUSION

This report has demonstrated that various

financial, legal, political and social/cultural factors continue to influence Starbucks, both positively and negatively in their operations. An analysis of the three employment systems available for use by Starbucks has also highlighted the numerous implications and consequences of each system’s use. Indicating from their international targets, Starbucks Coffee Co, one of the world’s   most familiar brands will only continue to globally expand. It’s flat organizational structure is one significant contributor to the achievement of these global goals.
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