1.0 Executive summary
This report will 
(1) Explain the meaning of “strategy” “competitive advantages” and “business level strategy”
(2) Identify the strategy adopted by Starbucks with Porter’s Generic Strategy
(3) Illustrate how this strategy apply to Starbucks
(4) Contrast the advantages and limitations of using this strategy
(5) Provide some recommendations aims to improve weakness and limitations of Starbucks.

The information comes from different channels which including website, textbooks and newspapers.
In order to make differentiation strategy, Starbucks adopted these methods:
(1) Price differentiation
(2) Service differentiation
(3) Product differentiation

This report needed to use critical thinking to analyse it, so there are some strengths and limitations for Starbucks to use this differentiation strategy.
The strengths including:
(1) Improve customers loyalty: Starbucks is a symbol to show their social position
(2) Improve staff loyalty: Starbucks treat every staff equally and friendly
(3) Improve the competitive ability: High quality coffee and New technology

The limitations including:
(1) Easily influenced by the economic environment: Economic environment changed frequently
(2) Easily be copied: There are many competitors to learn the management system and coffee style of Starbucks.
(3) Not concentrate on producing coffee: Customers think it not a company which produce coffee professional because it selling varieties of products not only coffee.

Recommendation
(1)	Make some innovation and create much different types of coffee
(2)	Concentrate on to make a quieter and relax atmosphere for customers to enjoy drinking high quality coffee









2.0 Introduction
Starbucks Coffee Company was established in 1971, which is the superior retailer and baker of selling premier special coffee. The retail products including 30 top types of coffee beans; handmade Espresso and several kinds of hot and cold coffee drinks; delicious cakes; coffee cups and varieties of coffee makers.（Starbucks, 2017)
The aim of Starbucks is to set up about 25000 multiple shops, just like Mcdonald’s, which owns 30000 multiple shops, established everywhere.（Starbucks, 2017)
The objectives of Starbucks is that “In the five years, there will increase to set up about 3000 shops in America and 1500 among it will established in America.” Starbucks also want to expand its scale and create 240 thousands positions for recruitment new staff around the world.（Starbucks, 2017)
The mission of Starbucks is “Inspire and breed humanistic spirit among each person, each cup and each community.”（Starbucks, 2017)
The vision of Starbucks is “creating the moment of inspiration” (Starbucks,2017)

2.1 Objectives
This report will explain the meaning of “strategy” “competitive advantages” and “business level strategy”
Identify the strategy adopted by Starbucks with Porter’s Generic Strategy
Illustrate how this strategy apply to Starbucks
Contrast the advantages and limitations of using this strategy
Provide some recommendations aims to improve weakness and limitations of Starbucks.
2.2 Business level strategy
Igor Ansoff (1965,p.39-40) demonstrated the concept of strategy as, “The common thread among the organization’s activities and product markets that defines the essential nature of business that the organization was or planned to be in future”.
Michael Porter (1996,p.61-78) has made invaluable findings to the development of the concept of strategy. He thinks general management is strategy, which he explained; “Developing and communicating the company’s unique position, making trade-offs, and forging fit among activities, strategic position is based on customers’ needs, customer’s accessibility, or the variety of a company’s products and services.” 

2.3 Competitive Advantage
The factor which let the company has the ability to compete better with competitors on the sustained basis which special for the satisfactions of customer needs. This leading theory and models of competitive advantage were demonstrated by Michael Porter in the 1980s. They have had an significant influence on market strategy and planning.
There are many sources of competitive advantage, among which are: Expenditure on advertising and sales promotion; Range and reach of channels of distribution; Research and development; The scale and efficiency of productive capacity; Powerful brand equity.( Doyle,2011)



2.4 Porter’s Generic Strategies

 








Generic strategies (cost leadership, differentiation and focus) are a parameter of choice for every firm; however, this choice is bounded by the size of the firm, industry and competitive analysis, and access to resources. (Porter,1990) As a result, small companies should only compete through focus strategy whereas bigger firms may choose cost leadership and differentiation (Wright, 1987).

Cost-leadership strategy refers to that it relates to gaining competitive advantages through lowest costs of production, removing costs from every link of the value chain. The product can be priced at a competitive parity and profit per product is lower (Porter,1990)

Differentiation strategy means that it relates to the creation of differentiated/more attractive products for different segments, charging customers with premium prices. (Porter,1990)

Focus strategy can be defined as it is related to focusing on a narrow and defined market segment. It means that it will be developed a uniquely low cost or well-specified product/service, generally with a strong brand loyalty among their customers. (Porter,1990)

2.5 Stuck in the middle
Michael Porter, in his book “Competitive Advantage: Creating and Sustaining Superior Performance”, has sorted generic strategy as three elements which are Cost Leadership, Differentiation and Focus. And these three elements can be explained in short respectively as minimizing the cost and thus the price, creating different service and products and customizing specific service and products for a segmented market.
However, some companies may be trapped in the “Stuck in the middle” condition, which refers to an organization has adopted multiple generic strategies but gains nothing effective and has no competitiveness. (Paul,2011) These organizations usually establish their competitive strategy along several directions and makes their strategy confusing, consequently, the organization can’t offer high value for money and distinctive product or service that they get from a differentiated business, and can’t offer the low price that came from buying from the cost leader. (Dess,1980)


3.0 Main Findings
3.1The strategy adopted by Starbucks
Differentiation strategies is achieved when a company offers a product or service which differentiates from other products available in the industry. Starbucks has adopted price, product and brand differentiation strategy, therefor, created difference against competitors like Costa and Nestle.

