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Executive Summary
This report will:
Identify the strategy Starbucks have adopted
Analyse how Starbucks have achieved the strategy adopted
Critically evaluate the strategy used by Starbucks
Offer recommendations based on the findings for Starbucks to improve
The information used in this report was collected from numerous sources, such as textbooks, journal articles, websites and Starbucks.com and Starbucks.co.uk.
This report found that Starbucks use the differentiation strategy from Cliff Bowman’s Strategy Clock. To successfully achieve this strategy Starbucks utilise the following methods:
Use of Corporate Social Responsibility within their company and how important it is
Customers perception of the brand
There are many strengths to the differentiation strategy, and Starbucks have gained several of these by adopting this strategy. Some of these strengths are:
Differentiating from competitors
Adding price premium
Gaining competitive advantage
However, there are also several limitations that can affect Starbucks, such as:
Risk of intimidation
Higher costs
There are some recommendations that Starbucks could take into consideration to help improve their company. 
Firstly, they should continue to use their huge influence to help fight social issues, and possibly increase their participating into other social issues, for example issues within the community. They could reach out to charities rather than charities or groups having to contact them in regards receiving help from their local store.
Secondly, they should increase the awareness of the things Starbucks does within local communities. Many customers have no idea about the great work Starbucks do to help with local charities.
Finally, as they are a worldwide company, they could bring in localised items. For example, for Starbucks in Wales they could sell welsh cakes. This will make customers feel like they are special as they are receiving items that are not available in Starbucks’ around the world. 






1.0 Introduction
          1.1 Starbucks History and Timeline
Starbucks is a premier roaster, marketer and retailer of specialty coffee. They offer a choice of coffee and tea beverages, as well as other premium coffee, tea and related products, including packaged roasted whole bean and ground coffees, a variety of premium single-serve and ready-to-drink coffee and tea products, juices and bottled water. They also offer an assortment of fresh food and snacks. They classify their operations in five reportable segments: the Americas, China/Asia Pacific, Channel Development, Europe, Middle East and Africa, and Other. Starbucks operates in 75 countries worldwide, it is headquartered in Seattle, Washington. They reported revenues of US $21,315.9 million for the year ended October 2016, an increase of 11.2% from the year prior. (Marketline, 2017)

Starbucks opened its first store in Seattle’s Pike Place Market in 1971. In 1998, they opened their first stores in the United Kingdom, as well as Malaysia, New Zealand, Taiwan and Thailand. At this point they had a total of 1,886 stores. Starbucks introduced ethical coffee sourcing guidelines which they developed in partnership with Conservation International in 2001, they also introduced the Starbucks Card. Total stores increased to 4,709. In 2010 they expand their digital offerings to customers including free unlimited Wi-Fi (Starbucks, 2011).
Starbucks mission is “to inspire and nurture the human spirit – one person, one cup and one neighborhood at a time.”

They also have company values listed under their mission statement on their website which states that “with our partners, our coffee and customers at our core, we live these values: creating a culture of warmth and belonging, where everyone is welcome. Delivering out very best in all we do, holding ourselves accountable for results.” Alongside others. (Starbucks, 2017). Starbucks offer many products for customer to enjoy anywhere, whether it be in stores, at home or on the go.

          1.2 Objectives of Report

This report will:
· Identify the strategy that Starbucks have adopted
· Analyse how they have achieved this strategy
· Critically evaluate the strategy used
· Offer recommendations for Starbucks based on the findings so they can improve their performance

          1.3 Strategy

There will be different concepts discussed within this report. Firstly strategy, (Johnson, et al., 2008) states that ‘strategy is 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.’

          1.4 Business Level Strategy

 (Hill & Jones, 2011) specified that business level strategy ‘encompasses the business’s overall competitive theme, the way it positions itself in the marketplace to gain a competitive advantage, and the different positioning strategies that can be used in different industry settings’. 
Also stated by Hill and Jones (2011) business level strategy is the plan of action strategic managers adopt to use a company’s resources and distinctive competencies to gain competitive advantage. Companies choose a business level strategy to gain competitive advantage that enables them to outperform rivals and achieve above average returns. 

