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[bookmark: _Toc498595814]Executive Summary

This report identifies the different strategies used for Starbucks through Porters Generic Model (1980):
· It looks at how Starbucks differentiate through their products sold, distribution channels and customer service.
· It looks at how Starbucks may also use Cost Leadership through outsourcing and why this makes them a cost leader.
· What using two strategies means for Starbucks and if stuck in the middle can be applied to this organisation.
· The criticisms of using this model and what other researchers are saying. 
· The limitations and advantages of using this model and if it can be applied to Starbucks.
· My recommendation for Starbucks and this model.
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[bookmark: _Toc498595815]1.0 Introduction
The purpose of this report is to look at the organisation Starbucks and identify the competitive strategy that Starbucks have utilised in order to develop their current competitive position within the industry. Once this has been identified, this report will then go on to critically evaluate the strategy that Starbucks have used looking at alternatives, advantages and limitations of this strategy in the current micro and macro environment as well as looking at if Starbucks can identify as more than one strategy and what this means for the organisation. Once the strategy has been identified and evaluated and their current position in the environment looked at, this report will then go on to give recommendations based on the findings for Starbucks to move forward and be ahead of their competitors in the current environment and if they should consider taking a different strategic approach.
[bookmark: _Toc498595816]1.1 Starbucks
The first Starbucks store opened in 1971 in Seattle (Starbucks, 2017) and since then they have become one of the most recognisable brands and as of 2015 had opened up ’22,519 stores as of June 28, 2015.’ (Starbucks, 2017). The company operates in ’75 different countries across North America, Asia Pacific, EMA and Latin America.’ (Marketline, 2017) With reported revenues of ‘$21,315.9 million for the fiscal year ended October 2016.’ (Marketline, 2017) The current CEO of Starbucks is Howard Schulz and he bought the company in 1987 when it was a business selling only roasted coffee beans and he has now turned it into this global organisation. (Statista, 2017)
[bookmark: _Toc498595817]1.2 Strategy
All organisations will develop what is known as a strategy. The purpose of developing a strategy as defined by Johnson et al (2008) is to understand ‘the direction and scope of an organisation over the long term, which achieves advantage in a changing environment through its configuration of resource and competences with the aim of fulfilling stakeholder expectations.’ (Johnson, 2008). Strategies can be implemented across three different business levels; 
· Corporate level
· Business level. 
· Operations
As cited by Andrews 1971 corporate level strategy looks at ‘a firm’s goals and objectives, produces the principal policies for achieving these goals and objectives and defines the range of businesses that the firm is to pursue.’ (Furrer, 2016, p. 1) Whereas the business level focuses on looking at ‘integrating functional level strategies into an internally consistent whole.’ (De Wit & Meyer, 2010, p. 1) Business level focuses on looking at the specific demands for a relevant business area and seeing how they can meet these demands. Therefore, the difference between corporate level and business level strategy is that one looks at the ‘overall plan for a diversified firm.’ (Furrer, 2016, p. 1) And the business level focuses on maintaining a ‘competitive advantage in the markets.’ (Furrer, 2016, p. 2).
For Starbucks’ competitive strategy, this report will look at the business level strategy in relation to Starbucks. Starbucks would develop a strategy to allow them to achieve the competitive advantage in their current environment through exceeding and achieving the satisfactions of their stakeholder’s expectations. 
[bookmark: _Toc498595818]1.3 Porters Generic Strategy
A way in which Starbucks will develop their competitive strategy is through Porters Generic Strategy 1985. Porter defines a competitive strategy as ‘the search for a favourable competitive position in an industry.’ (Porter, 2008, p. 22) The generic strategy model by Porter looks at how there are ‘three generic strategies for achieving above-average performance in an industry.’ (Porter, 2008) As you can see from the diagram below, these are cost leadership, differentiation and focus.
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Figure 1: Porters Generic Strategies Model (Elding, 2008, p. 7)
The strategies are referred to as generic because ‘all businesses or industries can pursue them, regardless of the industry they are in.’ (Hill & Jones, Essentials of Strategic Management, 2009, p. 1) This report will look at which one of these Starbucks has used to give them the competitive advantage whilst looking at how the micro environment can impact these and the limitations. It is also possible for Starbucks to adapt to more than one strategy, this report will look at what this would mean for Starbucks. 