3.1.1 Price Differentiation 
The price of products in Starbucks is relatively higher than its counterpart in competitor companies. And people’s cognitive pricing means that the customer will judge the value of product by their subjective opinions according to the price of products. By doing marketing research of coffee’s price, Starbucks found that the acceptable price of a cup of coffee is £2 (Coffee Analysis, 2015) Several reasons for Starbucks’ continuing to sell their products with a higher price will be explained below:
Firstly, the price of Starbucks is associated with the company culture. The Starbucks devoted to create ‘the third space’ culture for people to relax and communication by providing live piano play, American classical background music and popular fashion magazines for customers. (Fioroni，2009）

Secondly, Starbucks delivered an idea of coffee as an affordable luxury and their major customer group are the white-collars who have stable income, knowledge and passions to life. Consuming in Starbucks is more like a symbol for their high sociocultural status, instead of the real needs for a cup of coffee.(Fioroni，2009）

Thirdly, high-price is rooted in their products with high quality. The cost of the sorted-out coffee beans, the spends on experiments of coffee flavor and well-trained staff are both lifting the price of the products. (Starbucks,2017)

3.1.2 Service differentiation 
Service differentiation means that the company will adopt some methods which are different from their competitors on service content, service channels and service-behaviors (Biazzo,2000). Starbucks’ service differentiation reflected in the following two key points: 

The High-quality management of shops
Most staff of Starbucks will work in the shops, the number of recruited new staff is about 7000 annually, therefore, how to use effectively of human resource and let them provide high different quality for customers benefits from the special managing system of Starbucks (Starbucks,2017). Firstly, Starbucks will provide line manager with compulsory lessons to build up their confidence and professional knowledge, like how to stay calm when solving with some emergent issues and help them release pressure from daily works. Secondly, aiming the middle manager, Starbucks will provide a chance for them to get together to take some lessons which are taught by the lecturer comes from Seattle, in order to learn how to have a healthy diet and how to exercise to release pressure. Thirdly, manager will have a communication with the partner in a fixed date face to face. In order to know their feelings and how their works going. Starbucks introduced a lesson which is called “The power of Unlocked Conversation” for manager to learn how to communicate with staff more effectively. So, Starbucks pay much attention on how to help a staff to grow up and promote better. Under such environment where staff are called buddies, the staff will feel more like at home, and they will provide higher quality service for customers.

Training for knowledge of coffee
The staff will learn the coffee knowledge for sharing opinions with staff and self-study. When new staff start the work, the new staff will accept the training came from the company about the source of the coffee bean, how to roast the coffee beans and how to brew it. After the training activities, new staff will accept an examine on their skills. After the fundamental training, staff can know more comprehensive knowledge about coffee from company’s internal documents.
Starbucks set up the channels for certification of “Master of coffee” and “Minister of coffee”, by competing the knowledge and skills of staff. Starbucks will select the champion to give them the two titles. (Starbucks,2017)
So, according to the management of shops and producing coffee, the service provided by Starbucks is unique and with high-quality.

3.1.3 Product differentiation
Special high quality Coffee bean
The major product of Starbucks is coffee, and the coffee bean is selected with high quality. Most of coffee beans are Arabica, which is a sort of coffee beans with higher quality when comparing with Robusta, and there are only have 3% high qualified Arabica coffee bean around the world can be used in Starbucks. (Valos,2005)

Coffee roasting technology
Although, some company will also purchase Arabic coffee beans, there is not a second company can compete with Starbucks, for the technology and knowledge Starbucks used to roast coffee beans are unique. 
Roasting is a strict process, it need control of time and temperature strictly. It means Starbucks will spend much time on roasting the coffee bean, which process will let the mellow, color and bitter of coffee come up. Professional coffee roaster created the unique software to help them control the procedure more accurately. Sometimes, in order to let different kinds of beans to have the best taste, Starbucks will mix them after they were roasted rather than mix them before baked. It will produce the special coffee taste.
In January in 2008, Starbucks create a new taste of coffee which both provide the black coffee and cream with sugar, and it satisfied the most customers. This product was called ‘Pike Place Roasted’.(Starbucks,2017)

