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[bookmark: _Toc498535263]Executive Summary 

Starbucks is the coffee house leader in its industry and offers a selection of products such as coffee including whole bean and ground coffees, premium teas and relating products, ready to drink beverages, bottled water and a variety of snacks, pastries, and fresh food. They operate in over 62 countries, over 25,000 stores worldwide and employ over 254,000 people. 
Every business regardless of its size should have a business strategy and a competitive advantage to be successful and Starbucks is one of the companies that excel in these areas. Porter determines that there are three main types of competitive advantage which is cost leadership, differentiation, and focus and these are called ‘Generic Strategies.’ Starbucks use a combination of these strategies within its organisation.  The areas that Starbucks mainly implement these strategies are based on product innovation & development, store expansion and new technology. This report will outline the ways in which these factors contribute to the success to the company along with the advantages and disadvantages of each strategy. The main strategy that Starbucks focus on is ‘differentiation’ by offering their unique products and services. 
This report also outlines the recommendations that Starbucks can make to penetrate the market further and increase their customers and revenue. To do this Starbucks should concentrate on focusing on customer loyalty and promoting branded products within super chain stores.  For example, if Starbucks were to offer customer loyalty cards, certain discounts or a referral bonus to friends and family, this could encourage customers to return more often as they feel they will be getting a better deal. Also, as well as opening more stores worldwide they can build partnerships with other market leaders in different sectors to be able to offer their branded products such as instant coffee and ice drinks. By implementing these recommendations will also aid the ability to advertise. 




1. [bookmark: _Toc498535264]Introduction 

Starbucks is the largest coffeehouse company in the world, they offer a selection of coffee including whole bean and ground coffees, premium teas and relating products, ready to drink beverages, bottled water and a variety of snacks, pastries, and fresh food. They are currently one of the market leaders in their industry and they adopt a variety of different strategies to maintain this. Porter and Scholes define that it is important for every company to have a business strategy and to continually maintain a competitive advantage. 

1.1 [bookmark: _Toc498535265]Report Remit

This report will describe the brief history of the company and outline the competitive strategy that Starbucks adopt and how they develop their current competitive position. The factors discussed and evaluated in the report will show how they contribute to the success of the company in the current market as well as offering advantages, limitations, and recommendations how the company can move forward. It will discuss Michael Porters Generic Strategies and the ways and methods that Starbucks use these strategies within their organisation. 

[bookmark: _Toc498535266]1.2 Background of the Organisation 

The company has been in operation since 31 March 1971 in Seattle, Washington and founded by three individuals, Jerry Baldwin, Zev Siegl and Gordon Bowker. (Marshall, 2015) In today’s market, Starbucks is a worldwide company that now operates in over 62 countries around the world and is continually increasing. Its first international coffeehouse was opened in Tokyo in 1996. From 2003 to 2016 the number of stores has increased from 7,225 to 25,085, with the United States having over 13,000 of these stores. (Statista.com, 2017) Starbucks have two main different formats of store, company operated stores and licensed stores.  To widen their market, they operate in varied types of locations such as high street, retail parks, drive thru’s and petrol stations. (Starbucks, 2017)
Research conducted in April 2017 shows that Starbucks currently employ over 254,000 people and the most recent annual revenue of $21.32 billion. This has increased from $2.6 billion annual revenue in 2001 with 75% of these sales produced by beverages and the remainder from food, and merchandise. (Statistic Brain , 2017)
Starbucks mission statement is “to inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time”. (Starbucks , 2017) A mission statement is a summary of the aims and values of a company and we can see that Starbucks is highly customer driven when it comes to its core values. These include “Creating a culture of warmth and belonging, where everyone is welcome” and “Being present, connecting with transparency, dignity and respect.” The overall aim for Starbucks, as quoted by the current CEO Howard Schultz is to present an environment where “Starbucks are not in the coffee business serving people but in the people business serving coffee. We recognize that our success is not an entitlement, and we must continue to earn the trust and respect of customers every day.” (Satterfield, 2015)

[bookmark: _Toc498535267]1.3 Definitions of Major Concepts 

Johnson and Scholes 2014 define a business strategy as “Strategy is the direction and scope of an organization over the long-term: which achieves advantage for the organization through its configuration of resources within a challenging environment, to meet the needs of markets and to fulfil stakeholder expectations". (Scholes, 2014)
In any industry it is important for a company to maintain and continually improve on its competitive advantages. The dictionary explains that a competitive advantage is where a condition or circumstance puts a company in a favourable or superior business position. (Dictionary , 2017) It is important for every company to have a competitive advantage because it is the key to increased sales and higher profitability. It is important for the organisation, everyone in it and customers to know that the products or services that are on offer, in comparison to the other market competition, are the best that are on offer so that the organisation stands out and consecutively generates a higher turnover. Some of the most important questions a business needs to ask itself is “What makes the organisation stand out from its competitors, what changes need to be made to do this, how to maintain this and how to ensure customers are getting the most superior service?” (Brian Tracy International )  
Starbucks is one of the many companies that excel in this area. There are several factors that contribute to their competitive advantage such as product innovation, capitalising and changing customer preferences, opening stores, focusing on food and no franchising. (Forbes , 2016)
Michael Porter 1985 determines that there are three main types of competitive advantage which is cost leadership, differentiation, and focus.  These are divided into two further sections, cost focus and differentiation focus. Porter calls them the ‘Generic Strategies’ as they can be applied to every organisation regardless of size.  Figure 1 shows a visual representation of Porters approach to the different types of competitive advantage and the scope. 

