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 Executive Summary
This report identifies that the Starbucks company adopts a differentiation strategy to improve its competitive position. 
Starbucks performs a differentiation strategy in three major aspects: product differentiation, brand differentiation and service differentiation. The differentiation strategy benefits the Starbucks in following domains: buyer’s lower price sensitivity, creating barriers to entry and a stronger negotiation power. Nevertheless, there are also some limitations to Starbucks’ differentiation strategy, including the risks of being imitated, buyer’s need for the differentiating factors may fall and different perceptions about the differentiation between the customers and the sellers.
Based on the findings above, there are three recommendations Starbucks could adopt to improve its performance: extend its product-line to new markets, invest in digital marketing and deepen the collaboration with its suppliers. 
Noticeably, there could be limitations when applying generic strategies to Starbucks. Overlaps between the differentiation strategy and other generic strategies could occur in certain sectors. Above all, generic strategy would still apply to the majority of situations faced by Starbucks.
















1.  Introduction
  1.1 Objectives
  This report will:
--Identify the competitive strategy adopted by Starbucks.
--Illustrate how Starbucks perform the strategy by examples.
--Evaluate the strengths and limitations of the Strategy.
--Offer recommendations for Starbucks’ future development.

1.2 Starbucks’ background
Over the past decades, Starbucks developed into a world premier roaster, marketer and retail-er of specialty coffee. Started out with a single coffee roaster and retailer store in 1971, Star-bucks expanded its global footprint considerably, with ‘over 25,000 coffee stores in more than 75 countries’ (Starbucks 2017 p. 1). Nowadays, Starbucks has become a beacon for world coffee lovers. Recent financial reports show that Starbuck achieved US$21,315.9 million in revenue in the fiscal year 2016, with a recorded net margin of 13.2% ( Marketline, 2017).

1.3 Definitions
1.3.1 Strategy  
Mintzberg (1987) defines strategy in five dimensions: ‘as plan, ploy, pattern, position and perspective’ (p. 13). This idea is developed by Porter (1996), who considers strategy as ‘performing dif-ferent activities from rivals or performing similar activities in different ways’ (p. 4). Johnson et al (2015) conclude that ‘strategy is the direction and scope of an organisation over the long term, which achieves advantage in a changing environment through its configuration of re-sources and competences with the aim of fulfilling stakeholder expectations’ (p. 2).

1.3.2 Competitive Advantage
There are different interpretations about the competitive advantage. Porter (1985) states that ‘competitive advantage is the fundamental basis of above-average performance in the long run’ (p.169). Similarly, Dess et al (2015) believe that ‘a firm that achieves superior performance relative to other competitors in the same industry or the industry average has a competitive advantage’ (p. 161).


1.3.3 Business-level Strategy
Johnson et al (2008) define business strategy as ‘what competitive strategy to adopt in order to gain competitive advantage in a market at the business unit level’ (p. 222). This idea is developed by Dess et al (2016) that ‘business-level strategy details the goal-directed actions managers take in their quest for competitive advantage when competing in a single product market’ (p. 177).

1.3.4 Porter’s Generic Competitive Strategies
Porter (1998) claims that ‘In coping with five competitive forces, there are three potentially successful generic strategic approaches to outperforming other firms in an industry: overall cost leadership, differentiation and focus’ (p. 35). The difference among the three generic strategy are illustrated in the table below.
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Porter also suggests that ‘a firm failing to develop its strategy in at least one of the three directions-a firm that is ‘stuck in the middle’-is extremely poor strategic situation.’ (p. 41).
However, there are some limitations of Porter’s generic competitive strategy when it applies to particular contexts. Jegers (2006) claims that ‘it is now generally accepted that Porter's ‘stuck in the middle’ proposition does not hold’ (p. 2). Furthermore, Dess et al (2016) conclude that, by integrating low-cost and differentiation strategies, firms are able to attain both types of advantages simultaneously (p. 158).


2. Main Finding
2.1 Differentiation Strategy
Porter (1998) defines differentiation strategy as ‘differentiating the product or service offering of the firm, creating something that was perceived industrywide as being unique’ (p. 37). Johnson et al (2008) suggest that 'the aim of differentiation was to achieve competitive advantage by offering better products or services at the same price or enhancing margins by pricing slightly higher’ (p. 229).

2.2 Starbucks’ differentiation Strategy
Starbucks strives for a differentiation strategy primarily in three dimensions: product differentiation, brand differentiation and service differentiation. Nevertheless, differentiation strategy alone could not comprehensively illustrate the strategies performed by Starbucks. For example, Starbucks could operate its supply chains with a cost-leadership strategy and thus be benefited from the economy of scale.