Water 
The water used by Starbucks is special because the manager knew the purer water, the better coffee. TSD, which is the abbreviation of ‘Total Dissolved Solid’. It means that how many soluble things are in one liter water. When TSD is high than average level, coffee will not be extracted. In opposite, when TSD is low than average level, the coffee will become much bitter. In order to solve this problem, Starbucks input a water purifier which is called ‘VERPURE’ to ensure the high quality of coffee.( Oram,2015)

3.2 Strengths of Differentiation Strategy in Starbucks
3.2.1 Improve the customer loyalty
According to Griffin in (2013) said that “ Customer loyalty is their performance of a brand or company to purchase frequently.” There are many coffee shops, but some customers continued to purchase from Starbucks, because it displayed a delicate and modern lifestyle. Starbucks became a symbol for some customers to show their social state (Wen,2006). They prefer to purchase Starbucks over and over again, it means that the sales of Starbucks will ascend, it will benefit for profits of Starbucks. 

3.2.2 Improve the staff loyalty
In order to achieve service differentiation, Starbucks will provide more supports on staff training and promotion, therefore, staff will be more loyal and the human resource structure will be more stable. The loyalty of staff came from company’s culture and policies. Every staff in Starbucks will have opportunities to hold the Bean Stock. In 1991, the founder of Starbucks, Howard Schultz, set up this plan to encourage every staff to work harder. (Schmitt,1997 ) If the human resource structure was not stable, it means the new staff will make the “Job-Hopping”, under this situation, Starbucks will spend a lot to make some human resource activities, just like the recruitment, training new staff. Because of staff in Starbucks would like to work in Starbucks for a long time, the cost of human resource management would be descend of Starbucks, which leading to lower costs and higher profit, but still allowing Starbucks to differentiate through higher quality service. 
3.2.3Improve the competitive ability
Because of the advanced roasting technology, special coffee beans and pure water. The product in Starbucks is in high quality, it will ensure customers will have a good coffee experience in Starbucks. In meanwhile, Starbucks will provide a free WIFI（for customers, in order to let the customers have a better experience in Starbucks, it has a cooperation relationship with Google to make the speed of WIFI become faster and depend on the WIFI, customers in Starbucks can read the newspaper. Starbucks was the second company to support the Apple Pay, it is convenient for customers to pay without any cash or cards. With those high technology and high quality coffee, customers would prefer to consume in Starbucks rather than go to other coffee shops. It help Starbucks gain much more competitive ability. ( Roderick,2016)

3.3 Limitations of Differentiation Strategy in Starbucks
The critical thinking must be required to find some limitations of Starbucks for using differentiation strategy.
3.3.1 Easily influenced by the economic environment
The major customers’ group have strong economic strength, so their purchase power will be affected by the economic environment. For example, when the financial crisis coming, their purchasing power will descend dramatically. Some loyal customers of Starbucks would like to purchase some cheaper coffee, the profits of Starbucks will decreased, and it will also lose the competitive ability.

3.3.2 Easily to be coped 
Because of procedure of making coffee and original materials of coffee can be copied easily, some coffee company will copy the management pattern but sell the coffee with lower price than Starbucks. Therefore, the price differentiation will be a risk for Starbucks. For example, a company named Intelligentsia, which established in 1995, and have about 900 shops in America. Their CEO said: “ if there is no Starbucks, there is no them”. Another company called “Caribou” can provide the “third space” for customer just like Starbucks and it can provide free WIFI, they even rent some meeting room for customers to discuss works (Bedbury,2002). McDonald’s Mac-coffee came up in 2017, it affected Starbucks too much, because the price in McDonald is much cheaper than Starbucks. (Peter,1998)

3.3.3 Not concentrate on producing coffee
Starbucks will sale different products, just like the cakes, cups and so on. So some customers think Starbucks may not be a quiet place for customers to enjoy coffee. They think the Starbucks just like a restaurant to eat food and like a shop to buy some products, it lose its special coffee culture and atmosphere (Schultz,2011). Some customers will think Starbucks may not concentrate on how to make coffee, so they may lose the confidence for Starbucks. It will descend profits of Starbucks. 

4.0 Conclusion
As for Porter’s generic strategy, Starbucks adopted the differentiation strategy, the strategy has allow Starbucks to different with other brands, which including the “price, product and service differentiation”. For using the strategy, Starbucks gain some benefits of using it, just like customer and staff will be loyal. But there are also some limitations for Starbucks to use differentiation strategy, for example,easily to be copied, and profits will influenced by macro economic environment. 
5.0 Recommendation
(1) Making some innovations about coffee kinds, because there are many coffee shops to produce coffee just like Starbucks, only to use innovations to create more special coffee, customers will have the chance to access new coffee, these customers can help Starbucks to increase the profits.
(2) Because Starbucks sell different products just like cups and cakes, some customer will worry about the quality of coffee, so Starbucks should concentrate on how to improve coffee taste rather than to sell much more products.
[bookmark: _GoBack](3) Making a quieter atmosphere for customers to relax and drink, because Starbucks aims to make a third place for people to relax and communicate.
