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1.0 - Introduction

1.1- What is Strategy?
	‘The term ‘strategy’ has been used for thousands of years and has typically been linked with military planning and tactics, but strategies can equally apply to organisations’. (Jeffs, 2008). Johnson et al (2014) describes strategy as being the long- term direction an organisation wants to take, however white (2004) takes provides a more detailed definition, stating that strategy is ‘a coordinated series of actions which involve the deployment of resources to which one has access for the achievement of a given purpose’. 

1.2 - Company Background 

Starbucks is a multinational corporation, based in Seattle that is a premium roaster, retailer and marketer. It provides a variety of products, including over 30 blends and single origin coffees, a variety of beverages, including a plethora of coffees, teas and smoothies, various foods, including sandwiches, cakes, pastries and salads, as well as a variety of merchandise consisting of brewing equipment, mugs, accessories, books and gifts. Products offered are sold at the company retail shops, wholefood stores and other outlets. 
Farr (2017) states that Starbucks was started in 1971 by Zev Siegl, Jerry Baldwin and Gordon Bowker and opened their first store in Pike Place Market in Seattle. During its first decade, Starbucks sold only coffee beans but opened their first coffee bar in 1984. Today, according to starbucks.com, Starbucks operates in over 70 different countries and as of 2015 owns 22,519 stores. According to Nasdaq.com (2017), Starbucks reported revenues of $21,315,900 (million US Dollars) for the October fiscal year end of 2016, giving an 11% increase from FY end, 2015. 





2.0 - Main Findings 

2.1 - General Overview of Appropriate Strategy 
	To achieve competitive advantage, organisations are often positioned the Generic Strategy Framework, developed by Michael Porter. ‘This generic strategy can be one of, or a combination of, three types – cost leadership, Differentiation and focus.’ (Stonehouse, 2004). These aspects are visualy represented in the form of a table:

[image: http://4.bp.blogspot.com/-VVOOS3OeOe4/TgCCa438f_I/AAAAAAAAAAw/dyFpZ78y6Ic/s1600/StratISTh2.gif]
                                                            Figure 1: http://strategy-models.blogspot.co.uk


Geereddy (2013) states that a key factor in Starbucks’ strategy is through differentiation. Differentiation is defined by capsim.com (2015) as being a method used by companies to develop unique products from its competitors to engage customers. Stonehouse (2004) suggests this can be achieved through a variety of ways, including distinctive branding, technical superiority, quality, packaging, distribution, image and aftersales service. Stonehouse (2004) states that the aim for differentiation is to allow a company to charge higher prices by reducing the price elasticity of demand without making significant reductions to the products demand. These differences presented between a company and its competitors may be real, or it may be perception by customers.




Amandahaleonline.com (2013) states that Starbucks has a broad range of products but serves a market defined by coffee drinkers, offering a variety of coffee beverages with a number of separate options which can be loosely tailored to a customers’ needs. Geereddy (2013) states that ‘differentiators such as premium product mix, locations, Coffee Beverages, reputation and supreme customer service that translated to building a premium valued brand which is costly to imitate for competitors’. 
 
There are a variety of factors that are integrated into the Starbucks strategy to make this possible. Dudovskiy (2017) suggests four pillars to Starbucks’ successful strategy 
· “Third Place Experience” - Where Starbucks has become a third place for people to visit when not at home or work, where they can relax, see friends, read and work.
· “High Quality Coffee” – Through differentiation, Starbucks offers quality coffee and excellent service at premium prices; 
· “International Market Expansion”- Dudovskiy (2017) states that Starbucks Focus throh expansion into emerging countries is a key strategy, increasing revenue from China/ Asia pacific has increased the global market segment from 7% in 2015 to 14% in 2016.
· “Integration of Technology”, where Starbucks is introducing new technology, such as the launch of a mobile order and pay app, cutting service lines.
	
	










2.2 - Starbucks Strategy Analysis 

2.2 a – PESTLE Analysis 
	A PESTLE analysis will be conducted to analyse the external environment of Starbucks. A PESTLE Analysis identifies the Political, Economic, Sociocultural, Technological, Legal and Ecological factors ‘within their environment that could have an impact on their operations.’ (FME 2013). 
Political 
· According to businessteacher.org.uk, the political climate of Starbucks has been tumultuous, being previously blamed for violation of wage and hour laws. Class action lawsuits have been issued for improper denial of overtime pay. Although denying the claims, Starbucks agreed to an $18 million (US Dollars) settlement. 
· Managementstudyguide.com state that a key issue within the political climate of Starbucks is over the sourcing of raw materials. Starbucks is keen to adhere to regulations regarding the sourcing of raw materials as well as conformance to “Fair Trade” policies.
· Both pestleanalysis.com (2015) and managementstudyguide.com state that an important factor are regulatory pressures from the home market in the US. ‘Multinationals based in the US are now subject to greater scrutiny of the business processes. The company must monitor political stability within the country as well.’ (pestleanalysis.com, 2015).
Economic
· Businessinsider.org.uk states that Starbucks should be mindful in regard to possible changing import laws on materials such as coffee from various countries.
· Managementstudyguide.com suggest that, like many other companies, an economic driver for Starbucks is the 2008 recession. However, customers maintain the same level of consumption of coffee but are changing to cheaper alternatives. This presents both a threat and opportunity for Starbucks.
· Starbucks should be aware of and learn from events such as rising inflation and global recession and should plan for others that may loom on the horizon.