2.2.1 Product differentiation
Hooley et al (2016) propose that ‘differentiation of the core product or benefit offered a different way of satisfying the same basic want or need’ (p. 270). 
Starbucks differentiates its product in quality and innovation. The company select the premium coffee beans by collaborating with farmers across the globe. Every year, Starbucks ‘sample over 150,000 cups to find the best Arabica coffee’ (Starbucks, 2017). In addition to that, Starbucks connect the coffee machine to transfer data to a central databank, which could calculate the ideal brew time for different blends (Forbes, 2017). Apart from that, Starbucks also innovates its products to adapt to the taste of local customers. During the tradition festivals, Starbucks would promote its tea drinks and mooncakes to satisfy the taste of Chinese customers.  Like its competitor, Costa also embraced the localization strategy by adjusting its menu. For example, Costa would add iced green tea to stores in southern China and a hot beverage in northern China (Business insider, 2014). The differentiation made in product level could increase profit and higher customer loyalty (Marketline, 2017).

2.2.2 Brand differentiation
Branding is perceived as an ‘effective way of differentiating at the tangible product level. Once registered, competitors cannot use the same branding’ (Hooley et al 2015 p. 269). Kotler and Keller (2006) claim that ‘brand loyalty provides predictability and security of demand for the firm and created barriers to entry that make it difficult for other firms to enter the market’ (p. 278).
Starbucks differentiates its brand by adopting corporate social responsibility strategies. The company committed to be the ‘leading corporate advocate and voice for transitioning veterans, military spouses and military families’ (Starbucks, 2017). Since 2013, Starbucks pledged to hire over 10,000 veterans and military spouses and dedicate 100 more Military Family Stores across the U.S. by 2022. This plan would help reshape Starbucks’ brand identification and differentiate the brand image from its competitors. Chernatony (2003) believes that customers would not only pay to enjoy the coffee but also the to satisfy their emotional need. By taking social responsibilities, the company build strong emotion bond with its stakeholders. Starbucks’s active engagement with the stakeholders could establish unique emotional connection with its customers and thus add value to its brand. 

2.2.3 Service differentiation
Hooley et al (2015) state that service could be a major differentiating factor in the purchase of many products. Goodman (2009) claims that customer service was intrinsic to the customer experience. 
The Starbucks company differentiates its service by creating unique customer experience. The company has been focusing on meeting its customers' unstated demands by offering various value-added services, such as entertainment on premises. And the company established its partnership with the New York Times, so that loyal members of My Starbucks Rewards would be offered with online-access of the newspaper for free (Rothaermel, 2015). Starbucks also carefully designs the lay-outs of each store and mindfully choose the music collections, making sure that each store has its own style. McCafe, in comparison, would spend less on the interior design and narrow the space between each table. The differentiation in customer service would allow Starbucks to charge at a premium price and cultivate loyal customers. Service differentiation rewards the company with a 10-fold growth in revenues, from less than $2 billion to some $20 billion in 2015 (Marketline, 2017).


2.3 Strengths of the differentiation strategy
2.3.1 Buyer’s less price sensitivity
Porter (1998) suggests that differentiation provides insulation against competitive rivalry because of brand loyalty by customers and resulting lower sensitivity to price.
Starbucks can charge a premium price without losing most of its market share. As the recession continued and fewer people were visiting Starbucks stores, the company responded with a surprising strategy: raising prices. In several stores in the US, the prices of specialty beverages were increased by up to $0.30 (Starbucks, 2017). While increasing prices during an economic downturn may seem like an off-the-cuff strategy, it is actually an approach that is often used by premium companies. Raising the price of a commodity can actually increase its appeal as it promotes its premium quality. (Forbes, 2017).

2.3.2 Create barriers to entry
Porter (1998) suggests that the resulting customer loyalty and the need for a competitor to overcome uniqueness provide entry barriers. Easy access to suppliers and distribution chains, and little regulation, will attract potential entrants.
Starbucks could create entry barriers by controlling the key materials. The company invested millions of dollars to establish support centers in Costa Rica, Rwanda, China and Columbia. Starbucks engaged with ‘more than 40,000 farms and provide local farmers with resources and expertise to help lower the cost of production, reduce fungus infections, improve coffee quality and increase the production of premium coffee’ (Starbucks, 2017). Those local suppliers could be cultivated into long-term suppliers of the Starbucks, which could stablelise the supply of the premium coffee beans. The collaboration between the Starbucks and the farmed could create barriers for new entrants, as new entrants could find hard to gain controls of key raw materials in those regions (Marketline, 2017).

