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Purpose: To be able to identify what strategy Starbucks implements into the business itself by following Porters generic strategies to support the outline of this report.

Background Information: 
· Starbucks is a multinational business in the food services industry 
· Sells fair trade coffee beans 
· Founded in 1971 by CEO Howard Schultz 
· Has 21,500 stores in almost 64 countries 
· Mission statement ‘to inspire and nurture human spirit – one person, one cup and one neighborhood as a time’ (Starbucks 2017)
[bookmark: _GoBack]Summary of Findings: The report focused on the strategic choice of differentiation, meaning what makes a business differentiate to its other competitors and why that business is unique (Porter 1980). The report focused on three main key points that makes Starbucks differentiate
1- Product Features
2- Distribution Channels 
3- Reputation 
All three supported how Starbucks implements a differentiation strategy.
Summary of Advantages and Disadvantages: 
Advantages;
1. Safeguarding
2. Reduction 
3. Buyer Loyalty  
Disadvantages;
1. Maintaining Originality 
2. Big Price Premium 
3. Limited Growth 
Important Information: Starbucks did implement the differentiation strategy excellently; the disadvantages are to show the negatives that can happen if a business who may choose to follow a differentiation strategy.

Summary of Recommendations;
1. Starbucks should continue to build its uniqueness and still implement, the differentiation strategy into its business 
2.  Could Lower prices so that price premium doesn’t encourage consumers to purchase from elsewhere. 
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The aim of this report is to focus on a strategy that Starbucks implements into its business, so that the company gains positive outcomes by using that strategy implemented. There will be a brief discussion on the background of the business and what it has to offer as a company. Major concepts of competitive advantage will be discussed. Alongside this advantages and disadvantages of the strategy that will be discussed will also be included in this report. The strategy also being discussed will show pin point elements that Starbucks uses in its business to show that it strategizes as a company. 

[bookmark: _Toc498401797][bookmark: _Toc498402014][bookmark: _Toc498402034]2.1 Report Remit 
This report is seeking to achieve, what competitive strategy Starbucks utilizes in its business for it to gain competitive advantage, and what makes it stand out from other competitors. But to also show limitations of the strategy being applied and how it can also benefit but also militate an industry.   








[bookmark: _Toc498401798][bookmark: _Toc498402015][bookmark: _Toc498402035]2.2 Background of the Organization
Starbucks is a multi-national cooperation which is based in the food and drink industry which focuses on selling coffee and confectionary to consumers, the main reason consumers go to Starbucks is mainly for the coffee that Starbucks, produces. Originally founded in 1971, Starbucks was just a single store in Seattle’s pike place market. By the year 1980 Howard Schultz joined Starbucks as the director of retail operations and marketing. (Starbucks, 2011) 
Starbucks’s mission statement is ‘To inspire and nurture the human spirit- one person, one cup and one neighborhood at a time’(Starbucks 2017) . At the top-level organizations corporate strategy governs your organizations overall purpose and its long-range directions and goals (Burk-Wood 2004 p.6) which shows application to how Starbucks strategize the business towards consumers. 
Starbucks success grew as soon as it was founded in 1971, by 1989 Starbucks had a total of 55 stores. In the 21st century modern day Starbucks’ growth of stores across the world has more than 21,500 stores in 64 countries (Marshall, 2015). Starbucks have now employed over 300,00+ members of staff, and has a revenue from 2016 of $21.3 billion dollars (Smith 2017)
Statistics have shown from April 1st, 2017 that Starbucks took an intake of full stock market value of $77.87 billion and has a breakdown of product sales;
Beverages – 75%
Food – 19%
Packaged and Single Serve Coffee – 4%
Merchandise - 2% 
(Statistic Brain 2017)


[bookmark: _Toc498401799][bookmark: _Toc498402016][bookmark: _Toc498402036]2.3 Definitions of Major Concepts 
The focus on this report is how Starbucks strategize its business to it to be a success. There are three main parts to how a business can become a success;

