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[bookmark: _Toc498445202]1.0 Executive Summary

The aim of the report is to evaluate strategies for competitive advantage with the case study of Starbucks.
Key findings of the report include:
· Starbucks uses a strategy of differentiation as described by Porter’s Generic Strategies to gain competitive advantage
· Advantages of differentiation include: distancing organisation from competitors, unique product or experience, can charge a premium price for product, consumer brand loyality increases, all costs of producing the product can be spread to the consumer
· CSR (Corporate Social Responsibilities), Innovation of product and customer experience, Brand loyalty are the key attributes of Starbucks differentiation strategy
· CSR campaigns are a powerful tool for gaining competitive advantage in the current climate of consumer buying behaviour
· Differentiation strategy does have limitations: other competitors can use mimicking tactics without applying costs of research and development, premium product can become less valued due to product life-cycle, exceeding the needs of the consumer
· Porter’s Generic Strategies may not be a viable tool for describing strategies due to fluctuating global business markets
Recommendations: 
· To continue with CSR campaigns but make the initiatives more transparent and increase validity by having more outside recognised auditors for instance Greenpeace who can then supress activists against criticising campaigns as greenwashing and damaging brand image
· To continue reinvesting in research and development into innovation in product and customer experience
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[bookmark: _Toc498445203]2.0 Introduction
The report shall investigate the competitive strategy deployed by Starbucks, ascertaining key exploits that the company has actioned in order to align to the strategy. Furthermore, the document shall critically evaluate the advantages and disadvantages of the strategy undertaken by Starbucks in the current business environment.
[bookmark: _Toc498445204]2.1 Company Background
Marketline (2017) describes Starbucks as a global business founded 1971 in Seattle, USA within the hot beverage industry concentrating in focus to coffee. Starbucks also sells hot snacks, sandwiches, cakes and coffee paraphernalia, including single origin coffee beans (Starbucks, 2017). Marketline (2017) expresses that the organisation has 12,711 stores and a further 12,374 licensed operations ranging through four regions; North America, Asia Pacific, EMEA and Latin America with over 254,000 employees and annual global revenues of 21,315 million US Dollars. 
[bookmark: _Toc498445205]2.2 Business Strategy
Competitive strategy, as described by Cambridge Dictionary (2017) (online version), is ‘the way a business chooses to compete’. Johnson et al (2005) expands on the definition, stating that competitive strategy is the route in which an organisation takes over an elongated period directing and managing resources and competencies aligned to the business environment. 
Hill et al (2014) illustrates that there are three tiers of strategy: Corporate Level, Business Level and Operational Level. Johnson et al (2005) reinforces this concept and identifies that competitive strategies are indictive to Business Level strategies, concerning an organisation’s ranking within a business industry. Whittington (2001) illuminates the many conflicting rhetoric of correct Business Level strategies; authors and consultants differing of opinions towards the concept, highlighting that the essence of these strategic options are all correct depending on the organisations structure, resources, product and goal. 
[bookmark: _Toc498445206]2.3 Competitive Advantage
Gluck et al (1980) highlights the importance of firms implementing these business level strategies, as they enable the organisation to create a competitive advantage. This allows the organisation to designate resources to focus on producing the best value for the shareholders and stakeholders depending on the objectives of the business. Peteraf (1993) supports this observation that by allowing the focusing of resources, the company can gain a competitive advantage over other rivals within the same sector. This then can improve the positioning of the firm. These assessments parallel the examinations of Porter (1985), who illuminates further that because of the slower growth of firms on a global scale, with many competitors vying for market share and resources, companies that incorporate or work towards a competitive advantage can achieve larger growth and innovation.
The report will include models and theories relating to strategic management and competitive advantage including Porter’s Generic Strategies and then applied to the subject area of Starbucks. The use of academic literature and peer reviewed journals, empirical data from company reports and case studies and materials assembled from news articles shall be consolidated to ascertain and evaluate Starbucks competitive strategy. Using this evaluating method, appropriate recommendations shall be derived in possible factors which will drive the organisation forward.