2.3.3 Stronger negotiation power
Porter (1998) claims that ‘differentiation yields higher margins with which to deal with sup-plier power’ (p. 38). Recent study indicates that: ‘Usually, coffee roasting companies have limited control over the prices they pay for their key raw material, and supplier power is strong’ (Marketline 2017 p. 6).
Starbucks’ differentiation strategy could weaken the supplier power. By backward integra-tion, Starbucks (2017) established ‘farmer support center in Costa Rica, Rwanda, China and Columbia’ (p. 1). These centres provide local farmers with ‘resources and expertise to help lower the cost of production, reduce fungus infections, improve coffee quality and increase the production of premium coffee’ (Starbucks 2017 p. 1). By engaging with suppliers, Starbucks could avoid oligopoly threat from cocoa suppliers and therefore gain a stronger negotiation power.(Havard Buiness Review, 2004;)

2.4 Limitations of Starbuck’s Differentiation Strategy
2.4.1 Risks of imitation
Dess et al (2016) state that resources that are easily imitated cannot lead to sustainable ad-vantages. As one would expect, once the idea proved successful, competitors entered the market because much of the initial risk had already been taken (p. 158).
Following the success of Starbucks, rival companies began to emerge with a similar offering. In the US, rivals like McCafe and Costa would come up with similar drinks and bakeries. For example, Frappuccino is a trademarked brand of the Starbucks Corporation. It was introduced to the market since 1995 and as of 2012, Starbucks had annual Frappuccino sales of over $2 billion. However, competitors could imitate the Frappucino and erode the market share. Costa come up with Creamy Cooler, which is loosely identical to Frappuccino. Similar product could also be found in McCafe with a different name called ‘Frappe’.(McDonald’s 2017, Costa, 2017). Recent research indicates that Buyers’ power at food industry is relatively strong because the switching cost is  considerably low (Marketline, 2017). The risks of  imitation could be high for Starbucks because the tangible products in food industry could be easily imitated in packages, ingredients and flavor. 


2.4.2 Buyer’s need for differentiating factor falls.
Porter (1985) suggests that the differentiation factor may fall when the buyers become more sophisticated. 
The financial recession in 2008 caused a negative impact on Starbucks company. Starbucks had been expanding rapidly before the recession in terms of new stores, revenues, and operat-ing profit. Nevertheless, the financial recession forced many consumers to reconsider their budgets and cut back on items considered as ‘luxury’ (Marketline 2017 p. 4). Starbucks was one of these luxuries that many consumers decide to give up. The summer of 2007 saw the company’s decline in customer traffic, which was the first time since Starbucks went public in 1992. The company’s stock price fall considerably. The recession in 2008 had held back the company’s profits, causing its stock price declined by over 50% since 2006 (Marketline, 2017).


2.4.3 Perceptions of differentiation that vary between buyers and sellers.
Colvin (2000) suggests that many products and service have been reduced to commodities. Firms could overprice its offering and lose margins altogether if it has to lower prices to re-flect market realities.
Starbucks’ differentiation strategy didn’t work well in Australia. In mid 2008, Starbucks downsized three-quarters of its stores in Australia. Many Australians believed that ‘Starbucks failed to offer a particularly unique experience that was not offered by other Coffeehouses’ Patterson et al. 2009 p. 5). Andrew Mackay (2009), the vice president of the Australian Coffee Traders Association, suggested that: ‘I just think the whole system, the way they serve, just didn’t appeal to the culture we have here’ (p. 4). Local consumers described their coffee as ‘a watered down product’, ‘gimmicky’, and consisting of ‘buckets of milk’(Patterson et al. 2009 p. 5). Starbucks’ closure in Australia revealed that Starbucks overestimated their points of differentiation and the perceived value of their supplementary services (Patterson et al. 2009; Lovelock et al., 2007).

3.0 Conclusion 
In general, Starbucks adopted a differentiation strategy to gain competitive advantage over its rivalries. As is shown in previous chapter, Starbucks performed differentiation strategy primarily by: product differentiation, brand differentiation and service differentiation.The implementation of that strategy would produce the following strengths for Starbucks: buyer’s less price sensitivity, create barriers to entry, stronger negotiation power. Nevertheless, there are some limitations of the differentiation strategy, which include: risks of imitations, the differential factor falls and the differentiation that cost too much. Noticeably, as Starbucks grow larger with its differentiation strategy, Starbucks could be benefited from the economy of scale, which could enable the company to take advantage of both the cost-leadership and the differentiation strategy.

3.1 Recommendations
Based on the findings above, there are three recommendations Starbucks could take to im-prove its performance. At the first place, Starbucks could reduce the systematic risks by ex-tending its product-line to related markets, such as tea drinking market. Secondly, Starbucks could keep its edge on customer experience by investing in digital solutions like t e-payment platforms and the digital club card. Furthermore, Starbucks could gain a stronger negotiation power by deepening the collaboration with its suppliers around the globe.
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EXHIBIT 6.2/ Strategic Postion and Competive Scape
Generic Business Strategies
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Source: Adzpted from M. Porter (1980), Competicive Strategy: Techniques for Analyzing
Industries and Competitors (New York Free Press).




