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Abstract 
This research starts with an overview of the current state of Chinese coffee market. The 
existing unreasonable market structure encourages us to explore both domestic and 
foreign retailers, so we take Luckin Coffee as Chinese domestic coffee retailers and 
Starbucks as foreign coffee retailers for example. The paper first uses SWOT analysis, 
studies the internal strengths and weaknesses, external opportunities, and threats of the 
two coffee retailers. Then we focus on analysing enterprises' internal environments and 
business conditions using 4P marketing theory. The retailers could learn other 
competitors’ strategies from different aspects. Therefore, some suggestions are put 
forward on marketing strategies for domestic coffee brands, which has reference 
significance for the construction and development of Chinese domestic coffee brands. 
Finally, the paper proposes the possible future developments of the Chinese coffee 
market. 
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1. Introduction 

1.1. Background 
For a long time, local coffee brands have been struggling to survive in the gap due to the small 
market size and the monopoly of foreign giants. Despite the lack of well-known brands and little 
attention from the capital, the coffee market in China's first and second-tier cities has been 
almost occupied by outsiders. With the help of mobile Internet and capital, local coffee brands 
have once again come back to people's attention. 
Luckin Coffee [1], the largest Chinese coffee company and coffeehouse chain, was founded in 
Beijing in 2017. As a representative enterprise among new retail coffee companies, Luckin 
Coffee has created a national coffee brand with an estimated value of 2.2 billion dollars in just 
one year since its establishment. Physical stores are also expanding rapidly. In 2018, Luckin 
Coffee opened more than 2,000 coffee shops in China, with total revenue of 763 million yuan. 
At the same time, there are also obvious disadvantages. For example, the marketing strategy of 
rapidly occupying the market share through early subsidies has made the cost of the company 
too high, resulting in a loss of more than 900 million yuan. 
Starbucks [2], founded in Seattle, Washington, the USA in 1971, is the largest coffee chain in the 
world. By the beginning of 2020, the company had operated more than 30,000 stores in more 
than 70 countries worldwide. 
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1.2. Current state of Chinese coffee market 
It shows a fast coffee market growth in China. In recent years, both the production and 
consumption of coffee in China have been growing at double-digit rates and shows few signs of 
slowing. According to statistics, the annual growth rate of coffee consumption in China is 15%-
20%, while the global growth rate is 2%. As China's economy continues to grow and its 
consumer base of disposable income expands, so does the demand for coffee. The existence of 
coffee shops is no longer a novelty but an essential feature of the urban landscape. While China 
is still a major tea drinker, the country's taste for coffee is growing rapidly, which could have a 
major impact on world markets. 
The existing market structure is unreasonable, and there is potential for consumption 
upgrading. Globally, fresh ground coffee accounted for 87% of the coffee market, while instant 
coffee accounted for less than 13%; while Chinese instant coffee accounted for 84% and freshly 
ground only 16%. Due to long-term historic influence factors such as tea culture and Chinese 
diet structure, Chinese coffee consumption market has not yet fully opened up. However, coffee 
consumption is showing a positive trend, so Chinese coffee market is still full of imagination. 
Though there is a large coffee market in china, choices are few. In 1999, Starbucks opened its 
first store in Beijing, the coffee chain essentially faced no serious competition in China in the 
early years. Starbucks effectively established itself as a daily routine for white-collar consumers. 
At one point Starbucks controlled 80 percent of the market, which is unreasonable, within this 
huge market, and only one choice for consumers. Thus, this current situation gives 
opportunities for many domestic coffee retailers like Luckin Coffee to enter into this blue ocean. 