[bookmark: _Toc498402017][bookmark: _Toc498402037]2.3.1 Strategy 
‘A firm’s strategy is defined as it’s theory about how to gain competitive advantages’ (Barney & Hesterly 2006, p.5), Every Business has a strategy that drives it sales and service within the organization, having a strategy enables a company to show competitive advantage within that industry so that the company gains consumers and can also win over consumers from other strong competitors. Most businesses will follow a step by step strategic management process so that the company will be able to generate and element of competitive advantage, see figure 1 below. 
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Figure 1 The Strategic Management Process, Source: https://www.linkedin.com/pulse/strategic-management-dynamic-process-ashwini-dharmarajan 
By companies using this model it ‘involves the formulation of a strategy, the implementation of the strategy, and the evaluation of the strategies success’ (Kataioloudes & Abounanian 2016, p9) This model benefits companies like Starbucks who do have a mission for its consumers, so that it creates the best possible outcome for the business and will gain then competitive advantage within the food and drink industry. 

[bookmark: _Toc498402038]2.3.2 Business Level Strategy 
 How companies join into the competitive world of strategy is with a business level strategy, it ‘serves as a guide of a single business firm itself as it wades to the competitive world of business. It combines the strategies used by the various functional units of the business organization to make itself competitive in the industry it belongs’ (Orcullo 2007, p.98). Starbucks would have used a business strategy to get to where they are now in today’s day and age. 

[bookmark: _Toc498402039]2.3.3 Competitive Advantage 
Competition is the main key factor in any industry companies want to outdo their competitors to gain more loyal consumers as it will be more beneficial to the business that way. Porter defines competitive advantage as ‘the core of the success of failure of firms’ (Porter 1985), Starbucks have managed to perform success of its business so far. Porter also defined competitive advantage as ‘a profitable and sustainable position against the forces that determines industry competition’ (Porter 1985, P.1).To show how Starbucks drives its strategy within its business and example of porter’s generic strategies will be applied as an example; 

[bookmark: _Toc498401800][bookmark: _Toc498402018][bookmark: _Toc498402040]3.0 Porters Generic Strategies 
[image: ]Figure 2Porters Generic Strategies

Figure 2 is a representation of how porter’s generic strategies is set out, it contains four fundamental strategy options that businesses can apply to make the organization successful. 
Porter (1980) states ‘implementing any of these generic strategies usually requires total commitment and supporting organizational arrangements that are diluted if there is more than one primary target’ This use of generic strategy will help to build competitive advantage for a business-like Starbucks. 


[bookmark: _Toc498401801][bookmark: _Toc498402019][bookmark: _Toc498402041]3.1 Differentiation Strategy 
This is the main strategy that will be focused on in this report, and will show examples of how Starbucks apply this strategy to its business. The term Differentiation means ‘differentiating the product or service offering of the firm, creating something that is perceived industrywide as being unique’ (Porter 1980), this strategy will be able to identify pin points in Starbucks’ business which makes it stand out from other big competitors in the food and drink industry. ‘A point of differentiation maybe broad-based and set you apart from the rest of the industry, narrower, appealing to a niche market’ (Frederiksen 2017) which in this report will discuss how Starbucks is a niche business and isn’t like competitors like costa, Pret a manger and McDonalds. This report will point out elements in how Starbucks differentiates from other competitors and why this strategy implements Starbucks to become a success food and drink industry. 