Figure 1
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Source: (Mind Tools , 2017)
Cost Leadership Strategy is when a company can become the leader of the market with its low costs and if this can be sustained then they will become industry leaders. Increase profit by reducing operating cost and charging lower prices. To do this successfully an organisation will need to invest in new technology and costs such as labour and materials are kept low, beating its competitors. (Scilly, 2010)
Differentiation is when a company makes unique and attractive products or services. To do this, you would need to be a specialist in a feature or service or have a highly valued brand image and provide high quality products. Marketing is a vital tool when looking at differentiation and the ability to stay ahead and monitor trends within the industry.  (Quick MBA , 2017)
Focus Strategy is when an organisation concentrates on developing a product or service for niche market. To so this requires an understanding of customer needs and meet them by providing the extra service that customers are unable to obtain elsewhere. This strategy has two variants cost focus and differentiation focus.  (Porter, 1985)
Porters generic strategies are useful for companies; however, it also has its limitations such as cost leadership strategy can easily be overturned by its competitors. For example, if Costa Coffee (one of the main competitors for Starbucks) reduced its prices significantly, customers are more likely to go for their products. Alternatively, differentiation can cause a barrier for newcomers in the same market meaning that again, price will drive customers rather than the unique products that are on offer. (UK Essays , 2015)

2. [bookmark: _Toc498535268]Main Body 

Starbucks is one of the major companies that uses Porters Generic Strategies. It uses a combination of these strategies to intensify their growth strategy and success.  The company concentrates on penetrating the market with their speciality products and services, along with offering products to a wide variety of different customer segments, in turn making the company stand out from its competitors. To do this, the company operate on a hybrid strategy with the main emphasises on its differentiation. The next section will discuss the ways in which Starbucks have implemented these different types of strategy and what effects they have on the business and industry. (Thompson, 2015)

2.1 [bookmark: _Toc498535269]Implementation of the Strategy 

Store Expansion 
As one of the market leaders of a coffeehouses in the world, one of the ways that Starbucks uses its strategy for growth is growing its number of stores. As briefly mentioned, Starbucks have stores in different locations. Forbes states that one strategy is, rather than opening more dine in restaurants, they are now concentrating on opening more drive thru, walk throughs and express stores. This strategy is aimed at increasing store penetration with the hope to increase sales by 5%.  (Forbes, 2016)	 The impact of opening additional stores and changing expansion strategy this shows that Starbucks is concentrating on expanding its footprint, by continually opening different stores worldwide. By increasing their store penetration and having a more recognisable brand. Starbucks are also concentrating on international business expansion by focusing on China and the Pacific market and Integrating technology into various business processes. (Dudovskiy, 2017)
In addition to opening stores worldwide, what sets the industry giants apart from other competitors is offering their customers a ‘third-place’ experience. A ‘Third place’ experience is where a company offers a place away from the workplace or home where people can spend time in a relaxed environment where they can either socialise or carry out their work. By offering this it will encourage customers to spend more time, and in turn, money.
With Starbucks having a highly valued brand image as well as focusing on the niche market of customers who want their place experience they are exploring both these options with focus differentiation. 



Product Innovation & Development
In addition to opening additional types of stores, Starbucks continually try to improve and expand their products by offering more fresh food, bistros, and tea platforms. Starbucks are increasingly focused on generating revenue from products such as tea beverages, fizzy drinks such as Fizzio and expanding rare and exclusive coffees. (Jones, 2014) By increasing the number of products, they sell, and improving the ones they currently have, this further opens their customers market to increase revenue. One of the main products that had the biggest impact was the Pumpkin Latte, which had over 150,000 visits in the first two days of product launch. (Forbes , 2016) The coffeehouse leaders also concentrate on making their products of a higher quality so that customers are willing to pay premium prices for the products on offer. The organisation has always been open to changing their products based on their customer preferences. An additional example of this is the introduction of Almond milk. By doing this, the customers pay additionally for this as a substitute in teas and coffees, which again widen the market and increasing turnover. This will encourage and entice more customers with the additional products. This helps the company expand its’ customer base by offering different products in varied locations.  Starbucks continually work to develop their products to appeal to the wide market however the products in the stores are unique to the business and in turn can grow their brand. This is another example of how Starbucks use and adapt the differentiation strategy. 