2. Methodology 

2.1. SWOT Analysis 
2.1.1. For Luckin Coffee: 
I) Strengths-- Product pricing strategy is reasonable: lower price, wider audience; The brand 
name is well designed; Good brand communication effect. 
II) Weaknesses-- Profit model has potential risk: The subsidy makes consumers rely on it; Once 
the subsidy is removed later, brand loyalty remains to be investigated; Poor quality cognition. 
III) Opportunities-- The Chinese coffee market is growing rapidly; Increasing per capita income 
increases demand. 
IV) Threats-- Monopoly and marginalization of industry giants such as Starbucks; The rising 
cost of coffee and dairy products. 
2.1.2. For Starbucks: 
I) Strengths-- Internationally known, strong, valuable brand; High-profit margin and solid 
financial position; High quality of coffee and service experience; Customer services and brand 
positioning; High accessibility in every neighborhood. 
II) Weaknesses-- Overly dependent on standard drinks, no adjustment to local preferences; 
More expensive price than competitors; Slower expansion in 2nd and 3rd tier city; Imitable 
products and competitive advantage. 
III) Opportunities-- Diversification of business; Increased focus on organizational ethical 
behavior; New adjustments to the local preferences; Reforming the pricing structure; 
Technology innovation and new growth platform. 
IV) Threats--Supply and price of products are subject to significant volatility; Dramatic increase 
in coffee beans costs; Decline in consumption of coffee due to health concerns; Emergence of 
direct and indirect competition. 
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2.2. 4P Analysis 
2.2.1. Promotion 
One of Luckin's selling points is digital marketing. Consumers can only order coffee through the 
app on their smartphone and have it delivered to their door or picked up at a store. Customers 
no longer have to wait in line to order coffee. Also, digital marketing created a customer 
database for Luckin. The company could just look through the data and knowing what products 
customers like to order so that the company could make adjustments to their decisions. 
Luckin Coffee, as a domestic coffee retailer brand, knows influencer advertising is a more 
common and effective way in the Chinese market. They use posters of Chinese celebrities as the 
brand ambassadors, holding the “blue cups” in places that people always be, like most elevators 
in office buildings and apartments [3]. This could help the company reach more potential 
customers and set their target at white collars. 
Technology is the key to Luckin Coffee. The company hopes to use customers themselves to do 
the advertising, so they infiltrate social media friends’ circles on WeChat and Weibo. Customers 
who sign up for an account on the Luckin application get a free coffee coupon. Additionally, they 
get another free coffee coupon if they successfully refer the application to a friend. Therefore, 
each free coffee represents a newly registered user [4].  
Luckin Coffee has established for a very short period in contrast to Starbucks. Starbucks was 
established in 1971 in the US and entered the Chinese market in 1998. Since coffee was not as 
popular as nowadays. Starbucks almost monopolized the Chinese coffee market. Starbucks 
worked hard to promote and maintain brand awareness. Local customers would always think 
about Starbucks when they decide to buy a cup of coffee, therefore Starbucks does not need as 
much advertisement as Luckin does. After realizing online ordering is becoming the trend of all 
business retailers, Starbucks also created its customer loyalty application. It plays a big role in 
implementing sales promotions. Customers register the membership and collect stars and earn 
more rewards with every purchase with Starbucks. The rewards can give people free drinks, 
free birthday cakes, and customized drinks. Seasonal sales also play an important part in the 
promotion. Starbucks implements seasonal and holiday drinks with specially designed cups on 
regular basis. 

