
Identifying and analysing the competitive strategy that Starbucks have used to develop their current competitive position.
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[bookmark: _Toc498599902]Executive Summary

Starbucks has attained a positive gross profit of over $8b for the last 5 years and this can largely be attributed to its choice and strategy and subsequently its implementation. There is no universal strategy for success (Mazzucato, 2002) however Starbucks has been able to differentiate its product and brand over its competitors whilst charging a premium price and attain its continual profits (Grant, 2016). By utilising all three of Michael Porter’s generic strategies (cost leadership, focus and differentiation) individually over time they have developed into an industry leader (Snell and Lemley, 2009) and continually gain a competitive advantage (Noe, et al., 2017). Starbucks has used its position as industry pioneer and created product lines that ethically put its profits back into the grass roots of the industry (See Appendix B). This is contrary to Michael Porter’s opinion that an organisation who uses more than one generic strategy is stuck in the middle and as a consequence is destined for failure (Porter, 1980). 
Its products are differentiated by the societal coffee norm through its strong advertising, difficult to imitate goods and service and established foothold in the marketplace. Starbucks have been at the forefront of technological innovations and advancements within in its industry and as a result have globally grown to all corners of the globe through its ‘aggressive growth strategy’ (Snell and Lemley, 2009, p. 24). 
Starbucks are able to stand out from its competitors; by creating a unique product line, delivering a personalised service and differentiating themselves from a coffee shop to a brewing empire thus gaining a competitive advantage (Porter, 1985). One primary negative aspect to their differentiation strategy is the higher costs in order to sustain the individuality and perceived uniqueness of its product which, as Starbucks expands and gains an ever larger customer base would result in increased sustainable costs (Lynch, 2015). Another such drawback would be the high frequency of imitators and the low cost of initial entry into the industry itself (Johnson and Scholes, 2015). 
The following recommendations can be made founded on the outcome of this report and are explored later in further detail: 
· Invest more into environmentally sustainable coffee cups. 
· Continue at its current rate of expansion globally. 
· Explore rival takeovers due to the high imitation factor


[bookmark: _Toc498599903]1.0 Introduction
The purpose of this report is to identify the competitive strategies Starbucks have utilised to develop their current competitive position and to evaluate the strategies used within the current environment and their limitations. This report draws from Michael Porter’s book Corporate Strategy (1980) and applies Porter’s Generic Strategies (1980) to Starbucks to identify its current strategy. The report will also examine any current advantages or disadvantages with Starbucks’ chosen strategy. 
[bookmark: _Toc498599904]1.1 Company Background
Starbucks began its operations in 1971 in Seattle, USA and initially sold high quality coffee beans and brewing equipment (Starbucks, 2017) and slowly began to supply coffee to local restaurants and bars in the area. They established the current ‘coffee culture’ in 1987 (Garthwaite, et al., 2017) after opening several stores in the surrounding area and Chicago. The term coffee culture originated in Turkey in the 14th Century, however due to the management of Howard Schultz, fully came into prominence in the western world in the late 1990s (Marketline, 2017). The majority of Starbucks’ revenue as of 2016 stems from its physical stores in which it has 12,711 operated stores and a further 12,374 licensed stores in over 75 countries (Starbucks, 2017).
Starbucks strives to achieve the following set values:  
· Creating a culture of warmth and belonging, where everyone is welcome
· Active with courage, challenging the status quo and finding new ways to grow our company and each other
· Being present, connecting with transparency, dignity and respect. 
· Delivering our very best in all we do, holding ourselves accountable for the results. (Starbucks, 2017)


