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The aim of this report is to: 

· Identify the strategies adopted by Starbucks
· Provide and analysis of how Starbucks accomplished the strategy
· Assess the strategy used by Starbucks 
· Based on the findings, suggest recommendations, which may enhance the performance of Starbucks

The information for this assignment will be gathered from different resources, which are the textbooks, websites, academic journals and articles from Starbucks.

This assignment investigated that Starbucks utilise differentiation strategy from Porter’s Generic Forces. In order to accomplish them, Starbucks has introduced several practices. 

· The incorporation of Corporate Social Responsibility
· Positive brand image
· Making investments in research & development

There is a list of strengths of differentiation strategy, which Starbucks have gained by adopting it. They include: 

· The company distinguishes itself from competitors by creating a unique type of beverages 
· Starbucks has created a strong competitive advantage, which enabled them to dominate over their competitors, such as Donkin Donuts, Costa Coffee, etc.
· By providing unique products of premium quality, through which the customers’ loyalty to the brand is gained, high prices can be charged

Nevertheless, several limitations for differentiation strategy can be outlined: 

· It is likely that competitor may copy the idea of Starbucks and finally steal the customers 
· Differentiating the product may turn out to be costly as ingredients from expensive suppliers and Research & Development costs may result in a low profit margin

The recommendations that may take performance on a higher level are: 

· Starbucks should probably carry on fighting for social and environmental issues by using the power and influence as a global business
· The company may consider organising coffee festivals, where it can reach its audience on a wider scale. 
· The No.1 coffee giant may consider the increase the number of the stores out of the United States.
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[bookmark: _Toc498553036]1.1 Starbucks

Starbucks Corporation is an American coffee company and coffeehouse chain. Starbucks was founded in Seattle, Washington in 1971. As of November 2016, it operates 23,768 locations worldwide.

Initially distinguishing itself from other coffee-serving venues in the US by taste, quality, and customer experience while popularizing darkly roasted coffee.
    
[bookmark: _Toc498553037] 1.2 Objectives

 This report will: 
· Identify the strategy adopted by Starbuck’s
· Analyse how Starbucks managed to achieve the strategy
· Critically evaluate the strategy used by Starbucks
· Based on the findings, make recommendations, which may affect positively on performance of the company 
         
[bookmark: _Toc498553038] 1.3 Business Level Strategy 

Porter (2008) identifies the strategy as 

“The direction and scope of an organization over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations” 

Different of levels of strategies can be outlined: 
· Corporate-level strategy
· Business-level strategy
· Operations strategy

Starbucks employs business strategy.
Business level strategy can be defined as the ‘plan of strategic managers adopts to use a company’s resources and distinctive competences to gain a competitive advantage’ (Hill & Jones, 2008, p.110) 

[bookmark: _Toc498553039]1.4 Competitive advantage

According to Lynch competitive advantage can be defined as ‘the significant advantages means a corporation can add more value to the value to the market than its competitors’ (Lynch, 2003, p.817). These advantages result in corporation adding more value to the market than its competitors. In other words, Barney & Hesterley (2006) state that entity accomplishes competitive advantage only if it produces more economic value than its rivals.

[bookmark: _Toc498553040]1.5 Porter’s Generic Strategies

According to Porter (2008), an entity’s relative position within its industry defines whether a firm's profitability exceeds or falls behind the average across the certain industry. The basis of above average profitability in the long run is sustainable competitive advantage. There are two basic types of competitive advantage a firm can possess: low cost or differentiation. The two basic types of competitive advantage combined with the scope of activities for which a firm seeks to achieve them, lead to three generic strategies for achieving above average performance in an industry: cost leadership, differentiation, and focus. The focus strategy has two variants, cost focus and differentiation focus. 
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The assignment will attempt to reveal and analyse some of the differentiation strategies of Starbucks. 
[bookmark: _Toc498552737][bookmark: _Toc498553041]2.0 Main Findings

Hennessey (2012) states that Starbucks has a list of fierce competitors -- some old and some new -- who also keen on providing coffee of decent quality with swiftness. Major competitors include Dunkin Donuts, Tim Hortons, Peet's Coffee and The Coffee Bean & Tea Leaf (largest privately-owned coffee retailer in the U.S.). This league of reputable companies show potential for higher growth, but as of now, Starbucks' competitors are either more regionally-based or simply fail to spread it venues on a wider geographical scale. Starbucks still maintains its spot as the world’s largest coffee chain, with almost 17,000 stores and counting in over 50 countries. 
                                  