[bookmark: _Toc498595819]2.0 Main Body
[bookmark: _Toc498595820]2.1 Starbucks Strategy
[image: ]It is highly important for an organisation to develop a strategy. Having a strategy allows them to ‘determine how best to compete in a particular industries and markets.’ (Smit, 2007, p. 16) As previously mentioned, there are 3 different business strategies which Starbucks may have. For the purpose of this report, we will look at Starbucks business level strategy. For Starbucks, having a business level strategy will allow them to compete in the current market against their competitors. Within the UK, the coffee industry is highly competitive, by the end of 2016 there 
Figure 2: Increase in Coffee Shops within the UK (BBC 2016)
Were more than 22,000 coffee shops within the UK (Hooker, 2017). Referring to the diagram, you can see that as well as branded coffee chains such as Starbucks and Costa, there has been a significant increase in independent operators and non-specialists (department stores, garages etc.) 
Figure 2: Increase in Coffee Shops within the UK (BBC 2016)
For Starbucks within the UK, their biggest branded competitor would be Costa Coffee as they have 1,972 stores in the UK as of December 2016 whereas, Starbucks only have 807 (Hooker, 2017).  
[bookmark: _GoBack]Other organisations which can be seen as competitors is anyone who serves coffee, whether it be big organisations such as McDonalds down to independent coffee shops. Having a business level strategy will Starbucks to compete with their competitors in the sense that it can provide detailed actions in which Starbucks can take to then allow value to their customers which will then give them a competitive advantage that ‘allows them to outperform rivals and achieve above average returns.’ (Hill & Jones, Essentials of Strategic Management, 2009). Starbucks will then choose a generic approach from Porters model that will allow them to compete in the market.

[bookmark: _Toc498595821]2.2 Differentiation
Through applying Porters Generic Strategy to Starbucks, you can see the strategy they have used in their competitive market is differentiation more than cost leadership and focus. Differentiation looks at ‘offering customers something they value that competitors don’t have.’ (MacMillan & Gunther McGrath, 1997, p. 34) And by ‘creating something that is seen as unique in the market.’ (Hooley, Piercy, & Nicoulaud, 2012, p. 94) It is important to not just differentiating through the products that are on available. Starbucks would develop a strategy to allow them to achieve the competitive advantage in their current environment through exceeding and achieving the satisfactions of their stakeholder’s expectations. For example, this could be through the way in which the store is laid out, the way in which they do customer service and look after their customers and then the easiest way to differentiate, through a range of products that they have released for a limited time. 

[bookmark: _Toc498595822]2.2.1 Customer Service
According to an article on Business Insider written by two former employees of Starbucks, one way in which they differentiate is serving a customer within 3 minutes. ‘From the moment a customer walks through the door, we want to get them through in 3 minutes.’ (Groth & Lubin, 2011) However, due to this being written by two former employees, this article could be biased.  Differentiating can come in many different forms, for Starbucks, another way in which they are differentiating themselves from their competitors is through voice ordering. In an interview with The Wall Street Journal, Howard Schulz revealed that ‘Starbucks will unveil two forms of voice ordering on both iPhones and Amazon’s Alexa assistant.’ (Schulz, 2017) Schulz (the current CEO of Starbucks) has identified what their competitors aren’t doing and is trying to make Starbucks different by implementing this new, innovative way to order coffee.
[bookmark: _Toc498595823]2.2.2 Product Differentiation
Another way in which Starbucks differentiate, is through seasonal products. For example, by releasing the pumpkin spice latte. According to Sense 360, a business tool that provides ‘360 degree insights that help world-class companies continuously measure and optimize their business strategies and tactics.’ (sense360, 2017) As cited on Forbes states that the relaunch of the pumpkin spice latte ‘followed more than 150,000 incremental visits on the first two days.’ (Forbes, 2016)  This data shows how popular Starbucks seasonal drinks are and by differentiating through seasonal products, it can give them the competitive advantage. Through differentiating this way, Starbucks is changing its impressions by always offering something new, whether it be through seasonal products, which impacts the in-store experience down to drive-thru accessibility. (Krikorian, 2014) An example of them gaining this competitive advantage through differentiating via seasonal products is that, the release of this drink saw Starbucks ‘market share increase by roughly 30 basis points to 6.96%.’ (Forbes, 2016) Whereas, their indirect competitors such as McDonalds, who launched the same product a week earlier ‘saw their market share recede.’ (Forbes, 2016).  