[bookmark: _Toc498599905]1.2 Definition of Major Concepts

· Strategy
‘Strategy is a proposed series of actions intended to beat the competition’		                (Bennett, 1996, p. 16). 
Johnson and Scholes, in their book Exploring Corporate Strategy (2007, 8th edition), define strategy ‘as the direction and scope of an organisation over the long term, which achieves advantages in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations’ (p. 14). However, due to the uncertainty of the future, some critics such as Quinn (1980) maintain that there is a more important need to identify a purpose and singular strategy that doesn’t encompass the greater business. This can be expanded further as Bowman and Asch question whether an organisation can have a single focal strategy or encompass many strategies through many levels of an organisation (Bowman and Asch, 1987). 
· Competitive Strategy
In his book Competitive Strategy, the American academic and business strategist Michael Porter describes competitive strategy as ‘taking offensive or defensive actions to create a defendable position in an overall industry’. (Porter, 1980, p. 79). He goes into further detail by characterising these as three generic strategies, overall cost leadership, differentiation and focus. These will be explored further in this report. 
· Business Level Strategy
Business level strategy, somewhat different to the corporate level (Johnson & Scholes, 2015), focuses on the customers and generating more value from the existing resources that an alternative company would not have access to (Lynch, 2015). Lynch advocates that both corporate and business level strategies are by their definitions, conflicting to each other and subsequently must be treated as such. 
· Competitive Advantage
Competitive advantage is a term derived my Michael Porter and explores ‘how a firm puts the generic strategies into place’ (Porter, 1985). It is an approach that leads to profit maximisation (Johnson & Scholes, 2015). Faulkner and Campbell, in the Oxford Handbook of Strategy argue that competitive advantage is ‘meaningless unless used in a concept of a competitive environment’ (2006, p. 249)
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Figure 1.1: Information sourced from Michael Porter’ Corporate Strategy. (Porter, 1980, p. 39)
Cost Leadership was a common strategy in the 1970’s according to Porter due to the ‘popularisation of the experience curve concept’ (Porter, 1980, p. 35), an economically sound model that analyses the efficiency to investment ratio within an organisation. Porter’s generic strategies highlights areas of strategy such as unique product differentiation (Porter, 1985) which by strategic definition would result in a short term upwards curve for the initial market penetration. Hax and Majluf (1993, p. 37) describe the experience concept curve as ‘fundamental to long term profitability for any firm operating within a competitive market’.    Cost Leadership explores cost management (Porter, 1980) and overhead control with the sole intent of profit maximisation by utilising management techniques such as economies of scale (Bennett, 1996) and operational efficiency. The split focus strategy aspect looks at a particular area or niche of market segmentation and the strategy is developed around it. It highlights specialisation and concentration on only one area of the business.  Differentiation is a strategic choice to ‘create something perceivable industry-wide as being unique’ (Porter, 1980, p. 37). Differentiation is where the consumer perceives a product as unique or simply better. This comes attached with a premium price to deliver augmented beliefs beyond the customers’ core beliefs. Thompson (2001, p. 309), differs with Porter’s theories and suggests that a company should not take industry analysis at face value and not accept that ‘the idea of generic strategies are key to unlock the secrets of a competitive advantage.
[bookmark: _Toc498599906]1.2.1 Overall Cost Leadership
Overall cost leadership necessitates a high level efficiency and a vigorous pursuit of cost reductions in order to achieve a higher market penetration. A low cost position allows for a greater defence against competitors at an initial phase however can later be susceptible to potential price wars (Dobson and Starkey, 1994, p. 62) or other low cost operators that want a piece of the market. This is primarily due to a limited number of barriers to entry for new businesses where low costs (Porter, 1980) are a key indicator of performance. A low cost does not equate to customer loyalty (Porter, 1985) as the sole focus of the business is ‘cost efficiency and not customer satisfaction’ (Dobson and Starkey, 1994, p. 63). 
[bookmark: _Toc498599907]1.2.2 Focus
The focus aspect of generic strategy looks at a specific segment of the organisation and the specialisation needed (Dobson and Starkey, 1994). The focus strategy looks to provide exceptionality in one niche area that may have been previously overlooked (Porter, 1980). This narrow approach allows for a more effective strategy when dealing with a large market place (Johnson, et al., 2009). This can be useful by being able to concentrate the strategy and efforts towards a specialisation for market segmentation. The primary drawback to this strategy is that due to its narrow limitations (Lynch, 2015, p. 76), it would allow for limited growth within an already stagnant industry or ultimately outgrowing the niche market that it exists within. 
[bookmark: _Toc498599908]1.2.3 Differentiation
This generic strategy looks at something that is perceived as industry wide as unique and can be classed as tangible or intangible (Grant, 2016). There are many interpretations of strategic differentiation whether it be the specific product, a service or a design. Differentiation provides protection against market rivals by creating its own competitive advantage (Porter, 1980). It has been proven to increase brand loyalty (Kumar, 2016) and requires new competitors to overcome high barriers of entry in order to product its product to similar standards (1980, p. 106). It is a strategy where customers are willing to pay above premium price for a differentiated product from its competitors (Dobson and Starkey, 1994). 
[bookmark: _Toc498599909]1.2.4 Stuck in the Middle
Porter suggests that ‘the three generic strategies are alternative, viable approaches to dealing with the competitive forces’ (Porter, 1980, p. 41), however, offers an alternative for companies who’s strategy encompasses more than one direction. This is termed stuck in the middle and as Porter emphasises, ‘this strategy will almost guarantee low profitability’ (Porter, 1980, p. 42).  Porter classes this choice as an inconsistent strategy and one that is destined to ultimately fail. The main hindrance to being stuck in the middle is that there may not be the perceived value (Johnson & Scholes, 2015) for money or a unique aspect that would be applicable to a similar product. 
[bookmark: _Toc498599910]