[bookmark: _Toc498553042]2.1 Differentiation Strategy: 
Porter (2008) presumes that when company aims to imply a differentiation strategy, it seeks to make its products unique in its industry along some features that are widely valued by buyers. It selects one or more attributes that many buyers in an industry perceive as important, and uniquely positions itself to meet those needs. It is rewarded for its uniqueness with a premium price.










[bookmark: _Toc498553043]2.3 Starbucks differentiation strategy 

[bookmark: _gjdgxs]Ghini (2016) admits that Starbucks employs to the full extent differentiation strategy. This strategy is calibrating its focus on a broader segment of the total market. Starbucks serves a market that is defined by coffee drinkers.  Starbucks has made the organization well-known for tailoring to broad customers’ needs by preparing orders to meet customers’ wishes, no matter how detailed they are.  Starbucks is also well known for high quality products, with stringent guidelines narrating how their coffees are to be prepared. For instance, as a rule espresso must be served within twenty-three seconds of brewing. The company sets higher standards to its employees, who are within the company are known as partners. And by having those standards achieved, customers perception of the brand becomes more 
Hale (2013) believes that Starbucks has achieved a competitive advantage with its unique, yet diversifying product offerings. In their products Starbucks combines good value for profitable prices and ability to create a demand. To effectively implement a differentiation strategy, Starbucks works closely with various beverage companies. In order to achieve unique flavours for the drinks and widen their product lines, Starbucks has established a partnership with PepsiCo. Coffee maker also partners with a whisky company Jim Beam and as a result coffee flavoured liqueur has been produced. The partnership with Tazo enabled Starbucks to sell customers food and merchandise. The line of products which has been created as result of partnerships with other beverages brands allowed Starbucks to hook customers with the quality and service provided in their coffee shops. “It leads to customers’ purchases of other Starbucks labelled items such as bottled coffees in grocery stores or Starbucks brand liqueur at the liquor store” (Hale, 2013)
[bookmark: _GoBack]Kell (2016) discovers that Starbucks is also implementing changes to its menu in order to broaden its customer base. The company recently included into its product range gluten-free breakfast sandwiches and vegan menu items to cater to evolving customer tastes and dietary requirements. Demand for gluten-free food is on the rise; according to a research report from Technavio, many customers are willing to pay more for gluten-free products, and the market is expected to grow at a CAGR (compound annual growth rate) of 6% through 2019. By 2020, the market for gluten-free foods in the U.S. is projected at over $7.5 billion. Starbucks’ aim to evolve consumer preferences that will provide an opportunity to broaden its customer base.

Thompson (2017) narrates that Starbucks well-positioned in the market with a plentiful amount of easy to access stores.  Perhaps Starbucks most impactful strategy is the time, effort, and financial resources that are invested into its employees – or partners as Starbucks has eliminated the word employees from its vocabulary.  Starbucks offers their partners the opportunity to purchase company stock through payroll deductions. It is widely known that Starbucks provides for all part-time employees that work not less than twenty hours health insurance benefits, a benefit implemented by CEO Howard Schultz who watched his father struggle as an employee of companies that did not offer such benefits.  Schultz’s strategy is to keep Starbucks’ partners happy and passionate about their work through compensation, benefits, and company culture.  His expectations in return are to retain employees (reducing training and turnover expenses) and generate revenue (through customer satisfaction). It is done in order to reduce training and turnover expenses, by having partners loyal to the company and maximise profit through customers satisfaction. 


In addition, Trefis Team (2014) determines that apart from a successful differentiation strategy, Starbucks has also achieved an enormous success in international growth strategy. The company opened their first international coffeehouse in Tokyo in 1996 and have since expanded to operating over 5,500 coffeehouses in more than 50 countries. Starbucks explain their success as being able build relationship with their international partners. Starbucks looks hard to find partners with similar ideals and take into consideration their ethical values, strategic practices, and leadership styles. In addition, they strive to respect the cultures of the countries they are trying to enter. Chairman Howard Schultz is quoted saying "We remain highly respectful of the culture and traditions of the countries in which we do business. We recognize that our success is not an entitlement, and we must continue to earn the trust and respect of customers every day."