          1.5 Competitive Advantage

(Johnson, et al., 2008) defines competitive advantage as being achieved by providing customers with what they need or want, more effectively than competitors. (Porter, 2004) states that ‘competitive advantage grows fundamentally out of the value a firm is able to create for its buyers.’ This may be in for form of lower prices than competitors for unique benefits for a more premium price.

          1.6 The Strategy Clock

Figure 1 is a diagram of the strategy clock taking from Johnson, et al. (2008) Exploring Corporate Strategy, it is adapted from the work of Cliff Bowman. The strategy clock suggests that for competitive advantage to be achieved companies must provide customers with what they want or need. Customers perception of value for money is important as in a competitive situation they will make decisions on what they perceive is best, the combination of price and product or services benefits. Customers have various observations of what is value for money is. The strategy clock represents different positions in the markets where customers have [image: ]these views, each position has different generic strategies that can help achieve competitive advantage (Johnson, et al., 2008). The strategy clock can help managers understand the changing requirements of their markets and the choices they can make about positioning and competitive advantage.Figure 1 - The Strategy Clock

The strategy clock has 8 positions explained further in the table 1 below.

Table 1 - The Strategy Clock Positions Explained (Johnson, et al., 2008)
	Position	
	Needs/risks

	‘No frills’
	Likely to be segment specific

	Low price
	Risk of price war and low margins; need to be cost leader

	Hybrid
	Low cost base and reinvestment in low price and differentiation

	Differentiation; without price premium
	Perceived added value by user, yielding market share benefits

	Differentiation; with price premium
	Perceive added value sufficient to bear price premium

	Focused differentiation
	Perceived added value to a particular segment, warranting price premium

	Increased price/standard value
	Higher margins if competitors do not follow; risk of losing market share

	Increased price/low value
	Only feasible in monopoly situation

	Low value/standard price
	Loss of market share






Differentiation


Likely failure


2.0 Main Findings

          2.1 Starbucks Approach to Strategy

[image: ]Starbucks use business level strategy to differentiate from competitors such as Costa Coffee and Caffé Nero in the United Kingdom and Dunkin Donuts and even McDonald’s McCafé range in the United States. Starbucks have recently become the first coffee store to offer their customers an app for phones, where they can “order, pay and earn stars”. They are also very innovative with the drinks they offer, especially seasonal offerings. They have differentiated themselves from their competitors by doing new things and being unique which has helped them succeed so far. They may have achieved this by adopting the differentiation strategy with price premium in the strategy clock. This graph taken from Forbes in 2016 shows how large Starbucks market share truly is in comparison to other leading coffee stores in the US (GreatSpeculations, 2016).Figure 2 - Starbucks Market Share in the US (GreatSpeculations, 2016)


          2.2 Differentiation Strategy with Price Premium

Differentiation is when a company offers a more unique product or service to its customers that they see as valuable, beyond a low price. Differentiation can allow firms to have a price premium, this can lead to superior performance if the price premium that is achieved exceeds any cost of uniqueness to the product or service (Porter, 2004). 
A firm must thoroughly understand what prices customers are willing to pay, if they create differentiated product features with non-competitive costs then the costs may exceed what the target customers are willing to pay. Firms must fully understand what their target customers value in order to have a price premium (Hitt, et al., 2007).

          2.3 Drawbacks of the Strategy Clock

The strategy clock provides options of high price and low value, this is always likely to fail unless there is an organisation that is a monopoly, or in a protected market (Jeffs, 2008). Most companies will not operate in positions 6, 7, 8 due to the likelihood of failure. 