2.0 Implementation of the Strategy

David Wilson in his book Strategies of Change (Wilson, 1992), looks at the implementation of strategies and that the understanding of a strategic decision is directly dictated by the perception that the strategy came from. It mirrors the view of Mariana Mazzucato, author of Strategy for Business who believes that each business has its own ‘unique set of obstacles’ to overcome to reach a sound strategic decision (2002, p. 119). It can be observed that many of the ideas from Wilson are culture orientated and thus can be applicable to the coffee culture at Starbucks. Mazzucato writes that there is ‘no universal blueprint for a successful strategy’ (p. 103).The American academic Michael Porter created three generic strategies in order to apply them to any business model to achieve a profitable business. These are Cost Leadership, Differentiation, and Focus which can be split further into cost focus and differentiation focus (Porter, 1980). 
[bookmark: _Toc498599911]2.1 Examining Overall Cost Leadership
In the early years of the formation of Starbucks, the company would identify as a cost leader due to outperforming its rivals (Snell & Lemley, 2009). However, as a result of the coffee culture more low cost competitors have come to market in recent years and thus taking a portion of Starbucks’ market share. 
[bookmark: _Toc498599912]2.2 Examining Focus
Starbucks used this generic strategy during the early 2000s when they began implementing their fair trade coffee (Starbucks, 2017) and subsequent market advertising that the money spent in Starbucks goes directly to help the coffee farmers abroad (Marketline, 2017). This encourages an ethical purchase over its competitors (see Appendix 2). 
[bookmark: _Toc498599913]2.3 Examining Differentiation 
This generic strategy is the fundamental principle that Starbucks uses to grow its business. Starbucks, within the industry, are identified for their high price and high quality product which have a sustainable knock on effect to its coffee producers. However, a negative aspect to differentiation relatable to Starbucks is the potentially higher costs in order to sustain the individuality of its product. This is mirrored in a recent SWOT analysis where it was highlighted that a key threat to the Starbucks organisation is the high cost of raw materials (Marketline, 2017). However, it is these unique raw materials that ultimately provide the differentiation from other similar products such as Costa. Starbucks have developed their products and using new methods and innovation techniques are able to stand out from its competitors, thus gaining a competitive advantage (Porter, 1985). Starbucks promotes its ethical and sustainable (Starbucks, 2017) projects as a means to appear more ecologically friendly however, still use plastic lined coffee cups. With the coffee culture industry at its current peak, companies within this sector strive for individualism and differentiation from its competitors. A successful product differentiator is therefore able to justify a premium price (Faulkner and Campbell, 2006). Robert Grant points out that in the US, Starbucks has an ‘ability to charge $5 for a cup of coffee compared to the US average of $1.38’ (Grant, 2016, p. 189). This can be attributed to the overall ‘Starbucks Experience’ which includes the physical environment but more importantly the customer perception. In a study of the Starbucks Experience, Joseph Michelli comments that ‘…endless details go into producing the emotional bond that loyal Starbucks customers feel’ (Michelli, 2007). Corporate social responsibility (CSR) is responsibility a business has to maintain a positive impact on both their stakeholders and society (Nnodum & Osuji, 2013). This allows Starbucks to differentiate and subsequently the ethical sources (See Appendix A) and allows its customers to feel ethically good (Snell and Lemley, 2009) when purchasing a product seen to be helping the community. Cost Leadership does not equate to the current Starbucks corporate strategy as Starbucks strives to be different in its marketplace (Starbucks, 2017). Starbucks are conscious of the perceived higher than industry standard costing (Grant, 2016), premium price that is attached to their product and believe this is key to their expansion into more areas and greater market domination. It can be assumed that by using a predominantly differentiation strategy that Starbucks is able to maintain its position as market leader. Porter has stated that a company cannot be economically efficient and survive it is stuck in the middle (Porter, 1980), however, it is evident that Starbucks has utilised more than one generic strategy. In the current economic climate, Starbucks cannot limit themselves to hone in on a particular niche market (Snell and Lemley, 2009). Whilst initially using their technological innovation to produce fine coffee before competitors were able to bring a similar product to the wholesale market therefore focusing on a specific market. With its growth plans to China a traditional tea drinking nation, a specific focused strategy would only limit the overall capability of the business however is still necessary to implement differentiation (Lynch, 2015). 