 
Figure1: Monthly active users of Luckin and Starbucks APP from January 2019 to April 2020 
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However, the application is not well developed as Luckin’s application, it always broke down 
and customers need to reorder their items with a cashier in stores. 
As shown in Figure 1, since 2019, the monthly active users (MAU) of the Luckin coffee mobile 
App has gradually increased, and gradually opened the gap with Starbucks. In February 2020, 
due to the impact of the pandemic, the services of various platforms were affected, and the 
monthly living scale dropped sharply. However, with the improvement of the epidemic 
situation and the resumption of social and economic production, each platform began to enter 
the recovery stage in March 2020. In contrast, the monthly active users of Starbucks have not 
recovered to the average level in 2019, while Luckin coffee has recovered to the average level 
in 2019. 
2.2.2. Product 
Since the establishment, Luckin Coffee has formed a “blue partner” alliance with six famous 
international suppliers, the world’s top coffee machine manufacturers Schaerer and Franke, the 
world’s century-old syrup brand Fabbri 1905, the world’s largest dairy company Fonterra, the 
world’s top third green coffee bean trader Mitsui & Co., and one of Asia’s largest professional 
coffee roasters Yuan, to build the upstream supply chain. Compared with westerners' 
preference for light-roasted coffee with a heavy sour taste, Luckin coffee has chosen a medium-
depth roasting method with rich and strong taste according to the taste preference of local. 
Starbucks tries to maintain good relationships with the coffee growers themselves. They need 
to maintain the quality of their coffee by working back up the supply chain to the actual growers. 
This has resulted in a sufficient cost reduction and effectively bypassing much of the middle 
market. Starbucks sells coffee, tea, and other beverages and a variety of fresh food items, 
including snacks, sandwiches, and cakes. Also, Starbucks Corporation sells merchandise 
products such as coffee- and tea-brewing equipment, Verismo® System by Starbucks, mugs and 
accessories, packaged goods, books, and gifts. 
 Unlike Starbucks, Luckin Coffee focuses more on drinks. According to the Chinese tradition of 
drinking tea, they created its tea brand, Xiaolu Tea which contains a series of drinks with 
Dahongpao tea leaves (famous Chinese black tea) as the tea base and mixes it with milk, boba, 
and other stuff, attracts a wide range of customers as young age people and even non-coffee 
drinkers. 
From the feedbacks of Luckin Coffee customers, the taste of Luckin products is not consistent 
in different stores. However, Starbucks never had the same problem. Starbucks has positioned 
itself as the best coffee brand around the world. Therefore, they have a strictly unified 
standardized process to make sure that no matter where you are, the taste is always the same. 
2.2.3. Price 
Luckin Coffee has the almost lowest price of coffee products in the Chinese market. One of the 
reasons is they have a lower cost. Starbucks incurs high costs because it set up big stores in 
central locations. On the other hand, the majority of Luckin’s stores are pick-up and delivery 
stores. However, Luckin has few stores where you can socialize and drink coffee. By focusing 
on pick-up and delivery, operational costs and rental fees are greatly reduced and there is no 
need to pay for cashiers and extra staff salary [5]. 
Starbucks sets a high price of products to separate from the competitor’s cheap products and 
reinforce the premium image of their brand and products. Starbucks uses a value-based pricing 
method to maximize profits and they set a reasonable price to attract customers willing to pay. 
Because Starbucks is positioned itself as a luxury brand in the coffee industry, setting a high 
price is accepted by most customers. Starbucks coffee maintains a fairly inelastic demand curve, 
and a small price increase can have a huge impact on their sales. Also, Starbucks raises the price 
of a tall size coffee to make customers buy a larger size coffee. 
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Luckin Coffee often has heavy discounts on their products, like buy 2 get 3 free or buy 5 get 5 
free deals are very regular. These types of promotional discounts cater excellently to a group of 
friends or co-workers, who see the average price for one cup of coffee drop to around 10-20 
yuan ($1.5-$3) [6]. Starbucks never had discounts like Luckin, but Starbucks sell membership 
cards to customers. A membership card for 88-yuan, three free coffee coupons, one free 
breakfast coupon, and one cup size upgrading coupon. 
2.2.4. Place 
Luckin Coffee has four types of stores:  
I) Fast-food stores: simple matching scenes, pick-up, delivery; 
II) Take-away kitchen stores: pick-up, delivery; 
III) Enjoyment stores: rich scenes, dining, delivery; 
IV) Flagship stores: rich scenes, dining, delivery.  
At present, most of them are fast-food shops and take-out kitchen shops, which are equipped 
with simple scenes and only provide take-out services. They are often located in some areas of 
office buildings or convenience stores, with a low initial investment, which is conducive to rapid 
expansion. Different from the traditional coffee industry, Luckin Coffee does not take the 
location in core business districts and large transportation hubs and establish eye-catching 
stores as the only choice but takes distribution efficiency and convenience of consumers as the 
basis for location. By collecting user data through its APP, Luckin Coffee can accurately find 
customers and open targeted stores, and match the purchase demand with the number of stores 
to achieve a marketing effect, high purchase volume, and high distribution efficiency. 