[bookmark: _Toc498445207]3.0 Main Body
The main body of the report shall focus on the model: Porter’s Generic Strategies and then will be applied to the company Starbucks.
[bookmark: _Toc498445208]3.1 Porter’s Generic Strategies  
Porter (1980) describes a strategic management model that allows a firm to develop a framework that will work to increase the company’s competitiveness within its market.
[image: https://upload.wikimedia.org/wikipedia/commons/thumb/0/0b/Michael_Porter%27s_Three_Generic_Strategies.svg/640px-Michael_Porter%27s_Three_Generic_Strategies.svg.png]
[bookmark: _Toc497868907]Fig 1: Porter's Generic Strategies 2 – Source (Porter, 2004)

Porter’s theory demonstrates three strategic opinions to attain competitive advantage; Differentiation, Cost Leadership and Focus which is divided into Differential Focus and Cost Focus.
[bookmark: _Toc498445209]3.1.1 Differentiation Strategy
Porter (2004) describes differentiation strategy as a strategy used by a company with the objective to advance the firms position, through focusing resources in a way that will allow the perceived value to be unique to the market, whilst also being unique to the industrywide. Spulber (2009) states that the strategy is used to increase the price in which the consumer is willing to pay by offering superior characteristics. Furthermore, Chang et al (2015) illustrates that organisations that apply differentiation depends on innovation in areas such as product development and marketing. In addition, Corley (2004) also evaluates that the differentiating culture and staff of an organisation can be used to attain this strategy. 
Meek et al (2003) illustrates that the advantages of this strategy include distancing the company from other competitors with unique products, services or customer experience. It is also shown that this method can increase competitive advantage via the perception of higher value. Differentiation is described as being akin to innovation, and companies can adopt a first leader strategy which Reguia (2014) explains as a base customer need; a need for something new and fresh.
Limitations of the strategy are described by Barney (1995) to be that of imitation. Competitors can use a mimicking strategy without the costly use of resources directed on market research or development. Adding to this review, Carbaugh (2011) depicts that companies using a focus differentiation strategy can gain large benefits of market share against the alternative differentiation strategy.
[bookmark: _Toc498445210]3.1.2 Overall Cost Leadership Strategy
Porter (2004) portrays Cost Leadership as a strategy that an organisation can integrate to determine a competitive advantage, through becoming operationally low cost within the industry compared to competitors. In addition, Johnson et al (2008) show that there are three ways in which to utilise this strategy; Economies of Scale, Streamlining the Value Chain, and Lowest price of sale.
[bookmark: _Toc498445211]3.1.2.1 Economies of scale 
The Economist (2008) describe that economies of scale can be introduced as a driver for competitive advantage by large firms, allowing for cheaper production costs for the reason that the firm can increase the volume of goods made. Krugman (1980) shows the decreasing cost of production versus the amount of goods produced is due to the fixed cost of production being attributed to more units made, for example rent of buildings or bulk buying discounts. 
[image: economies of scale]
[bookmark: _Toc497868810]Fig 2: Economies and Diseconomies of Scale 1 -  Source: (Canback, Samouel, & Price, 2006)