[bookmark: _Toc498553044]2.4 Corporate Social Responsibility 

Financial Times defines Corporate social responsibility (CSR) as a business approach that contributes to sustainable development by delivering economic, social and environmental benefits for all stakeholders. CSR is a concept with many definitions and practices.
  
According to Shaffer (2017) one of the most vivid examples of Starbucks and CSR is that the in the wake of President Donald Trump's executive order barring immigrants from seven predominately Muslim countries, Starbucks CEO Howard Schultz gave a vow to employ 10,000 refugees globally.   

[bookmark: _Toc498553045]2.5 Research and development 

From Wikinvest it can be discovered that discovered that The Company spent approximately $6.5 million, $7.2 million and $7.0 million during fiscal 2009, 2008 and 2007, respectively, on technical research and development activities, in addition to customary product testing and product and process improvements in all areas of its business.

The company develops new food, such as new lunch items, delicious beverages, and innovative brewing equipment. Partners drive the innovation behind new product ideas, like the Verismo™ System. The research and testing is conducted of the products, which are shared and discussed with partners in Support centre, and adjustments are made until the product is ready to take to market.

Ghini (2013) admits that year after year Starbucks continues to develop and deliver products of high quality that their customers are staying loyal to the brand. Having a balanced portfolio of items—such as smaller portion-sized sweet treats in our Petites line to lean proteins and whole grains in a grab-and-go Bistro Box for the afternoon, which indicates that the company targets customers to buy their products several times per day.
In addition, in 2013 in order to mitigate the adverse effect of climate change, Starbucks was expanding the company’s $70 million comprehensive ethical sourcing program with a new farming research and development center in Costa Rica.

Brohl (2013) discovers that Starbucks has transformed the active 240-hectare farm built on the slopes of the Poas Volcano into a global agronomy center. “The work on this farm will enable the company to expand its Coffee and Farming Equity practices (C.A.F.E.), the industry-leading ethical sourcing model developed in partnership with Conservation International which ensures coffee quality while promoting social, environmental and economic standards” (Brohl, 2013) 
 
[bookmark: _Toc498553046]2.6 Strengths of differentiation strategy 

Richardson (2015) considers that one benefit of an effective differentiation strategy is that the company may charge a premium for its product or service. The company does so with confidence because of a highly developed and strong corporate identity. The company can readily pass along higher supplier costs to its customers because of the lack of substitute or alternative products on the market. Having a loyal customer assists in making the company's revenue stable and reduces the adverse effect of market downturns because of customer loyalty during the economic crisis or on a daily basis. 

It has been mentioned above what strategies and how Starbucks implement them. 

[bookmark: _Toc498553047]2.7 Limitations of differentiation strategy

Leger (2015) narrates (Saint-Leger, 2015) that Imitation is the sincerest form of flattery. A company that succeeds in implementing a differentiation strategy should be cautious about competitors' copying its business methods and stealing away its customers. In addition, implementing a differentiation strategy can be costly. It may take years before a company achieves a strong brand image that sets it apart. During that time, the company faces the risk of changing consumer tastes or preferences. In such a case, the company may not have sufficient customer demand to offset its higher costs, which may lead to a loss. 

One of the examples for the limitations of differentiation strategy, which can be related to Starbucks is that in 2017 one of the main competitors of No.1 Coffee giant - McDonald’s launched a mobile app to simplify the process of placing an order for coffee. This idea was introduced by Starbucks in 2015. (Banjo, 2017) 
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Utilization of the differentiation strategy by Starbucks has resulted in an enormous success of acquired competitive advantage in coffee industry. It enabled them to charge premium prices for coffees and food and yet still having their customers loyal to its brand. 

[bookmark: _Toc498552429][bookmark: _Toc498552473][bookmark: _Toc498552739][bookmark: _Toc498553049]4.0 Recommendations

· Starbucks should probably carry on fighting for social and environmental issues by using the power and influence as a global business
· The company may consider organising coffee festivals, where it can reach its audience on a wider scale. 
· The No.1 coffee giant may consider the increase the number of the stores out of the United States.
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