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[bookmark: _Toc373090074]Executive Summary

[bookmark: _GoBack]This report will focus on Starbucks, which is a multi national coffee chain that saw its expansion from Seattle in the 1980’s under Howard Schultz and Kevin Johnson supervision, it will show how they have expanded to nearly 75 countries worldwide, while continually innovating their products and in how consumers purchase their products, while examine their efforts to engage in environmental and community initiatives. 
This report is to examine what strategic direction Starbucks taken, and will look at various aspects of the company to see said direction. This will involve looking at its sales growth and how its been improving, how it has targeted certain markets, how its competing against rivals in a saturated market. It will use Porters Generic Strategy, namely the Differentiation model for these aspects, and detailing how Starbucks have been implanting it to great effect, but also look at the shortfalls of the strategy, such as being somewhat outdated in some aspects. It will then perform a SWOT analysis on Starbucks and examine all aspects of the company, such as the high prices being a weakness, while the loyal consumer base they enjoy being a strength. This report will then conclude that Starbucks are currently at the forefront of innovations, but could perhaps move into the Cost leadership strategy aspect of Porters model, that would be able to generate even more sales for them. 









[bookmark: _Toc373090075]Introduction.

This report will first focus on the background of Starbucks, detailing its growth, it will then move on to defining major concepts of them, while outlining the core model this report will use to examine Starbucks strategy. It will then aim to discuss the implementation of said strategy, while reviewing the advantages and disadvantages of it. The report will then move on to review Starbucks strategic plans though a SWOT analysis, while finally concluding with recommendations on how the model used and Starbucks in general could be improved. 















[bookmark: _Toc373090076]Background of the organisation 

Starbucks originally first started business in Seattle, Washington, America. By opening its first store there in 1971. The company was founded by Howard Schultz(Chairman) and Kevin Johnson (CEO), initially Starbucks struggled to make a name for itself in the coffee industry, with lackluster results when expanding into the greater United States and Canada in the 1980’s, but found more success with its market entry into California in the 1990’s. Koehn, (2011) 
The company distinguishes and markets itself on being the leader of the second wave coffee practice, which is focusing on the taste, quality and overall customer service experience its venues provide. After gaining prominence in America, Starbucks focused its attention on Europe and other Countries. Japan was the first place for Starbucks international Ventures, with them opening a store there in 1996. 2 years later they entered the European market by acquiring 65 Seattle Coffee Company stores in the United Kingdom. As Seattle Coffee Company shared a similar consumer base to Starbucks; it allowed them to have little trouble moving into the European coffee market, this led to overseas ventures now accounting to nearly one third of its stores. (Starbucks, 2017)














Presently Starbucks has expanded its operation to over 75 counties, spread out over North America, Asia Pacific, EMEA and Latin America, although they are still headquartered in Seattle. These areas are what Starbucks breaks up into reportable segments. Starbucks currently employs over 250,000 people over 25,000 stores and has a annual revenue of around US$21,315.9 million 2016, which was an 11.2% increase in comparison to 2015’s figures. Starbucks also increased its operating  margin from 19% to 20%, while decreasing its net margin from 14% to 14% from 2015 to 2016. (Marketline, 2017)
Starbucks has recently become one of the standout organisations that fails to pay the appreciate amount of tax in the United Kingdom, with them being described as paying as little as 8.2 million for its first 14 years of operation in UK, this is in comparison to the profit of over 3 billion in that same period. (Davies, 2017)
This has led to negative outlook and scoring on a recent survey done on big corporations in the UK with Starbucks in particular seeing a decrease of 11 points from 58 in 2016 to 47 in 2017 for fairness, ethics and transparency in that category, this is despite Starbucks increasing its tax payouts in recent years, this can be shown that this practice will have a lingering effect for an extended period of time. (Chapman, 2017)
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Starbucks Strategy.

Starbucks main strategy could be suggested to be convenience and culture, namely Starbucks will purchase pre-existing coffee chains in a new area to already have a foothold, Starbucks also try to offer individuality, examples of this can be seen with the naming of the customer on orders, they also sell music and food. All of these factors show that Starbucks strategy is to sell and emotional experience that adds brand value and loyalty, with Starbucks founder Howard Schultz stating that he build the company on the premise of somewhere that educates customers on fine coffee and amazing customer service. (Thompson, Scott and Martin, 2017)

Competitive Advantages.