[bookmark: _Toc498599914]3.0 Advantages and Disadvantages of Starbucks’ strategy

In order to diversify themselves from competitors and maintain a market advance, Starbucks was one of the first organisations to provide coffee ethically (Starbucks, 2017) at cost expense and put the resulting profits back into the coffee growing communities (Marketline, 2017). They primarily did this by changing their corporate strategy to mirror the changing wants and needs of their consumers. It has been established earlier in this report that Starbucks no longer use the generic strategy of cost leadership. This is because as they are one of the most established brands in the market (Garthwaite, et al., 2017), and as such, they are able to charge a premium price for their product whilst maintaining a high level customer loyalty and retention. 
In order to attain the position as market leader, Starbucks has had to continually adapt its strategy to an ever changing market place (Snell and Lemley, 2009). They began as the cost leader, selling high quality coffee beans to various restaurants around the local area (Time Out, 2013). Under the chairmanship of Howard Schultz they diversified and began opening up coffee shops looking to expand the brand identity (Snell and Lemley, 2009). Starbucks slowly began expanding around the upper north west of America and started to focus their strategy on solidifying its position and creating loyalty (Snell and Lemley, 2009). This was achieved by offering a wide selection of products in order to encompass a larger audience than the traditional offering of black coffee, white coffee or tea (see Appendix 1). 
[bookmark: _Toc498599915]3.1 An Economic Crisis

There are several threats from outside the industry that have affected the long term profitability of Starbucks. The economic crisis in 2009 led to consumers changing their spending habits and in the short term the US coffee industry profits fell 6.6% to $25.9B (Geereedy, 2014). Starbucks, as the market leader was particular hit hard by the financial crisis and as a result, began looking to other ways or standing out from its competitors (Starbucks, 2017). A current strategy of Starbucks is to fully utilise its products its position as market leader to get free marketing from its customers whom take photographs and post them on social media as a social symbol. This free advertising helps to solidify their position as market leader. 
[bookmark: _Toc498599916]3.2 Profit Maximisation