Socio-Cultural 
· Pestleanalysis.com (2015) states that one of the main challenges that Starbucks will face is the decrease in spending by the baby boomer generation and the rise in spending from generation X and the millennial generation. 
· Edwards (2017) states that factors such as the recession leaving stagnant growth has set the current millennial generation to be earning less than previous generations. This generational, financial gap between Baby Boomer and Millennial means that companies such as Starbucks has to prepare for an increased number of customers with lower income. 
Technological
· Starbucks has been at the forefront of technology integration. As mentioned previously, Starbucks has introduced an app to order a product and then notified when the product is ready, to reduce lines in store.
· Starbucks also offers free Wi-Fi to customers at all of its outlets.
Legal 
· Care must be taken by Starbucks to ensure no laws regarding raw materials are broken as well as laws in the home market.
· Pestleanalysis.com (2015) states that regulations by health authorities in regard to coffee consumption and ingredients must be upheld.
Environmental 
· Starbucks uses a vast amount of resources for its products, with gmoinside.org (2015) stating that, for example, Starbucks is one of the biggest purchasers of milk in the US, spending $140 million (US Dollars) each year. Starbucks need to be aware of the potential environmental cost of such a vast resource requirement.
· Lubin (2014) states that Starbucks has fallen behind previously in its environmental goals, reducing energy consumption by only 7.1% between 2008 – 2013 from its original goal of 25% by 2015. Likewise, concerns have been made about non – recyclable cups and lack of recycling amenities at Starbucks. Starbucks.com have talked in deeper detail about their renewed focus on the environment and have included changes such as creating “greener” stores, reducing waste, reducing water consumption, introducing recyclable cups and introducing strategies to assist famers mitigate climate change.


2.2 b – Five Forces 
A Five Forces analysis will now be conducted on Starbucks. ‘The Objective of such an analysis is to investigate how the organisation needs to form its strategy to develop opportunities in its environment and protect itself against competition and other threats.’ (Lynch, 2015). The five forces include:
· The bargaining power of suppliers
· The bargaining power of buyers
· The threat of potential new entrants 
· The threat of substitutes 
· [image: https://cdn-media-2.lifehack.org/wp-content/files/2017/04/04012033/five-forces-diagram.jpg]The extent of competitive rivalry 



Figure 2 Porters 5 forces, lifehack.org








The Bargaining Power of Suppliers: Low – Moderate.
· Crowe (2010) states that most coffee shops buy unroasted, green coffee beans from broker, farms, estates etc, premium coffee companies import Arabica beans. The farms that supply these beans rely heavily on these types of companies and do not possess much bargaining power. 
· Geeredy (2013) states that Starbucks superior power over these small farms means that it can take full advantage, but would compromise its fair-trade policy, giving suppliers small amounts of power.


[bookmark: _GoBack]The Bargaining Power of Buyers: Low – Moderate 
· Geeredy (2013) states that there are many buyers in the industry but no single one can demand price concession. 
· Larson (2008) states that the power of buyers plays an important role in desirability from an investment standpoint. The majority buyer power came from individual consumers and don’t buy in large volume or at one time. This reduces the buyer power within the industry. 
· However, as highlighted by Crowe (2010) and Geeredy (2013) there are no switching costs for customers and can easily change between one coffee shop and another, as well as this, customers are presented with a large number of alternatives.
The Threat of New Entrants: Low – Moderate 
· Geeredy (2013) suggests that threats are moderate due to low barriers of entry into the industry, whilst this is true, Crowe (2010) argues that due to Starbucks size in scope of differentiation, replicating and competing with Starbucks reduces the threat.
· At localised levels, smaller, independent coffee shops can compete with large coffee giants such as Starbucks.
· However, Crowe (2010) states that quick service industries such as McDonalds have branched out into speciality coffees and possess spill-overs from an already established customer base. 
The Threat of Substitutes: High
· Customers have the option of purchasing lower priced, possibly lower quality products from coffee vendors and stores. Alternatively, customers may choose to brew their own coffee.
· Quick service companies such as McDonalds offer speciality, supposed high quality coffee at lower prices.
· Geeredy (2013) suggests there is also the threat of substitutes from alternative beverages to coffee such as tea, fruit juices, and energy drinks, whilst other establishments such as pubs and, bars and restaurants may offer non-alcoholic alternatives.
The Extent of Competitive Rivalry 
· Geeredy (2013) states that due to both Starbucks and close competitors having large market shares in the industry, this creates significant pressure on Starbucks.
· Crowe (2010) states that due to the industry reaching the mature stages of its lifecycle, companies are competing ever more fiercely for market dominance.
· Companies such as McDonalds are beginning to branch further into speciality coffees at lower cost, presenting new rivals for already established companies such as Starbucks.
2.2 c – SWOT Analysis 
A SWOT analysis is also essential to this report. Hooley et al (2008) states that the purpose of a SWOT is twofold:
· It can identify external and internal factors that may affect the organisation and its markets, whilst providing an executive summary of key issues.
· By aligning strengths and weaknesses with opportunities and threats, strategy formulation can be achieved. 
Strengths
· Marketline (2017) identifies using technology to build a robust channel strategy as a key strength. Traditionally, the company has four distribution channels; company- operated stores, licensed stores, CPG (Consumer Packaged Goods) and food service operations, however it has recently been expanding these channels into internet and mobile applications, such as the ‘Mobile Order and Pay’ app. 
· The premium quality of coffee distinguishes Starbucks amongst competition. Geeredy (2013) states that the quality of its coffee is of upmost importance.
· The location of stores as well as its attractiveness to its customers is a major strength for Starbucks. Greeredy (2013) states that Starbucks targets high traffic and highly visible locations within a plethora of settings, including high streets, office buildings, campuses and rural “off high-way” locations. The stores have modern, contemporary styles whilst keeping a warm relaxed feeling throughout its many stores.
· Geeredy (2013) argues that Starbucks has garnered a cult status, evidently due to its customer loyalty, helped by loyalty programs and reward schemes. Additional increases in ‘cult status’ may be due to Starbucks increased dedication to sustainability.