 
Figure2: Proportion of store layout 

 
Starbucks took the biggest market share since it had been rapidly opening new stores in first-
tier cities. However, in 2020, the total number of Luckin Coffee stores surpassed Starbucks. As 
represented in Figure 2, at the beginning of November 2019, Starbucks and Luckin coffee both 
had about 4,200 stores in China. But since then, Starbucks has only added about 100 stores, 
while Luckin coffee has added nearly 700. As of April 20, 2020, Luckin has 5,252 stores in China 
[7]. 



Volume 2 Issue 1, 2021 

DOI: 10.6981/FEM.202101_2(1).0013 

83 

Frontiers in Economics and Management 

ISSN: 2692-7608 

Besides, as shown in Figure 2, Luckin Coffee stores are mainly concentrated in third-tier cities, 
and office workers who have no time to enjoy coffee in stores, therefore, has also promoted the 
development of take-out services. While Starbucks stores are mainly concentrated in first-tier 
cities. It is aimed at customers who want to enjoy coffee breaks or have leisure time. They can 
sit in the store and enjoy coffee. This is also consistent with why the price of Luckin coffee is 
lower. 

3. Discussion 

Through the analysis, it can be roughly concluded that Luckin Coffee has the typical 
characteristics of internet companies:  
I) Take-out coffee needs to rely on the mobile Internet, especially the dividend of mobile 
payment. 
II) Relying on low prices and subsidies for strategic losses to expand quickly and seize the 
market: For the first nine months of 2018, Luckin had cumulative revenue of 375 million-yuan, 
gross profit of -433 million yuan, and a net loss of 857 million yuan. 
III) Pay attention to the scale and efficiency of expansion, relative neglect of quality: In more 
than a year, Luckin coffee has built more than 2,000 stores in China. 
IV) Extreme dependence on capital transfusion: On April 15, 2018, Luckin announced the 
completion of an angel round of tens of millions of yuan; In July 2018, the company completed 
A series A financing round of $200 million. In December 2018, the company completed a $200 
million Series B financing round. The three rounds of financing totalled more than $400 million. 
V) Dozen young brand: Luckin's target market is office workers and students who like their 
coffee to go or delivered to their homes. 
VI) Promotion focusing on internet social media, as WeChat and Weibo. Customers themselves 
serve as the advertisement. 
Does Starbucks have a “moat”? Yes, its biggest “moat” is its number of stores and its brand 
recognition as a household name throughout the world and even in the Chinese market. It 
focuses on comfort, not speed, and convenience, but the high-end coffee market. Its premium 
brand is rarely matched by rivals, which can be regarded as its “moat”. 
In other words, the reason why Starbucks has not been popular in the Chinese market owing to 
the Chinese market of coffee consumption culture's lack of popularity (relative to Europe and 
the United States, Japan, and South Korea). According to relevant data show that average coffee 
consumption in China is about 4 to 5 cups per person, compared with 300 to 700 cups in the 
United States and other Western countries. It is precisely because the coffee consumption 
culture has not been cultivated that the Chinese market. Compared with the global market, the 
Chinese coffee market has a huge growth space, and this space needs to enter the middle and 
low-end market to attract new consumer groups, to drive the growth of the consumer market. 
This gives the Luckins chances. 
From a product perspective, the coffee market has always been ambiguous in terms of the user 
experience on the product side -- how good coffee tastes, and by what criteria? Starbucks has 
not extended this awareness to the general consumer. However, whether the coffee of 
Starbucks is the best to drink or whether it should crush other categories in taste has no concept 
in the mind of consumers, especially Chinese consumers who lack the cultural background of 
coffee consumption, and it cannot be universally recognized. This might be the cleverness of 
Luckin Coffee’s strategy. Whether coffee tastes good or not has not been formed a unified 
standard in the public mind in China, so it is possible to play with cheaper products and the 
cost-effectiveness competing with Starbucks.  
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So, we see Luckin Coffee advocating the idea that “good coffee isn't expensive”. For its part, 
Starbucks has failed to inculcate the taste and standard of coffee into the general public after 
developing in the Chinese market for so many years. This may be the failure of Starbucks in 
marketing, but it also gives Luckins opportunities.  