There are several drawbacks to the choice of strategy Starbucks implements from a stakeholder perspective.  One such example of this is that due to Starbucks using ethically sourced fair trade coffee (see Appendix 2), this lowers the overall profit margin achieved by the company and subsequently provides less dividends for its stakeholders. 
Starbucks is able to charge a premium price for a product that is widely available from its competitors however managers to continually profit (see Appendix 3) in a very busy market.  This contradicts Porter’s generic strategies and could be argued that the business itself is stuck in the middle where businesses should not function efficiently. This could be attributed to the coffee culture Starbucks has instilled on communities to which a premium price for what was once a cheap to produce product is now an established norm. With current news about Starbucks avoiding certain levels of UK corporation tax (Chapman), this has not had any detrimental impact to profits or weakens the company internally. 
[bookmark: _Toc498599917]3.3 Brand Ideology

Due to their established brand (Miller and Muir, 2005), Starbucks are able to open more new stores each year (Starbucks, 2017) , expanding their reach to untapped markets such as China and the Far East. This has been coined as ‘an aggressive growth strategy’ by Garthwaite et al (2017, p. 13). Starbucks helped to launch the coffee culture by using higher quality décor in their stores to encourage people to sit, relax and spend time there. This attempts to continue Howard Schultz ideology of improving the customer experience (Snell and Lemley, 2009). Sustainability has been a recurring tissue within the coffee industry and it has been documented that an increasing number of organisations are acknowledging the need for sustainable products within an industry (Wiley, 2016). They differentiate from their competitors through their high quality, sustainable ventures with their bean producers and by expanding to untapped markets in recent years such as China (Geereedy, 2014, p. 68), a predominately tea drinking nation. 
[bookmark: _Toc498599918]3.4 Sustainability

Paul Finlay, in his book Strategic Management states that sustainability depends on three factors, durability, transparency and replicability in order to attain the competitive advantage (2000). By using the generic strategy of differentiation (Porter, 1980), Starbucks is able to enter a new market place with 30 years of continual innovation (Starbucks, 2017) to adapt to the needs of a new market. This has resulted in continual gross profits of over $8B since 2013 (See Appendix 3). More competitors are a threat to Starbucks and the easy access to entry to the industry would result in fewer market share for a market leader. This ultimately would mean fewer sales and less profit. Starbucks are able to source their beans from a variety of areas (Starbucks, 2017) thus giving them a total competitive purchasing advantage in within their market and solidifies their position as market leaders. This allows them to negotiate the best deal due to their high volume of stores and products available to for purchase in order to achieve profit maximisation. 


[bookmark: _Toc498599919]4.0 Conclusion

Porter surmises that no business can be successful and only use one generic strategy (1980). Each strategy has its own advantages and disadvantages that can be attributed to both external and internal forces affecting the business (Bennett, 1996). 
Starbucks have been continually successful whilst in a highly competitive market which sees new threats of entry on a daily basis due to its strategy on both a business level and a corporate level. They have had to adapt their profit maximisation though cost leadership in the early days in order to get an initial foothold in a non-existent industry and once established began to branch out and focus on niche areas which had existing coffee bars. They began to introduce their fair trade bean policy allowing the profits from products sold to go directly to the bean farmers in order to promote sustainability. Starbucks has been successful previously in its health initiatives by offering healthier conscious options to its customers (see Appendix 1). Starbucks are able to charge a premium price for a premium product and subsequently be viewed as the market leader in the industry (Garthwaite, et al., 2017). 
Starbucks use the generic strategy of differentiation in order to expand globally and offer a uniqueness to its product for its customers. The company sources its beans and to some extent holds a high amount of monopolizing purchasing power (Grant, 2016). Starbucks are able to differentiation from its rivals by establishing the operating culture of customer satisfaction and experience. Their continually innovation only solidifies their position as industry and market leader. 

