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[bookmark: _Toc498557744]Executive Summary
This report will:
· Identify the strategy adopted by Starbucks 
· Explain how Starbucks achieved the strategy adopted
· Show an evaluation to recognize the advantage and limitations of this strategy in the current environment 
· Offer recommendations based on the findings at the end.
All information in this report was collected from Starbucks office website, textbooks, magazine and academic journals.

This report found Starbucks use the differentiation strategy form Porter’s Generic Strategies. And Starbucks use some ways to achieve this strategy such as：
· Innovate products and its supply chain
· improve customer loyalty and make rational use of customer's brand perception.
· Distribution channels also help Starbucks make more profit.

And there are some advantages of this strategy in the current environment such as:
· Low employee turnover of valued and highly motivated employees.
· Market leader in the coffee industry and has a strong financial foundation.

And there are some limitations of this strategy in the current environment such as:
· Risk of limitation usually manifested as substitution and duplication. 
· Higher cost will lose some customers. 

The recommendations which can affect Starbucks performance are:
· Continue to maintain this unique customer experience and provide a better customer impression.
· Increase the development of the Chinese market.
· Abandon all low-end consumers.

1.0 [bookmark: _Toc498557745]Introduction 
1.1 [bookmark: _Toc498557746]Background of Starbucks 
Starbucks is a coffee company which started its journey from a single store in 1971. In that year, three teachers (the English teacher-Jerry Baldwin, Writer-Gordon Bowker and History teacher-Zev Siegel) opened a store by name the Star Bucks Coffee. The three founders want to bring the best coffee and tea to people and aimed at providing coffee to large number of restaurants and bars (Starbucks.com,2010)
In 1980, Howard Schultz joined Starbucks as the director of retail operations and marketing. He has a lot of ideas, and the biggest one was in 1983 when he was on a business trip to Milan in Italy. He notices that every bar had a different ambiance and own style when he walked down some local bars. And then he realized that there was something missing at Starbucks and suggested to founders of Starbucks to provide fresh coffee, cappuccino and espresso to customers. (Starbucks.com, 2010)
In 1990, Company expands at Seattle headquarters and adds resources to open new roasting plants. By the end of year 1992, Starbucks had build 165 outlets. And in 1995, Starbucks had established its name and stand in the market opening the 676th store. After 1996, Starbucks has over 3300 stores and by the last quarter of 2008 the total international stores reached 5113 and 11567 stores in the United States. (Starbucks.com,2010)
1.2 [bookmark: _Toc498557747]Objectives
This report will:
· Identify the strategy adopted by Starbucks 
· Explain how Starbucks achieved the strategy adopted
· Show an evaluation to recognize the advantage and limitations of this strategy in the current environment 
· Offer recommendations based on the findings at the end
1.3 [bookmark: _Toc498557748]Business level Strategy
Johnson et al. (2009, p. 298) defines strategy as
 ‘the direction and scope of an organization over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations’.
There are three levels which strategy exist within an organization, Corporate-level Strategy, Business-level Strategy and Operation Strategies. Business-level strategy use the company's resources to gain a competitive advantage. (Hooley, Pierey, and Nicoulaud, 2015)
The right strategy for an organization is through analysis of the resources it owns and the results of market research. (Thompson, and Martin, 2012)
1.4 [bookmark: _Toc498557749]Competitive Advantage 
According to Porter, M E value proposition is important when understanding competitive advantage. If the value proposition is effective, that is, that the value proposition offers clients better and greater value, it can produce a competitive advantage in either the product or service. The value proposition can increase customer expectations and choices. (Porter, 2004)
1.5 [bookmark: _Toc498557750]Porter’s Generic Strategy
About Porter’s Generic Strategy, there are three types strategies can be applied to products or services in all industries, and to organizations of all sizes. Porter called these cost leadership, Differentiation and Focus. He then subdivided the Focus strategy into two parts such as Cost Focus and Differentiation Focus. (Porter, 1947) This strategy described how a company pursues competitive advantage across its chosen market scope. (Johnson, Scholes, and Whittington, 2015) And these are shown in Figure 1 below 
[image: C:\Users\86932\Documents\Tencent Files\869324705\FileRecv\MobileFile\Image\5_%Z62~@8C2]`(2V]{NAU%7.png]
2.0 [bookmark: _Toc498557751]Main Findings
Starbucks Coffee Company’s generic strategy is responsible for its emphasis on specialty coffee products. And use Competitive Advantage to differentiate themselves form competitor such as Costa. In the case of Starbucks, Company emphasizes the continuous penetration of the characteristic products into the market while providing these products to customers in various market segments. For instance, Starbucks uses its sustainable and responsible sourcing policy to differentiate its products from competitors. And Starbucks Coffee emphasizes ambiance need warm friendly. It means generic strategy is also manifested in the company’s culture. Special products will give businesses a special market, if the product has successfully attracted customers, it will bring the advantages of differentiation. (Drummond, Ensor and Ashford, 2007)
2.1 [bookmark: _Toc498557752]Differentiation Strategy