Starbucks main reason for its continued growth year after year, is its openness to 
To adapt and innovate its product line and market strategy, an example of this can be found in the introduction of new products on a regular base, which usually amount to many more visits to their stores. Starbucks, also adapts to its marketed consumers, such as being able to expand in and thrive in China, a primarily tea drinking market, they also take opportunities in to capitalise on ceetain demographics such as consumers who are lactose intolerant, thus they introduced almond and coconut milk as alternatives. These tactics could be suggested to be giving them competitive advantages due to nearly 49% of Americans that do not consume dairy products. (Forbes, 2016)

The model that will be used is Porters Generic Strategy. This model segments three approaches organisations should take when focusing on their strategy. These are Cost Leadership, Differentiation and Focus. Cost Leadership entails that organisations become dominant by having lower costs than their competitors, but still making profitable returns. Differentiation is about being innovative and creating unique marketing approaches for a business, while Focus is about combining the previous two such as a unique low price product. Porter finally states that only one of these models should be focused on in an organisation. (Porter, 2008)

Kim, et al, (2004) argues that although these strategies are still applicable to a degree, with the implementation of the digital age and companies that entirely operate online, that these models are somewhat outdated and for modern companies to be more successful they need to combine elements of both cost leadership and differentiation in their approach. 
[image: ]Miller, (1992) also suggests that Porters statement that companies can no longer thrive in the middle, Miller argues that some organisations are perfectly capable of staying in the middle and making a profit, he states that these unique companies can make a mark by combining both cost and differential advantages

[bookmark: _Toc373090078]Figure 2.1

Porters Generic Strategy: Available at https://books.google.co.uk/books?id=Hn1kNE0OcGsC&printsec=frontcover&dq=porter%27s+generic+strategies&hl=en&sa=X&ved=0ahUKEwiSpcT_vdXXAhUCtRoKHSlfBLMQ6AEIKDAA#v=onepage&q=porter's%20generic%20strategies&f=false











[bookmark: _Toc373090079]Main Body

To best gauge Starbucks strategy, while assessing competition is to perform a SWOT analysis on them. 

Strengths 

Firstly the main strengths of Starbucks are their easily recognised brand image, their logo and their marketing. These factors contribute to distinguishing Starbucks from other chains and due to their copyrights stops any of competitors trying to infringe on them. Also, as mentioned earlier Starbucks always make strides to place their stores in easily accessible areas to maximise selling power and awareness. Finally Starbucks have massive brand loyalty due to the unique experience they offer. (Koehn. Besharov. and Miller, 2008).


Weaknesses

The first aspect that could be discussed as a weakness to them is their pricing, as it is above standard for the industry, also with their dramatic expansion Starbucks could be suggested to have lost some of the unique selling points of their stores such as losing a lot of individuality of said stores just for the sake of expansion thus causing them to re-think their strategy in how future establishments will be designed. (Aiello, G. and Dickinson, G. 2014)

Opportunities

Starbucks have taken initiatives to implement new technological advances in how consumers purchases their products such as voice ordering that will allow them to order by voice via their app or by working with Amazon to have it work on their now voice operated Alexa device. (Wallstreet Journal, 2017)
Starbucks have also launched ready brewed coffee that can be bought from stores worldwide, thus opening selling opportunities worldwide.

Threats 

There are many competitors when it comes to the coffee market, thus this can create a barrier to Starbucks expansion. Also with the rising popularity of fast food coffee chains and companies like McDonald’s using additional finances to directly compete with them. Also according (Auch-Roy, 2004), consumers are becoming increasingly more health conscious, so this could lead to them potentially drinking less caffeine. (Close, 2016)

As mentioned earlier from the unique way Starbucks have marketed themselves, it could be suggested that they have adopted the differentiation component of Porters Generic Strategy. Porter, 1980 states that even if an organisation has a large amount of strengths and weaknesses against another, there is still only two types of advantages it can have, which is low cost or differentiation, thus the importance of any strength and weakness is relevant to any cost or differentiation. Porter then states that these two factors come from an organisations structure and how well they are addressing the five forces over competitors. Finally porter states that the main tenants of a differentiation strategy is that a company aims to unique in its given industry and along with characteristics that will be valued by the buyer, thus the company will strive to meet said consumers needs, which will allow them to meet those values. This can negate needing to be a cost leader in that particular industry. (Porter,2008)

Thompson, et al, (2009) outlines and adds information to the differentiation strategy in that he states the intended consumer bases should not be price conscious, the chosen market should be oversaturated or competitive, but the intended consumers should be very specific needs and wants, which may not be getting met. He also states that the company needs to have unique resources to meet these demands, while making it difficult to imitate them. Thompson finally sates that successful differentiation can be shown when a consumer is paying an above industry standard price for their product, or when the organisation has a loyal brand following. For the differentiation strategy to work, the additional price of the product needs to outweigh the additional expense used in it acquisition. Starbucks could be suggested to have shown they have achieved this strategy perfectly.   
[bookmark: _Toc373090080]Implementation of Porters Generic Strategy.