[bookmark: _Toc498401802][bookmark: _Toc498402020][bookmark: _Toc498402042]3.1.1Product Features 
The main important focus for any business is the product features that business has to offer, product features is ‘the most obvious way that firms can try to differentiate their products by altering the features of the products they sell’ (Barney & Hesterly 2006, p.148). Starbucks always tries to make the products it sells original from other competitors like Costa and McDonalds. The store has originality and ‘claims to serve 87,000 different drink combinations, all of which a barista can make without hesitation’ (Groth and Lubin 2011), and it doesn’t stop there with the originality Starbucks does have to offer. The business even created its own seasonal specialty drink which has become a popular choice over the years named the ‘Pumpkin spice latte’ it’s a seasonal drink and its only offered to customer during the autumn season, ‘The drink has proved so popular among coffee lovers that it even has its own twitter feed @The RealPSL’ (Walford & Roger 2017) showing how popular the drinks Starbucks have to offer to consumers which makes the company differentiate with the use of product features. 
Michael Porter states ‘Firms that successfully implement a differentiation strategy are able to charge more than competitors because customers are willing to pay more to obtain extra value they perceive’ (Griffin 2007, p.69), Starbucks charge more for the products it sells because consumers will know that it will be high quality and will have better ingredients compared to the likes of McDonalds who charge less for the coffee, but the quality is not up to standard. Starbucks also features its products/merchandise in other shops than its own, places like ASDA, Tesco’s and other big retailers stock coffee or merchandise if consumers do not want to sit in at a Starbucks store, even amazon has taken upon itself to sell Starbucks’ coffee beans to consumers who are coffee fanatics and enjoy coffee from Starbucks. 

[bookmark: _Toc498401803][bookmark: _Toc498402021][bookmark: _Toc498402043]3.1.2 Distribution Channels
An important focus Starbucks uses to make the company a success is their use of distribution and how the business, networks the products it uses. This is under another form of product differentiation. The meaning of distribution channels is ‘how a firm chooses to distribute its products’ (Barney & Hesterly 2006, p152) this is an important strategy within the differentiation scheme as Starbucks use lots of examples of how the organization handles its products. Starbucks support fair trade massively and consumers can see that within all the stores across the globe. ‘Starbucks is one of the largest purchases of fair trade – certified coffee in the world bringing fair trade to coffee lovers across the globe’ (Fairtrade 2017). Starbucks also quoted sourced from the fair-trade website ‘we’re proud of our commitment to buy and serve high quality Arabica coffee that is responsibly grown and ethically sourced’ (Fairtrade 2017). Other competitors also like Ben and Jerrys who joined in the Fairtrade industry started ‘using coffee flavors in 2005’ and became ‘The first ice-cream company to use fair trade ingredients’ (Global Citizen 2013) . Starbucks differentiates from other competitors using fair trade products;
1. Working with fair trade globally since 2000 
2. Funded more than $14 million in farmer loans to fair trade co-operatives as part of an ongoing commitment to helping farmers manage and strengthen their business 
3. Loaned over $15 million to small holder, farmers, helping them to create then infrastructure to protect and improve their crops 
(Fair Trade 2017) 
It makes the business differentiated from other competitors as it shows to consumer that Starbucks give back as a business which will influence consumers decision making on where to purchase coffee. ‘Customers benefit because their specific needs are being addressed, which increases satisfaction and encourages customer loyalty’ (Burk-wood 2004), p108) which will encourage consumers especially consumers who do a lot of charity work will want to purchase coffee from another business who also gives back. 
[bookmark: _Toc498401804][bookmark: _Toc498402022][bookmark: _Toc498402044]3.1.3 Reputation
Another focus that differentiates Starbucks, is its reputation. Starbucks is very original in how its company strategizes to its consumers, one of the main key things that makes Starbucks stand out from the crowd. Starbucks have a ‘no franchising’ policy as it refuses to franchise its stores, CEO Howard Schultz stated, ‘to me franchises are middlemen who stand between us and our customers’ (Forbes 2016) presenting an element to its customers that it wants to maintain a positive relationship with its customers and have an operated restaurant which serves customers in a professional manner. Reputation is ‘perhaps the most important relationship between a firm and its customers depends on a firm’s reputation in the market place’ (Barney and Hesterly 2006). 
Starbucks has been known for always holding an exceptional reputation as a food and drink industry, it has ‘been named third most admired company in the world, according to fortune magazine’s latest research, and is the number one company worldwide in the food service industry’ (Starbucks newsroom 2017) alongside this Starbucks was also announced as ‘company’s highest ranking on the global list, where it has appeared every year since 2003’(Starbucks Newsroom 2017) , this shows elements of a support differentiation strategy as quoted is ‘more substantial, yet still having no effect on the product itself, is to differentiate on the basis of something that goes alongside the product, some basis of support’ (Mintzburg et al 2003, p121). 
Lastly corporate reputation is a massive priority within Starbucks, not just a place to eat and drink but also a place to work as well, from findings ‘Starbucks promotes its ranking as one of Americas best places to work’ (Alsop 2004) this benefits consumers and the company as Starbucks will gain workers, and people who enjoy having coffee may also want to be working for Starbucks. Furthermore, Starbucks want consumers to feel important when being served in one of the restaurants, ‘Starbucks Hiring Material stress the need to smile and be friendly, provide excellent customer service and enjoy helping others’ (Alsop 2004, p133) this supports the differentiation strategy as stated by Porter ‘differentiation will lead to superior performance if the value perceived by the buyer exceeds the cost of differentiation’ (Porter 1985) if a company is showing signs of value and creativity then the consumer is more likely to be impressed. 