The Economist (2008) depicts the limitations of this strategy; the complex nature of developing this strategy can have an adverse effect on cost reduction. Canback (2006) infer, with Fig 2, there is a point at which the high cost of organising productions of scale (Atmospheric consequences, Bureaucratic insularity, Limitations of correct employee relations and Communication distortion) have a detrimental effect to profit. 
[bookmark: _Toc498445212]3.1.2.2 Streamlining the Value Chain
Porter (2001) develops a strategic model named the Value Chain which illustrates all activities within an organisation and how they interact. Increasing the efficacy and reducing costs within the Value Chain, as described by Papp (2001), increases competitive advantage by driving down all associated costs within an organisation. 
Challenges and limitations of Value Chain analysis, as classified by Gereffi et al (2001), are; the Value Chain is primarily used for manufacturing industry and difficult to adapt to the service industry, the model is inwardly focused and has a lack of scope towards markets and customers, what is accounted as value can differ from organisation or departments within, the difficulties of evaluating and creating value chain analysis can become more costly than the analysis is worth; an example given is information cross over from within the departments of an organisation can be difficult to gather and give differing perspectives thusly giving incomplete and irregular data.
[bookmark: _Toc498445213]3.1.2.3 Lowest Price of Product
Porter (2004) shows that a Cost Leadership Strategy can be adopted to produce a competitive advantage. Porter explains that this method is designed to price out competitors within a market. Porter illuminates that this strategy is powerful for a generic product to increase market share quickly.
In contrary to this Reed and DeFillippi (1990) depict the limitations of this strategy can be of great risk to a firm, stating that the company strategy can be attacked via other larger competitors running loss leading campaigns, barriers of limitation can be raised through lack of reinvestment into innovation within the company thusly can cause other competitors to copy or follow the low-price strategy. Stiving (2011) describes this strategy as unsustainable due to Reed and DeFillippi argument of replication, furthermore Striving shows that adopting this strategy can have an adverse effect on brand image for consumers, these examinations are also supported by Duica and Duica (2014).
[bookmark: _Toc498445214]3.1.3 Focus Strategy 
Porter (2004) shows that the focus strategy can be split into differentiation and cost, with the common target being a particular segment. David (2011) explains that for correct adoption of this strategy, an industry segment must be large enough to maintain growth and is not a segment which is attractive to other competitors. David continues to delve into the focus strategy by illuminating that tactics of market penetration and developing a market can have advantages to gaining the competitive advantage available from this strategy. This can be maintained by segmenting markets into where consumers have specific needs, geographic area and tailor marketing or product needs within. Kim (2004) depict the ease of adoption of this strategy in the digital age with the improvement of identification of niche markets through targeted marketing algorithms or big data mining initiatives such as HDInsight, (Microsoft, 2017).
Chrisman et al (1988) expounds the understanding to the limitations of this strategy, depicting that the niche markets can be small and easy to saturate by a firm. Once this happens, the company would then have to change already established tactics to gain another market segment. As with cost leadership, focus has weaknesses that are explained by Chrisman et al, of being overrun by competitors which mimic the same strategic strengths developed by leading organisations but with the focus strategy larger and smaller firms can emulate the companies’ successes.
[bookmark: _Toc498445215]3.1.4 Stuck in the Middle
Porter (1980) shows that this strategy has no power in producing competitive advantage for a firm, stating that a firm must fall into one of the three categories. Porter then illuminates the perils of a company that is found to belong in this section, describing the main limitation as not having a clear advantage on cost or a differentiation. According the Porter, this can lead to customers having better options given by competitors or competitors having many options to attack the firms position.
Contrary to Porter’s examination of the middle, Key (2001) opposes this with the view that this strategy can indeed breed competitive advantages as it allows the organisation to become flexible within a fluctuating market environment. The agileness of this type of firm can combat, as Key infers with empirical data, changes in consumer buying behaviour or adoption of innovations that are developed outside the industry. Dess and Miller (1993) attest to the failure of Porter to give credit to the middle strategy, depicting that organisations can move freely between the strategies. Dess and Miller show that once a company has gained competitive advantage using differentiation, the organisation’s strategy can then move the advantage gained to cost leader strategies and deploy economies of scale. Christensen and Raynor (2013) rename the Stuck in the Middle strategy to the Hybrid Strategy and deliver the argument that this section in the current turbulent business environment has the strongest links to expanding competitive advantage. 


[bookmark: _Toc498445216]3.2 Applying Porter’s Generic Strategy Model to Starbucks
Using the classic Generic Strategy model by Porter (1980), Starbucks would fit into the Differential Strategy. Starbucks incorporates the use of innovation and diversification to separate themselves from the competition in order to gain competitive advantages. Another tactic which has been cultivated is brand loyalty through the experience that the consumer is given. Through the changing consumer buying behaviour towards more ethical companies, as described by Young et al (2010), Starbucks has been at the forefront in the retail coffee industry (Starbucks, 2017), and used this as a way to differentiate themselves from the competition. 
Advantages of the differentiation strategy include:
Schmalensee (1982) attests to the differentiation strategy and product differentiation to allow for higher perceived value, consequently allowing the organisation to charge a premium price for a perceived premium product. This perceived premium product or service then leads to the perception of no other substitution from market competitors. Johnson et al (2005) show that with the perception of a high premium product there is also an implication of fewer competitors thusly increasing market share, sales and profit. Hitt et al (2015) also explains further advantages; consumer brand loyality increases, all costs of producing the product can be spread to the consumer, and supplier threats are managed due to the product being of a higher price.
Disadvantages of the differentiation strategy include:
With the differentiation strategy higher costs are incurred due to using higher quality products in production and higher research and development costs as explained by Barney (1995). Hitt et al (2015) list a number of limitations to this strategy including; imitation can be comparatively easy with advances in technology, consumers are now better informed and have access to increased competitors, changes in consumer buying behaviour may not have been thought of within the differentiation making the premium product less valued, exceeding the needs of the consumer which also can be seen as differentiating the wrong feature.
[bookmark: _Toc498445217]3.2.1 Examples of Differential Strategy within Starbucks

