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Starbucks Stock – Buy or Sell?
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1. Background

For the Spring class of Strategic Management my team has recently conducted a profound analysis of the coffee industry in general and Starbucks in particular.
The study focused on external factors, such as the competitive landscape, as well as company specific factors, such as an internal SWOT analysis and a value chain analysis. Having all this information available I pursued the idea of applying the 
ANP – Model Approach to determine whether or not the Starbucks stock would be a good investment.
As an exact prediction of the future share price seemed too difficult I rather wanted to give a suggestion, comparable to an analyst’s rating – therefore my alternatives included:
1. Strong Buy

2. Buy

3. Hold

4. Sell

5. Strong Sell

In order to build the model, the BOCR (Benefits, Opportunities, Costs, Risks) was chosen as this is similar to the SWOT (Strengths, Weaknesses, Opportunities, Threats) Approach and the available data could therefore easily be transformed into data for the decision model.
The goal of this analysis was to determine whether or not the collected data in the study for Strategic Management and its implications for a rating of the Starbucks stock would be in line with the rating of professional analysts that was obtained from finance.yahoo.com.  
2. The model
For an evaluation of the alternatives, an ANP model with the following parts was developed:
1. Strategic criteria: Stock Price Increase, Amounts of dividends paid annually

2. Alternatives: Strong Buy, Buy, Hold, Sell, Strong Sell

3. Model Structure: BOCR – Approach and each one was subdivided into Financials and Strategy
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2.1 Strategic criteria:
For the evaluation of the attractiveness of an investment into Starbucks, two strategic criteria were considered – the Increase in Stock Price and the Amount of Dividends Paid annually. As the increase in the stock price reflects the main objective, it was much more important than the amounts of dividends. Nevertheless the dividends cannot be neglected as they usually represent a very certain revenue stream. Therefore the priorities for the strategic criteria looked the following:
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2.2 Model Structure 
For the model the BOCR (Benefits, Opportunities, Costs, Risks) Approach was applied. Each of the four elements had a subnet with the two control criteria “Financials” and “Strategy”, as can be seen in the following screenshot for Benefits:
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The subnet under each control criteria then contained further criteria and the alternatives were then pair wise compared with regard to these criteria. An overview on all criteria is provided in the following table:

	
	Control Criteria
	Criteria

	Benefits
	Financials
	Strength of Balance Sheet

	
	
	Growth Rate

	
	
	Cash Flow from Operations

	
	
	Debt/Equity Ratio

	
	
	Net Income

	
	
	Market Share

	
	Strategy
	International Diversity

	
	
	Uniqueness of Offer

	
	
	Public Image

	
	
	Bargaining Power (Procurement)

	
	
	Efficiency of Operations

	
	
	Brand Management

	
	
	Skill/Satisfaction of Employees

	Opportunities
	Financials
	Acquisition of Competitor

Acquisition of non-food Company

	
	
	Diversification via Investments

	
	Strategy
	New Technologies (Coffee Pods)

	
	
	Alliance Partners (PepsiCo)

	
	
	Expansion into Asia

	
	
	Change in demand patterns

	Costs
	Financials
	Capital Intensity

	
	
	Profit Margins compared to industry

	
	Strategy
	Licensing Agreements

	
	
	Reliance on US Market

	Risks
	Financials
	Currency Risk

	
	
	Margin Deterioration

	
	
	Volatility of Raw Material Prices

	
	Strategy
	Substitutes (Instant Coffee)

	
	
	Strategic Actions by Competitors

	
	
	Health Trends

	
	
	Starbucks Image


3. Results

After all pair wise comparisons had been done, the results for each of the four parts of the BOCR Approach – Benefits, Opportunities, Costs and Risks – were obtained and can be seen in the following screen shots:

3.1 Benefits:
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As can be seen from the chart, “Strong Buy” is the preferred alternative for Benefits, followed by “Buy”

3.2 Opportunities:
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As can be seen from the chart, “Strong Buy” is also the preferred alternative for Opportunities, again followed by “Buy”

3.3 Costs:
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Looking at Costs, 

“Strong Sell” represents the most costs, followed by “Sell”.