4. Conclusion 

In the current Chinese coffee market, it can be said that Starbucks and Luckin coffee are equally 
anxious and face huge challenges. The anxiety for Starbucks is that Luckin, after all, is taking 
away the customer base that once belonged to Starbucks and squeezing the profits out of the 
coffee market. But Starbucks does not have an effective defence strategy at the moment so that 
it can only watch its rivals get stronger. However, Luckin's pitfalls are also clear: the speed of 
capital burning, patience, and the difficulty of making sustainable profits. With the expansion 
of stores, the cost of manpower, water, and electricity, rent, management, marketing, 
equipment depreciation cost, marketing, and subsidy cost under the store scale will rise on a 
large scale. It needs continuous financing to continue its scale and try to balance revenue and 
expenditure. The robustness of the capital chain becomes very critical. Under the competition 
of industry giants like Starbucks, the long-term strategic loss war of attrition for several years 
cannot be fought. 
Therefore, the key problem for Luckins to solve is to upgrade the coffee quality. Whether a 
popular and successful coffee brand could be formed in the Chinese coffee market highly 
depends on whether the coffee can be truly satisfying to consumers, and then the rate of 
consumer’s re-purchase increases, without relying on subsidies.  

5. Prospects 

Therefore, we forecast the future development of domestic retailers represented by Luckin 
Coffee. 
The number of stores will be gradually decreasing. In recent years, with the continuous 
development and maturity of take-out and the Internet industry, the consumption habits of 
domestic and foreign consumers on catering and even coffee have quietly changed, and self-
raising and take-out have become a new trend for consumers to buy coffee. At the end of 2017, 
the newly established Luckin Coffee opened a new retail model of online ordering and offline 
self-raising. In September 2018, Starbucks officially launched the take-out service "Special Star 
Delivery" in China; In October of the same year, Mai Coffee also launched a delivery service. In 
May 2019, Starbucks also launched the "Coffee Quick" service in China. Luckin coffee also has 
its online ordering APP at the beginning. In the future, coffee consumers will increasingly favour 
online consumption. 
Besides, the taste and form of coffee products are gradually diversified. At present, the main 
force in China's coffee consumption market is mainly young people, who dare to try new things. 
Therefore, a single coffee drink can't meet their long-term needs, and coffee brands need to 
innovate constantly, bring forth new ideas, and be good at creating coffee products with unique 
"selling points", to constantly "stimulate" consumers' desire to buy. With the continuous 
development of China's coffee market, it is believed that there will be more and more abundant 
coffee products in the market. Xiaolu tea introduced by Luckin company is an example. 
However, Luckin Coffee lacks best-selling products, which makes it difficult to breakthrough in 
the future market and tap the profit points. When Starbucks is mentioned, people may think of 
Frappuccino, but Luckin Coffee lacks such a drink, so it may not have a continuous flow. 
Finally, the online ordering makes coffee prices lower. Compared with shopping malls, online 
ordering requires lower cost, is not limited by the venue, and is more flexible, thus allowing 
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greater discounts on drinks. Therefore, online ordering APP is very popular in China. Previously, 
Luckin Coffee officially launched the "Unmanned Retail Strategy", making full use of the 
advantages of China's Internet development, and making coffee prices lower. Driven by Luckin 
Coffee, unmanned retail will become the new normal of coffee consumption. There is always 
some discount that Luckin Coffee brings to customers, such as "free voucher for new users", 
"50% discount coupon for food", and "50% discount coupon for drinks". 
To conclude, China's per capita coffee consumption is only 5 cups per person per year (20 cups 
in first-tier cities such as Beijing, Shanghai, and Guangzhou), compared with 300 cups in the 
United States and 360 cups in Japan. With such huge profits and so much room for growth, the 
Chinese coffee market is more acceptable than other successful retail chains. The final game 
here is not to compete with each other. To promote coffee consumption in China, we will see 
more innovative efforts to cultivate the "coffee pie" from these participants, local start-ups, and 
multinational giants [8]. 
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