[bookmark: _Toc498401805][bookmark: _Toc498402023][bookmark: _Toc498402045]4.0 Advantages and Disadvantages of the Differentiation Strategy 
The differentiation strategy is possibly the most generic and useful strategy to discuss and apply for business, nevertheless there are certain positives and negatives that come with the strategy.
[bookmark: _Toc498401806][bookmark: _Toc498402024][bookmark: _Toc498402046]4.1 Advantages 
 Safe Guarding -  Differentiation strategies enforce elements of originality to a firm’s products, service and style to gain consumers, differentiation ‘safeguards a company against competitors to the degree that customers develop brand loyalty for its products (Hill & Jones 2011, P.124)
Reduction – Although added costs usually happen when using a differentiation strategy, products can also be reduced with the use of this strategy. ‘A firm may be able to differentiate itself simply by coordinating better internally or with suppliers or channels’ (Porter 1985, P.155) meaning by using the differentiation strategy a firm has the ability to reduce its options of who it sells to and buys off and can still be unique and still gain competitive advantage. 
Buyer Loyalty – If differentiation is enforced within a firm there is a more likely chance of buyer loyalty created, ‘loyal customers are very desirable because they are not price sensitive, makes a customer unlikely to switch to another firm’s products’ (Open Text books 2016) if firms apply differentiation strategies to make it original and sell reasonably price products, more than likely customers will remain loyal if they know they will receive standard service and good products. 

[bookmark: _Toc498401807][bookmark: _Toc498402025][bookmark: _Toc498402047]4.2 Disadvantages 
 Maintaining Originality – Within any business to keep customers interested, there needs to be constant change of style, however some problems the differentiation strategy may have is ‘companies’ long-term ability to maintain its perceived uniqueness in customers’ eye on the market ‘(Hiriyappa 2013, p.67).
Big Price Premium – ‘A differentiated competitor will be abandoned by buyers if premium gets too high’ (Porter 1985, p.161), if a company such as Starbucks sells its coffee at an extortionate amount, consumers will seek elsewhere for cheaper prices, meaning the business will lose customer loyalty 
Limited Growth – If certain companies are in a niche market background it can cause them to not progress. ‘You can only grow so far with a niche market. Beyond that you will need to either identify new target markets or find a way to appeal to a broader market’ (Johnston 2017). 
  

[bookmark: _Toc498401808][bookmark: _Toc498402026][bookmark: _Toc498402048]5.0 Conclusion 
To conclude this report, evidence in this report has shown that Starbucks will continue to grow successfully as a company with the use of the differentiation strategy Porter supplied. The company itself is unique as has strong points to why it benefits using the differentiation strategy. Like any strategy used there is always positives and negatives that come with it, although Starbucks is doing well as an organization so far, the disadvantages shown above are certain point the business could consider if anything was to go wrong while still using the differentiation Strategy. 

[bookmark: _Toc498401809][bookmark: _Toc498402027][bookmark: _Toc498402049] 6.0 Recommendations 

1. Starbucks should continue to build its uniqueness as a company and still follow the differentiation strategy, as it is the most generic strategy to use and the business can gain a lot of success by using it. 
2. Starbucks could however, lower prices so that it doesn’t affect the price premium for its business, as consumers love bargains but also like good quality if the company met in the middle with the use of a lower price premium, the business may even gain more consumers.
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