 Weaknesses 
· Geeredy (2013) states a negative aspect of differentiation, and in the case of Starbucks, products are expensive. As mentioned in the PESTLE analysis, it is easy for customers to switch between different companies and beverages to suit, especially within times of economic hardship.
· Marketline (2017) highlights a string of product recalls which could hurt the brand and present a significant weakness. Some examples of this include: recalling food items due to undeclared allergy ingredients, contaminations, and recalls due to risk of burn and laceration.
· Self-cannibalisation due to sheer volume of stores
· Negative brand image and press from subjects such as lack of sustainable initiatives and ‘have to invest in corporate social responsibility activates and maintain tight control over labor practices.’ (Geeredy, 2013).
Opportunities 
· Starbucks has been focusing on expanding into emerging markets, in particular, China and India. Geeredy (2013) states that the increase of saturation and self-cannibalisation has made this necessary. Marketline (2017) states that the fast-growing economy of china and the presence of a middle class has presented a demand for companies like Starbucks in those countries.
· Marketline (2017) suggest that Starbucks has the opportunity, within the US to expand further into the food and restaurant industry. ‘The restaurant-and-foodservice sales are estimated to reach nearly $800 billion in 2017’ (Marketline, 2017). With an already well-established and loyal customer base, expanding further into the food industry is evidently a viable option.
· Geeredy (2013) states that the retail product potential has not yet been fully realised.
· The ever- growing capabilities of technology present many continuous, innovative ideas that could help Starbucks engage customers in a variety of ways. Starbucks has already began expanding into this field, further potential will present itself.
Threats 
· Geeredy (2013) argues that the biggest threat to Starbucks, especially within a maturing industry is increased pressure from competitors such McDonalds, Costa, Dunkin Donuts etc.
· Continuous fluctuations in the global economy present threat to all of Starbucks operations.
· Geeredy (2013) argues that changes in lifestyle to healthier ones, as well as the potential for the coffee culture to die out presents real threat for Starbucks within the future.
· relied on products such as arabica beans may be affected by the rise of global warming, as well as other factors such as other natural disasters, crop diseases and volatile economies. 
3.0 - Conclusion 
It is clear throughout this report that it is there are a variety of factors that contribute to the success of Starbucks. One major factor in its success is the strong brand image and culture that comes with it. Consumers have proven tie and time again to use Starbucks, regardless of premium pricing due to the refined experience they offer, i.e., ‘great customer service, status, luxury, relaxation with a specialty cup of coffee’. (Geeredy 2013).
 These elements have allowed Starbucks to build a strong differentiation strategy. However, this differentiation has presents potential difficulty expanding into developing markets which should be addressed. Increased effort should be applied to sustainability efforts. As society becomes more aware and active toward global warming and sustainability, it is imperative that Starbucks, as a leading brand, not just adhere to sustainability policies but innovate upon them as well. 













4.0 – Recommendations
· With growing potential to move further into emerging markets, Starbucks must take care to integrate their stores properly into these countries by allowing a degree of autonomy; tailoring its shops to the local culture of the country it resides in.
· It is important that Starbucks does not alienate potential customers in emerging markets, or customers who may have lower incomes. It is advisable that Starbucks look into expanding for a variety of income levels
· Starbucks must further its commitment to sustainability. Rising in effort for sustainability technology and commodities makes this possible. For example, a company in California, named Full Cycle Bioplastics has recently developed a technology that can convert any organic waste into a fully biodegradable plastic called polyhydroxyalkanoate (PHA). It does not use GMOs or expensive lab equipment and organic waste is everywhere. This means it can be a cheap alternative to environmentally costly, one use, oil-based plastics. Integrating this kind of technology into various Starbucks products could potentially make real difference.
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