[bookmark: _Toc498599920]5.0 Recommendations

The following are recommendations for the advancement of Starbucks’ strategy based on the findings of this report. 
· Continue at its current rate of expansion globally and offer differentiated products to each of the new markets it enters in order to continue its growth. 
· Explore rival takeovers in specific countries / niche markets in order to increase market share to get an initial foothold in a market with new suppliers. 
· Invest more into environmentally sustainable coffee cups. As an industry leader, Starbucks has an ethical responsibility to its customers and the planet to reinvest more profits and using its position as technological innovator into developing a non-plastic lined coffee cup which is able to be recycled with ease. Starbucks currently offers a customer discount if one brings their own cup. These savings should go directly to the development of said products. 
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Appendix A
Starbucks’ Health Initiatives - November 2017
Added Sugar Reduction
Lighter Options
Portion Size Reduction
Beverage New Product Innovation
Dietary Trend

Transparency
We aim to be fully transparent with our customers on the nutritional values of our food & drink offering.
In 2016 we published both total sugar and added sugar on our website for all our beverages to help consumers make informed choices.
We added full ingredient listings on our website at the start of 2017 which provides additional transparency for customers.
We are transparent with the nutritional content of our food and drink with calorie content displayed on menu boards and display cases for unpackaged food. All of our nutritional values are also available on our website and mobile order & pay app.
In an effort to increase customer information at point of purchase, in 2018 we are planning to include calories on our fresh food menu. We will also add sugar content on pastry display case labels by the end of 2017 and kcal/KJ content on the front of our packaged food range during 2018.
Information taken from https://www.starbucks.co.uk/responsibility/healthandwellness/our-journey-so-far Accessed 08/11/17



Appendix B 
Starbucks’ ethical responsibilities

· We work with over 300,000 farmers across nearly 30 countries to ensure we’re producing the best coffee possible, in the most ethical way.
· We buy only the best quality, ethically sourced coffee beans from farms all around the world. 
· Starbucks coffee buyers spend time each year visiting coffee growers and suppliers, getting to know the farmers we support and ensuring responsible purchasing practices are followed. 
· We provide farmer loans, support centres and incentives to help farmers reduce the environmental impact of coffee production. 
· By helping to sustain coffee farmers and strengthen their communities, we ensure a healthy supply of high-quality coffee for the future. 
Farmer Loan Programmes
During the growing and harvest cycles, many coffee farmers dip into their modest reserves to cover expenses until they can sell their crops. Some farmers may even experience a cash shortage, prompting them to sell crops early – and for less – to local buyers. 
We provide funding to organisations that offer loans to coffee growers, so they can sell their crops at the best time for the best price. The loans also help farmers invest back into their farms and make capital improvements. 
To date, we have guaranteed millions of dollars in loans for farmers, helping to finance more than 62 coffee cooperatives in 8 countries, and positively impacting more than 40,000 farmers. 
Farmer Support Centres
Starbucks has established seven Farmer Support Centres across four continents in countries such as Costa Rica, Rwanda, China and Columbia. 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. Our agronomists test soils, examine samples and provide advice free to any coffee farmer who asks, not just those who supply Starbucks. 
Starbucks Farmer Support Centre Locations;
San Jose, Costa Rica – opened 2004. The agronomists cover Costa Rica, Honduras, Nicaragua, El Salvador, Panama, Guatemala, Mexico, and South America
Kigali, Rwanda – opened 2009
Mbeya, Tanzania – started ground operations in 2011
Manizales, Colombia – opened in 2012
Yunnan, China – opened in 2012
Costa Rica – Global Agronomy Research & Development Centre – opened in 2013. 
Sumatra, Indonesia – opened in 2016
Information sourced from https://www.starbucks.co.uk/responsibility/ethicalsourcing/farmersupport Accessed 08/11/17
Appendix C
Starbucks Financial Statement Summaries 2012 – 2016
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Information taken from Marketline showing Starbucks’ financial accounts. http://advantage.marketline.com.ezproxy.uwtsd.ac.uk/Product?pid=E86AFA79-07E1-4115-AA0C-0016416541FE&view=FinancialOverview Accessed 08/11/17
Company Profile published by MarketLine on 07 June 2017
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