Starbucks can first be suggested to be using the differentiation part of Porters strategy as they focus on providing and maintaining consumers with a unique experience in their establishments. Starbucks first do this by offering premium quality drinks and food that they advertise as being high quality, thus Starbucks brand equity is created on selling said products, while providing customers with a unique experience in their establishments due to good customer service and clean and well run stores that provide relaxing atmospheres for said customers.  All of these factors have helped create a loyal consumer base (Geereddy, 2016)

Other examples of Starbucks using the Differentiation strategy is their ability to analyse their consumer bases and lifestyle methods that allows key innovation when it comes to ordering from some of their stores. An example would be the implementation of the their smartphone application that allows time constrained customers to order and pay for their goods on the application and then pick them up from the nearest store. (Williams, 2015)
The app has been a success for the company with over 11 million people signed and using it, which equates to about 26% of purchases being made with the app in 2016. (BI Intelligence, 2016)

Starbucks also manages to resonate with its modern consumer’s ideals by focusing on environmentally friendly practices; this can be shown in their corporate social responsibility initiative. Starbucks in particular focus on three areas, which are, Community, Ethical Sourcing and the Environment. Starbucks can be shown to be helping local communities as they will partner with community based nonprofit organisations based locally, and attempt to help meet the needs of said organisations, they will also donate a small percentage of their profits to the nonprofits they are partnered with, In regards to Ethical Sourcing and the Environment. (Starbucks, 2017)
Starbucks always attempts to make sure their supplies are ethically produced and purchased. Finally Starbucks tries to be environmentally friendly by building special stores with the intention of them focusing on recycling and conserving water, while focusing on current climate change issues this can be suggested to be an effective differentiation strategy when it comes to marketing their product as Darrell Rigby, S
Tager, (2008) suggests sustainability practices are the next big focal point for businesses, thus potentially showing that Starbucks are ahead of other large chain coffee companies (Rigby and Tager, 2008)


[bookmark: _Toc373090081]Advantages And Disadvantages of Strategy.

There are many positives for a differentiation strategy, with namely one being that companies can charge a premium for their product and still have a lot of faith in its selling power due to the strong brand identity they might possess. Another advantage is the high price of their products can be used on the consumers too, due to them cornering market niche. Finally due to the market niche and strong brand identity, the organisation will have a loyal consumer base that will help alleviate any market downturns in the future, as their product will still sell regardless. (Porter, 2008)

Pretorius, (2008) suggested that Porters Generic Strategy, can sometimes not be enough for organisations, especially if they are struggling, as he claims that the model assumes the organisations is functioning without any problems in the competitive environment. In particular if a company leader is facing a difficult turnaround situation that will be include complex factors being involved, then he states that the model is not efficient for dealing with such scenarios. 
Another negative of the porters strategy is that if companies do not strongly identify with on of the three models then they can become stuck in the middle, this as suggested by Hill and Jones, (2012) is when a company ends up having no consistent strategy and poor performance while same industry competition increases. This can happen specifically to differentiation strategies that do not predict competitor’s actions who might enter the market with either more specialised products or similar, but lower priced, which means companies following the differentiation strategy model must be willing to invest large amount of money to stay innovative. (Hill and Jones, 2012)



[bookmark: _Toc373090082]Recommendations.

Although Starbucks following the differential strategy of porter’s model makes sense due to the unique experience they can offer, Starbucks perhaps needs to look at combining it with a cost leadership part. This has been discussed to be possible now, and that companies can flourish being stuck in in the middle. This could help in the increasingly volatile economy modern organisation are in, with which perhaps help Starbucks reach their projected growth (BBC, 2016)



[bookmark: _Toc373090083]Conclusion.

From this report, it can be concluded that Starbucks seem to be on the right direction following the differentiation model as all the evidence seems to suggest that every new method or platform they sell their products on seems to be a resounding success. This is mostly down to having an extremely loyal and ever expanding customer base, although for Porters model itself, while still incredibly effective, seems to be somewhat outdated in todays digital age with a multitude of authors now confident that organisations can now pursue both cost leadership and differentiation models at the same time and be successful stuck in the middle. 
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