[bookmark: _Toc498445218]3.2.1.1 Corporate Social Responsibility
Boehe (2009) demonstrates, through the use of empirical data, that a new wave of differentiation through the use of Corporate Social Responsibility (CSR) campaigns are improving company positioning more than product quality and innovation strategies.
C.A.F.E. (Coffee and Farmer Equity) is Starbucks’ main long running CSR campaign since 2004 (Starbucks, 2017). The project focuses on the wellbeing of the coffee farmers and pickers within the organisations supply chain. C.A.F.E. has a number of guidelines to adhere to before coffee is purchased from a supplier; accountability of amount of payment from Starbucks that the farmer and workers receive, social responsibility which evaluates working conditions and workers’ rights, and the environmental impact which manages waste, protection of water supplies, protection of biodiversity in the area and reduction of the use of chemicals inside the supply chain. C.A.F.E. is monitored by an outside auditor, SCS Global Services (2017), which allows for transparency and validity of regulation.
Other CSR campaigns include; Greener Stores: Largest builder of green stores which come under the LEED (Leadership in Energy and Environmental Design) initiative, Innovating a Greener Cup: The first retailer to discount cost to the consumer who brings in a reusable cup and have also lobbied for improved recycling infrastructures, Social Policies: Employment of refugees, military vets and spouses, youth employment and also Starbucks College Achievement Plan which helps employees with tuition fees, information gather from Starbucks (2016).
The advantages of using CSR as a form of differentiation strategy are described by McWilliams (2005) showing that the growing concern with the ethics and environment of consumers has changed the behaviour in which goods are bought. McWilliams furthermore outlines that correct CSR application can have exponential results on increasing market share, agreeing with Boehe (2009). He and Lai (2014) illustrate, using empirical evidence, CSR campaigns have a direct effect on increasing brand loyalty and in turn repeat custom.
The limitations of using CSR as a form to increase competitive advantage are shown by Vogel (2006). Vogel shows with the rise of high profile greenwashing cases and also CSR campaigns not being regulated correctly, consumers are becoming wary to large companies that adopt CSR as a form of competitive advantage. Kotler and Maon (2016) illuminates the difficulties in actuating CSR campaigns that align with shareholders and stakeholders. Stakeholders are described as fickle and follow the newest trends in CSR which can have a costly adverse effect on the business. Kotler and Maon show that the difficulties of CSR can outweigh the benefits to competitive advantage if managed incorrectly or shown to be greenwashing campaigns which has a direct detrimental effect on brand loyalty. Gallicano (2011) depicts the ease at which CSR campaigns can be picked apart and determined then to be greenwashing. Gallicano uses the case study of Starbucks for the evaluation, examining each CSR communication and then delving into the activism surrounding the initiatives to evaluate company engagement with greenwashing policies.
[bookmark: _Toc498445219]3.2.1.2 Product Innovation and Diversification
Roderick (2015) describes that Starbucks has started a digital revolution in how coffee is bought and with the digital features within the stores. Roderick gives examples of Mobile Order and Pay: Starbucks new feature for the UK and Canada which allows customers to not que to order or pay, all is done through the use of the customers Smart Phone which is designed to save time for the busy customer who just wants to grab a coffee and go, Starbucks has partnered with Spotify (the online streaming music service) to give customers music within stores and on the go adding to the unique service provided, wireless mobile charging docs have been added to the tables in the USA to give customers that extra reason to enter and stay in store. Roderick explains that this adoption of technological innovation has already seen large increases in revenues 18% in the USA markets and 5% throughout EMEA (Europe, Middle East and Africa) for Q4 2015.
Starbucks (2017) investor announcements report for 2016 depicts the strives in product differentiation that the company is leading to. 2017 will see the introduction of the Cascara Latte which uses the fruit of the coffee plant as well as the bean, this new innovative product also allows for decreased waste from the supply chain. This year, 2017, Starbucks are also bringing in new hot food menu items such as soups to compete with the popular Tim Hortons company. Starbucks is adopting the new trend for saus vide cooking. The trend has been highlighted by Lacoma (2017) as using technology in cooking. Lacoma describes the process as poaching the item in a sealed bag at certain temperatures and currently the equipment is expensive for the general public, this gives Starbucks an edge with an affordable option for consumers to try a new trend.
The advantages of using product innovation as a means to differentiation are depicted by Reguia (2014). Reguia illustrates innovation of product to be a basic desire of customers and can be utilized to elevate customer satisfaction. Furthermore, Reguia shows that innovation is a key driver for a firm’s growth and can produce higher market share on a global basis. Johnson et al (2005) agree with Reguia, allowing for further analysis, showing that innovative companies breed sustainable growth if reinvestment into research and development is a key objective of the firm.
Bussing-Burks (2009) illustrates the difficulties of differentiating coffee allowing for the many other competitors in the market from large, Costa, to the small independent shops to gain advantage. Bussing-Burks shows the ease at which competitors can mimic strategies formed from product based innovation. Limitations of this strategy within the coffee industry has been illuminated by Carbaugh (2011) analysing the difficulties shown by Bussing-Burks in relation to Starbucks with competing firms having a clustering effect around Starbuck stores. The clustering effect has been advantageous to competitors by increasing market share. Carbaugh additionally shows that the competitors adopt a focus differentiation strategy to target specific customer needs which Starbucks would not be able to compete with. 
[bookmark: _Toc498445220]3.2.1.3 Increasing Brand Loyalty 
West (2017) explains that Starbucks is not just about the coffee but the wholistic approach to the customer experience to attain customer loyalty. West denotes that the Starbucks experience focuses on Atmosphere: which is gained through the stylistic approach describe by Starbucks (2017) as ‘trend-setting style that is warm and welcoming, Customer Service: gleaned as soon as the customer enters the welcoming store through to the after care and attention attributed to the social media aspect described by Davidson and Leinwand (2016) as bringing the culture of the company to a relationship driven strategy, Employee Satisfaction: Verasai (2014) describes that employee retention and engagement are at the forefront of Starbuck policies with clear lines of communication and progression through to retention policies designed to fit with all types of employees as characterised by McGregor (1957). Javalgi and Moberg (1997) shows the direct relationship with employee satisfaction and customer loyalty; with satisfied employees better, quality work and productivity are gained.
Peppers and Rodgers (2016) describes Starbucks use of technological loyalty reward programs, have attributed to large repeat customer and increase brand loyalty. The program gives benefits to customers that use the mobile app taking away from the old paper stamp system into a more interactive vibrant alternative that can also be used as a line of communication for the company.
The advantages of using brand loyalty as a means to increase competitive advantage are shown by Bharadwaj et al (1993). Bharadwaj et al suggest that brand loyalty can breed lasting sustainable competitive advantage. Muller (1991) corroborates with Bharadwaj et al depicting that this is the only true future for gaining competitive advantage in a global business environment. Brand loyalty can also mitigate some of the limitations of advancing competitive advantage drawn from imitation competitors as illuminated by Pearl (2011).
Limitations of brand loyalty for gaining competitive advantage are highlighted by Llopis (2014). Llopis describes that consumers are becoming less loyal to brands where price can be key in consumer buyer behaviour after the recession. Furthermore, Llopis shows that these exercises can become costly due to the company focusing on incorrect data towards what the customer sees as value added by becoming loyal, this can be subjective and differs from individual consumer highlighting again Carbaugh (2011) view point of smaller firms being able to gain advantage from what the company is not giving specific demographics of consumers. Dekimpe et al (1997) depict that this strategy is useful for maintaining a customer base but has no direct relationship to increased market share.