New Technology 
The company has improved mobile apps which offers features such as nutrition based information, store locator, rewards program and ‘MyStarbucks Signature’ which allows individuals to invent their own type of drink and share it with the community. (Geereddy, 2017)
In addition to its mobile apps, Starbucks has planned to install over 100,000 wireless chargers in over 7500 of its stores. (Elgan, 2014)
By offering these types of services (in addition to their direct coffee and food products) opens the customer market for Starbucks. It will penetrate the generation that use smartphones, tablets, and laptops daily and encourage them to visit the stores. This is another example of differentiation as Starbucks are offering a unique service that other coffee houses may not be offering. Elgan continues to explain that ‘The defining feature of Starbucks as a business is technology -- that's what makes Starbucks successful.’

2.2 [bookmark: _Toc498535270]Advantages & Disadvantages 

As discussed Starbucks use a range of different strategies to maintain their market leader position however each strategy can come with its advantages and disadvantages and not all strategies will be applicable to every business. 

Cost Leadership
Cost leadership allows a company to focus on the price of its products as well as reducing overheads, however this type of strategy will not work in every type of industry. One of the main advantages of cost leadership is by charging lower prices and selling more products will maintain profit margins and increase revenue however, by continually focusing on price and the ability to undercut the competition, this could have an effect of the level of service or quality of products that are being offered to the customers. For example, if Starbucks considered using a different type of coffee bean which would be charged at a cheaper rate, then the quality of the product could considerable deteriorate which could potentially lead to customer and revenue loss. This type of strategy also makes it considerably more difficult for new companies to enter the market due to thin profit margins. (Huebsch, 2017)

Differentiation 
A differentiation strategy enables a company to offer a unique product or service over and above its competitors, which will allow the organisation to charge their customers a higher premium. A benefit of doing this, is that costs can be shifted onto its customers as there is no alternative products on the market. By offering a unique product will increase customer loyalty however, with all strategies there are also disadvantages. (Saint-Leger, 2017) Differentiation opens the market up to competitors offering a different type of unique product. For example, Starbucks launched its Pumpkin Latte, however this gives their competitors such as Costa Coffee and McDonalds, the incentive to launch their own seasonal drinks therefore diluting Starbucks’ product uniqueness causes potential loss in revenue.  	
Focus
There are two types of focus strategy, cost focus and differentiation focus. Focus differentiation allows very high prices to be charged for the small market being penetrated. This closes the gap on any competitors trying to compete as the customer market is so small. Again, the disadvantages of focus strategy are that there is limited demand available for niche markets and expanding services or products may be the only way forward. Also, the niche market is vulnerable to being taken over not just by lager companies, but also smaller ones who can narrow their focus on the industry. (Open Texbook , 2016)	
Analysing these advantages and disadvantages of the different strategy types, it is important for any company that follows the generic structure to have and maintain a good balance to obtain optimum profit margins and customer base.  

3. [bookmark: _Toc498535271]Conclusion 

In conclusion, Starbucks use a range of strategy types which contribute to their success to date however they focus mainly on differentiation. This means they can charge higher prices for a unique product which other companies to not offer, however they are disadvantaged as competitors could potentially plagiarize their ideas. It is important for Starbucks to use product innovation and market research continually to offer new products to new markets and in turn continue to increase its revenue. With a company of this volume it is important market research is continually monitored to maintain the coffeehouse giant that it is at present. 

4. [bookmark: _Toc498535272]Recommendations

Focusing on Customer Loyalty
As explained, the market that Starbucks trades is a fast-moving market with the potential threat of competitors plagiarising their ideas. Unfortunately, this will continue to happen in the rapid market today and prices will continue to fluctuate. However, a way in which Starbucks can overcome this is by focusing on customer loyalty which can be considered a source of competitive advantage.   For example, if Starbucks were to offer customer loyalty cards, certain discounts or a referral bonus to friends and family, this could encourage customers to return more often as they feel they will be getting a better deal. This will mean that Starbucks will be less likely to lose returning customers to their competitors for a cheaper price as well as potentially increasing their market with referred customers. This is a market that can be expanded on which will in turn increase revenue. 
Promoting branded products within super chain stores 
Starbucks currently has an excellent logo and due to its number of stores and current customers it is a very well recognised brand. The organisation is currently concentrating on opening different types of stores worldwide, however by promoting and offering their branded products in superstores, this will increase sales revenue. Starbucks should potentially concentrate on setting up partnerships with other market leaders in different sectors to be able to offer their products. For example, liaising with UK companies such as Tesco, Asda and in America K-Mart, to offer a certain range of branded products like instant coffee packages or ice drinks. This would mean that Starbucks would not have the additional overheads of opening new stores and staff costs but can reach out to a market that may only visit superstore giants like Tesco and K-Mart. In turn this will offer a free form of advertising for Starbucks. 
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