[bookmark: _Toc498595824]2.2.3 Distribution Channel Differentiation 
A final way in which Starbucks differentiate is through their supply chain and distribution channels. An example of this is, despite being a global organisation who operate in 75 different countries with over 25,000 outlets, they only have ‘six roasting centres where every single one of the beans is prepared, manufactured and packaged through a series of well-designed manufacturing processes.’ (Supply Chain , 2017) The reasoning behind this allows Starbucks to be central as to where they produce their products, whereas their competitors may have several more distribution and centres where they prepare the product. For Starbucks, this also keeps costs down. Within the same centres, this is where Starbucks manufactures ‘the cups, the napkins, cocoa, tea, lunch products, dairy items and everything you could possibly think of.’ (Starbucks Coffee, 2012) Through having their channels this way, it allows Starbucks to differentiate from their competitors as they have will have more distribution channels.
[bookmark: _Toc498595825]2.2.4 Differentiation Summary
Differentiating has allowed Starbucks to get ahead of their competitors and to be more appealing to consumers. Another way in which they have done this is through a partnership with Coca-Cola which has allowed them to sell prepacked drinks such as a canned espresso drink, ethos bottle water and a variety of household items which has yielded 10% growth in this segment. (Krikorian, 2014) However, there are limitations to differentiating. Hooley et al states that ‘if differentiation is not based on distinctive marketing assets it is possible that it will be imitated by competitors. (Hooley, Piercy, & Nicoulaud, 2012) Therefore, Starbucks need to ensure that they are constantly differentiating their products, the service and the environment to constantly stay ahead of their competitors.
[bookmark: _Toc498595826]2.3 Cost Leadership
There are other strategies that Starbucks could also use. It can be argued that Starbucks are not only using the differentiation strategy. It can be seen that they also use cost leadership, which is another strategy used in Porters Generic Forces. Cost leadership means that the company, in this case Starbucks, ‘seeks to obtain a cost structure significantly below that of competitors.’ (Hooley, Piercy, & Nicoulaud, 2012) Cost leadership is a strategy used when an organisation is ‘trying to outperform competitors by doing everything possible to produce goods or services at a lower cost than they do.’ (Hill & Jones, Essentials of Strategic Management, 2009) An example of Starbucks implementing cost leadership is when Starbucks outsourcing cost more than ‘$825 million yet sales for stores that had been open for a at least one year had dropped by 10% in the same period.’ (Cooke, 2010) For Starbucks to bring these costs down, they looked at their supply chain and seen what could be done then implemented it. Limitations of using cost leadership is similar to differentiation, it is easy for the competitors to imitate and even offer a more appealing price to the consumers. Even though Starbucks costs are generally high, people see them as a cost leader for the value of the price that the consumer pays. The reasoning behind doing this was to reduce their outsourcing costs to ensure they are not losing anymore money due to the drop in sales. Through doing this, it shows how Starbucks are using cost leadership to be leaders and lower their outsourcing costs as much as possible through re-negotiating contracts.
2.4 [bookmark: _Toc498595827]Stuck in the Middle 
Porter argues that if an organisation is more than one of the generic strategies, they will become stuck in the middle which means that ‘they follow neither strategy deliberately or implicitly.’ (Bekkum, 2001) Porter has received criticism for stating that organisations that are stuck in the middle are unprofitable. 
Being stuck in the middle means that Starbucks has tried to adopt more than one generic strategy, in this case, it’s the differentiation strategy and the cost leadership strategy. This may have happened due to the managers of Starbucks being unsure about which strategy to adopt or trying to adopt both strategies.
When an organisation is stuck in the middle, it has been criticised that ‘it possesses no competitive advantage.’ (Rasche, 2008, p. 90) Porter goes on to state that this ‘strategic position is usually a recipe for below average performance’ (Rasche, 2008, p. 90). However, despite these criticisms, Starbucks have not been associated with these ‘below average performances’. It can be argued that even if Starbucks are stuck in the middle, they still pose a threat to their competitors as they are the ‘leading coffeehouse chains worldwide 2015, by revenue.’ (Statista, 2017) Compared to their competitors, Costa, in 2015, Starbucks had ’$21,095 million in revenue’ where the next closest company was Costa with ‘$1,809 million in revenue.’ (Statista, 2017). This shows that despite not necessarily having the lowest costing products, but being cost leaders through reducing outsourcing costs and differentiating through customer service, distribution channels and products which leads to Starbucks being stuck in the middle, these figures show that despite the criticisms of an organisation being stuck in the middle, Starbucks are still proving to be a successful worldwide company and a threat to their competitors.