The differentiation strategy is an approach that a business takes to develop a unique product or service that customers will find better than or in another way distinctive from product or services offered by competitors. This strategy can help firm to distinguish itself from the competition. If successful, it allows the business the opportunity to charge a premium for the good or service. But organization need encounters higher costs to offer the unique product or service. (Dickinson, 1993)
There are many ways to implement a differentiation strategy: design or brand image, technical features, look and feel, customer service, distribution network and more. Ideally, the company differentiates itself in several ways. It should be emphasized that differentiation strategy does not mean that companies can ignore the cost, but cost is not the primary strategic goal of the company at this time. (McNamara, Moreton and Newton, 1996)
2.2 [bookmark: _Toc498557753]Starbucks’ Differentiation Strategy
Starbucks attention to special coffee is easy to distinguish from other cafes. And differentiation generic strategy also extends to other areas of the business. For example, Starbucks uses its sustainable and responsible sourcing policy to differentiate its product from competitors.
Differentiated Strategy Stories Starbucks needs constant innovation to maintain long-term differentiation. While competitors also want to differentiate, this generic strategy is likely to lose its effect. To solve this problem, Starbucks must constantly innovate its product mix and supply chain.
2.2.1 [bookmark: _Toc498557754]Innovate products and its supply chain
A new product could bring more new customers to company. Starbucks Coffee Company Launches New Flavors of "Flavored Flavor" Red Bottled Frappuccino ™ - Strawberry Cheese Milk Fragrance in China. This is Starbucks tailor-made for the Chinese consumers the first new taste of ready-to-drink coffee, but also the first time Starbucks "seasonally defined drinks," the concept of hand-brewed drinks from the Starbucks stores into the bottled ready-to-drink coffee drinks. (David Hanson, 2016)
Strawberry Cheese Milk Fragrance Bottled Frappuccino ™ is the first festival we've presented to Chinese consumers since the launch of 'China Flavors' Frappuccino ™. Hopefully, this red bottled Frappuccino ™, designed specifically for holiday festivals, will create more holiday surprises for coffee lovers in China and allow them to connect with each other outside the Starbucks stores to enjoy more exciting festivals anytime, anywhere Experience. (David Hanson, 2016) This news reflects the ability of Starbucks Coffee to innovate products, not only to meet the needs of consumers in time to reflect the differences with other cafes. Very good to achieve a differentiated strategy.
2.2.2 [bookmark: _Toc498557755]Brand perception
Brand perception is the customer's impression of a brand and evaluation. Is when the customer saw the brand, the brand's opinion. Different customer experience lead to image differentiation. Good customer experience can increase customer loyalty. (Miller & Muir, 2005)
As the fastest-growing global second-largest market for Starbucks, China represents the most important and exciting opportunity for us. (Schultz, 2016) For 17 years, Starbucks has been deeply loved by Chinese customers and has gradually become part of people’s daily lives. Over the years, the unique Starbucks experience has made Starbucks the favorite social gathering place for Chinese customers. In the eyes of many customers, think of Starbucks will feel not only drink delicious coffee there, but also for some business exchange or social gathering. This is the impression that Starbucks gives customers, and it is this unique experience that increases customer loyalty. Customer perception of other coffee shops is generally the place to drink coffee, so Starbucks successfully demonstrated the difference. Differentiation achieved through brand perception. 
2.2.3 [bookmark: _Toc498557756]Distribution channels 
Starbucks uses multiple distribution channels for its specialty products, for example, they import and process coffee and then sell and use their own brands in their own stores. Starbucks hopes to maintain its coffee quality by replenishing its supply chain with actual growers. And in doing so, Starbucks is also committed to gaining the expertise and good relationships with coffee growers. In addition, Starbucks entered into distribution agreements with office coffee suppliers, hotels and airlines. By using multiple distribution channels, companies have access to a broader market. A variety of distribution channels to achieve differentiation. (Kivi, 2011)   
2.3 [bookmark: _Toc498557757]Evaluation
Any strategy has unique advantages and limitations. Suitable for business strategy will also bring some problems to the enterprise. The differentiation strategy for Starbucks lists the strengths and limitations of strategy implementation
2.3.1 [bookmark: _Toc498557758]Strengths of Differentiation Strategy 
2.3.1.1 Low employee turnover of valued and highly motivated employees
Employees in Starbucks are motivated to work. They are very satisfied and loyal to their employer. With the recent announcement of Aon Hewitt's "Best Employers in China 2017", Starbucks, with its outstanding performance in employee engagement, employer branding, leadership and corporate performance culture, Winning the award, won the third time. "Love, Humanities, Opportunities" is the first word that every new employee partner has come into since the beginning of Starbucks. It is also the core culture that Starbucks is dedicated to creating for each partner. (Wang, 2017)
Starbucks treats employees as partners rather than subordinates. Dedicated to making employees feel the feeling of home. It led to a high level of employee motivation and low employee turnover of valued.