3.4 Risks:
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Looking at Risks, 

“Strong Sell” is also the most risky alternative, again followed by “Sell”.

3.5 Ratings Table:
As the Benefits, Costs, Opportunities and Risks had to be linked to the strategic Criteria – Stock Price Increase and Amounts of Dividends paid – a Ratings Table had to be created. The impact of the four alternatives – Benefits, Costs, Opportunities and Risks – on the two strategic criteria could either be very high, high, medium or low. During my research I found out that Starbucks has never paid any dividends – as I did not expect this corporate strategy to change, the impact of the four alternatives on “Amounts of Dividends paid” was considered to be low.
A screenshot of the ratings table with the resulting priorities can be seen below:
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3.6 Final Results:
Having connected the BOCR Model with the strategic Criteria, the final results could be obtained:
3.6.1 Additive (negative):
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Applying the additive (negative) formula, it can be seen, that “Strong Buy” is by far the preferred alternative, followed by “Buy” whereas especially “Sell” and “Strong Sell” are contrary to our objective of a good return on investment.

3.6.2 Additive (probabilistic):
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Applying the additive (probabilistic) formula, “Strong Buy” would still be the preferred alternative, but more closely followed by “Buy” and “Hold”.

The second overview can be much better used to apply an analyst’s rating approach. “Strong Buy” corresponds to a 1, “Buy” to a 2, “Hold” to a 3, “Sell” to a 4 and “Strong Sell” to a 5. Applying these ratings the overall average rating for an investment into the Starbucks stock is, as can be seen from the following table.

[image: image7.emf]Name Normals Rating weighted Rating

Buy 0.299146 2 0.5983

Hold 0.192358 3 0.5771

Sell 0.093989 4 0.3760

Strong Buy 0.39923 1 0.3992

Strong Sell 0.015276 5 0.0764

Overall Rating: 2.0269


The overall recommendation would therefore be “Buy” – this may be contrary to the statement that the preferred alternative is “Strong Buy”, but it is only on first glance. At second glance it makes sense, as the overall rating also takes into account the weighted ratings for all other alternatives (Buy, Hold, Sell and Strong Sell).
The overall rating of 2.03 is relatively close to the analyst rating of 1.9 that can be found at finance.yahoo.com (see screenshot):
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This difference may be due to better information analysts possess. Furthermore, as can be seen in the screenshot, the rating has just been improved by 0.1 point compared to the week before where it was very close to the outcome of my model. 
4. Sensitivity Analysis

In this section it will be analyzed if different priorities for Benefits, Opportunities, Costs and Risks would have changed the final results. Basically this analysis can be compared to a risk profile analysis of an investor. Some possible investors might not agree with my priorities for Benefits, Opportunities, Costs and Risks, as their risk tolerance may be different and this might have resulted in a different outcome. 
4.1 Benefits
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As can be seen in the chart, regardless of the priority for Benefits “Strong Buy” will always be the preferred alternative, followed by “Buy” and “Hold”. As the priority of Benefits increases the resulting gap between the alternatives increases as well. 

4.2 Opportunities
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The sensitivity analysis for Opportunities reveals the same picture as for Benefits, only the slope of the alternatives is not as steep. Regardless of the priority of Opportunities “Strong Buy” is always the preferred alternative, followed by “Buy” and “Hold”.
4.3 Costs
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The Sensitivity Analysis for Costs shows again that “Strong Buy” is overall the preferred alternative. Nevertheless, as the priority of Costs increases, the gap to “Buy” and “Hold” gets smaller and smaller.
4.4 Risks
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The Sensitivity Analysis for Risks only confirms again what has already been seen – “Strong Buy” is the overall preferred alternative. But as the priority of Risks increases “Strong Buy” and “Buy” are nearly equal and “Hold” also catches up significantly.
Overall the Sensitivity Analysis has confirmed that “Strong Buy” is the preferred alternative. Nevertheless, especially Costs and Risks have shown that the gap to “Buy” and “Hold” is not that big, thereby confirming that the overall rating of “Buy” (taken Costs and Risks into account) is the most considerate suggestion.
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