[bookmark: _Toc498445221]4.0 Conclusion 

Starbucks have developed key differentiation strategies to advance the organisations competitive advantage in the hot beverage market. Attaining competitive advantage in this strategy Starbucks can evoke a higher premium price without the loss to the customer base. Underpinning this the premium price is attractive because it represents perceived higher quality. 
Methods in which Starbucks have deployed differentiation strategy:
· Corporate Social Responsibility campaigns: Aligning with the current ethical consumer trend Starbucks are reaping the benefits for being publicly known for being at the forefront of the industry.
· Innovation and differentiation of product: Having innovation as a key driver for success Starbucks is accelerating ahead of the competition with early adopter strategies for products and technologies.
· Brand Loyalty: Developing and maintaining brand loyalty through loyalty programs and taking the relationship of employee satisfaction and increase in consumer loyalty seriously, Starbucks as a brand is certainly the most important of the differentiation strategies deployed by the organisation.
Using the differentiation strategy, the organisation has attained competitive advantage by providing a different product and service than other competitors within the market and thusly distancing themselves from other competitors. Also, as said previously can demand a higher price for the product through the experience given to the consumer.



The limitations of the Starbucks using the differentiation strategy are:
· Corporate Social Responsibilities can be costly and have the opposite desired effect if alignment to stakeholders is not considered or are thought or proven that the organisation is engaging in greenwashing practices.
· Product innovation breeds imitation by competitor firms.
· Focus differentiation can be a problem to market share or competitive advantage as seen by the clustering of coffee shops around Starbuck locations.
On further analysis of Porter’s Generic Strategy failings as discussed within the report it could be suggested that Starbucks affiliates towards the hybrid strategy, once being the differentiator but now because of deploying economies of scales, because of strong market position, a cost leader in the drive to cut costs in the supply chain. 


[bookmark: _Toc498445222]5.0 Recommendations

· To continue with CSR campaigns but make the initiatives more transparent and increase validity by having more outside recognised auditors for instance Greenpeace who can then subdue activists against slating campaigns as greenwashing and damaging brand image.
· To continue reinvesting in research and development into innovation in product and customer experience.
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