2.3.1.2 Market leader in the coffee industry and has a strong financial foundation
Within the differentiation strategy an organization can become market leader in one industry. Starbucks also can become market leader in the coffee industry and has a strong financial foundation. Differentiation strategies not only set Starbucks customer loyalty to the business, but also made it a powerful impediment to business entry. The characteristics of existing products, types and established credibility of the goods can reduce the entry point of the product market, making it difficult for potential entrants to intervene

2.3.2 [bookmark: _Toc498557759]Limitations of a Differentiation Strategy
2.3.2.1 Risk of Limitation in Starbucks 
Enterprises that use differentiation strategies also have some limitations. Whenever an enterprise launches a new product, it is an opportunity to make more profits, but it also has some limitations, usually manifested as substitution and duplication. Generally, occurs when competitors find another competitive advantage and use similar resources to achieve this competitive advantage. (Johnson, Scholes and Whittington, 1993)
Paul Smith, president of Costa Asia, announced that the number of Costa stores by 2018 will reach 2,500 and take away 1/3 of the market share of the Chinese coffee chain. Currently on the Chinese market, Costa has adopted "personal" tactics, with almost every store close to Starbucks. Costa in China to use personal tactics, so that not only saves the cost of market analysis and inspection costs, but also virtue of Starbucks in the minds of consumers preconceived position, improve their visibility. (Smith, 2017)

2.3.2.2 Higher Cost 
Companies that use differentiation strategies can get very high-quality products with unique product characteristics, but with higher product costs, which results in a much higher price for their products than the same type of product. Excessive price may lose some customers. The high cost of Starbucks led to companies have to use pricing strategies to raise prices, Starbucks eventually led to the decision to give up some low-end consumer groups, which is a limitation of differentiation strategy
3.0 [bookmark: _Toc498557760]Conclusion
Through using differentiation strategy, Starbucks achieved competitive advantage in the coffee market. And become the market leader in this industry. Starbucks will continue to gain more customer loyalty, and more markets will be developed.
Starbucks have used the differentiation by Innovate products and its supply chain and improve customer loyalty and make rational use of customer's brand perception. Good distribution channels also help Starbucks make more profit.
Differentiation strategy let Starbucks meet advantage such as low employee turnover of valued and highly motivated employees. Also let Starbuck become market leader in the coffee industry and has a strong financial foundation
Differentiation also has limitations for Starbucks, there are risk of limitation usually manifested as substitution and duplication and higher cost will lose some customers.

4.0 [bookmark: _Toc498557761]Recommendations
· Continue to maintain this unique customer experience and provide a better customer impression.
· Increase the development of the Chinese market.
· Abandon all low-end consumers.
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