[bookmark: _Toc498595828]3.0 Evaluation
[bookmark: _Toc498595829]3.1 Strategy limitations and advantages
Limitations of the differentiation strategy is that for Starbucks, it would be hard for them to maintain differentiation through their products. Their competitors will keep creating similar or the same products to compete, therefore, Starbucks need to keep differentiating products to stay ahead of their competitors.  One way in which they can stay ahead of their competitors is through reinvestment of their products, people and innovation and this lead to differentiation of products and separation in the marketplace from their competitors, as cited in an interview with Howard Schulz on The Harvard Business Review 2010.
Another limitation is that product differentiation can be expensive. For Starbucks to be successful in their product differentiation and to create brand loyalty through doing this, they would have to carry out market research to ensure that the product they are creating through differentiation is appealing to consumers. Otherwise, they may see a drop in profits and consumer loyalty.
Advantages of using differentiation is that is creates a perception of no substitute. This means that it may make their competitors feel that they cannot compete with the quality, design and value of the product. As a result of this, for Starbucks it means less competitors which in turn creates a greater market share. An example of this is as of October 2016, Starbucks had a market share of 59.2% (Forbes, 2016) Due to this, their sales will increase which generates a higher profit for Starbucks. Another advantage would be that Starbucks can charge the premium price for their product and consumers would still buy it. Due to differentiation, Starbucks have created brand loyalty. Through differentiation, brand loyalty can be created as it ‘safeguards a company against competitors to the degree that customers develop brand loyalty.’ (Hill, Essentials of Strategic Management, 2012, p. 124) Which as a result means that their consumers will be willing to pay the premium price to a product that Starbucks have that is different or slightly different to the competitors. Through differentiation, Starbucks have ‘added to the culture and values that define the company.’ States Howard Schulz in an interview with HBR (Ignatius, 2010) Through doing this, it has allowed Starbucks flexibility to then offer their products through several distribution channels reaching the wider market and consumers which generates a higher profit.
[bookmark: _Toc498595830]3.2 Generic Strategy Model Criticisms 
It can be argued that a main criticism of Porters (1980) Generic strategy model is that ‘it’s not a case of choosing one strategic position or another.’ (Cunningham & Harney, 2012, p. 22) This strategy traditionally believes that an organisation should only pick one of these strategies to remain profitable (Elding, 2008, p. 7) and Porter believes that an organisation should ‘make a choice between one of three generic strategies or else it will be “stuck in the middle” and suffer from below-average performance.’ Porter as cited by (Elding, 2008, p. 7). 
As we’ve seen with Starbucks, it is evident that they have used more than one strategy within this model and remain the ‘largest coffee house chain in the world in terms of revenue having more than 25,085 outlets worldwide.’ (Statista, 2017) The generic model can also be criticised as it ‘offers little guidance about how organisations cope with change or go about moving from one generic strategy to the other.’ (Cunningham & Harney, 2012) 
Even though the model has several criticisms, this model can be recognised as a central place in the strategic management field states Campbell-Hunt as cited by Cunningham et al 2012.
[bookmark: _Toc498595831]3.3 Conclusion
In conclusion, it is clear to see that through Porters Generic Strategy Model (1980), Starbucks have adopted the differentiation strategy to keep ahead of their competitors. Through adopting this strategy, they have generated brand loyalty which has then allowed them to charge premium prices for their products and still remain the number 1 coffee house worldwide. (Statista, 2017).  
[bookmark: _Toc498595832]3.4 Recommendations 
A recommendation for Starbucks would be to focus more on differentiation. To keep ahead of their competitors, they need a more diverse range of products as the competitors all sell similar products and through creating a unique product, it appeals to consumer more that Starbucks are offering a new, innovative product. 
Another recommendation would be to look at differentiation through customer service. If Starbucks implemented their voice ordering, it would give them a high competitive advantage compared to their competitors as they are not looking at this technology yet. 
If Starbucks focus on an area of differentiating, they could create a new innovative product or service that will give them the competitive edge and appeal to consumers rather than differentiating through several different ways, it will allow them to focus and create a more appealing service or product.
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