          2.4 Starbucks Differentiation Strategy

Starbucks use the differentiation strategy by creating unique products that customers value, this has created brand loyalty. They have also differentiated themselves by having a high Corporate Social Responsibility (CSR)

                    2.4.1 Corporate Social Responsibility

CSR is defined as ‘a concept whereby companies integrate social and environmental concerns in the business operations and in their interaction with their stakeholders on a voluntary basis as they are increasingly aware that responsible behaviour leads to sustainable business success’ (Amaeshi, et al., 2013).
One major issue Starbucks confronted is Fairtrade, taken from their website they state “99% of out coffee is ethically sourced and accredited by Conservation International under out C.A.F.E (coffee and farmer equality) Practices programme. We are the largest coffee retailer to reach this milestone”. By using ethically sourced ingredients Starbucks are supporting their suppliers and helping improve lives of farmers in which they purchase from. Starbucks is the largest purchaser of Fairtrade coffee in the world. The switch to Fairtrade Certified espresso in Europe will help contribute to a total global payment to small-scale coffee farmers estimated at 2,800,000 Euros (Fairtrade, 2009). This shows that Starbucks do not mind paying extra for their coffee if it means being more ethical, rather than them lowering their standards of ethics to reduce costs and increase profit margins. The outcome will be that customers would prefer paying extra as they know they are benefitting and contributing to social issues whilst enjoying a beverage. 

                    2.4.2 Brand Perception

Brand Perception is a customer’s mental image of what a brand stands for (Dunn, 2004). Starbucks have separated themselves from their competitors by how customer perceive them.

Starbucks help communities in partnership with Neighbourly, they help build strong relationships with community groups, local charities and people. If a charity or group would like help from their local Starbucks store, then they can either go in store to speak to a manager or email Starbucks. Starbucks state they can help with space, funding, time, coffee and people. Every year they are helping charities by putting on their award winning Red Cup Cheer Campaign, where when a customer buys a festive red cup drink they donate 5p towards 250 charities.

Starbucks also support the Lesbian, Gay, Bisexual and Transgender (LGBT) community. In 2007, they founded the Starbucks Pride Alliance to support and advocate their LGBT partners. Today, their community is made up of thousands of partners. They also state that they are actively involved in Pride festivals, last year they were involved in Pride in London.

Diversity and inclusion is important to Starbuck, since they started they have been committed to creating a warm and belonging culture. “Inclusion is in our DNA”, and their partners reflect the diversity of communities and customers. No matter what race, ethnicity, sexuality, disability, age, religion or ideas.

          2.5 Strengths of a Differentiation Strategy

                    2.5.1 Differentiating from Competitors

Within the differentiation strategy brands must have a unique product that will allow them to be different from their competitors. A more unique product may increase custom due to it being perceived as more valuable, as there is nothing similar in the market. As Starbucks come out with different and innovative flavours they are always keeping their existing customers interested but also may grab the attention of potential customers. If more customers try a new drink and like it they are likely to try more and purchase more.

                    2.5.2 Price Premium

Brands can charge a price premium if the customer perceives that it is value for money, brand loyalty is important for all companies. Brand loyalty is defined as ‘keeping preferable to a specific product or service’ (Mao, 2010). Therefore, customers are likely to be committed to pay more money for a specific brand and speak highly of them. If a brand can supply high quality products that customers know they can trust, then they are likely to be loyal to the brand (Block & Roering, 1979). If an organisation has a high level of brand loyalty, then the threat of cheaper competitors is small due to customers associating a lower price with a lower standard of quality. Customers will typically purchase from the brand they have loyalty with rather than changing to the cheaper alternative as they know the brand, this allows the company to add a price premium that customers are willing to pay.

Starbucks have developed a reputation of high quality innovative drinks that customers want to try. They have also built up a reputation having CSR which customers respect, rather than a company that wants to maximise profits. Starbucks have made it well known that they are socially responsible and have any different benefits for customers and employees. For example, for employees they create opportunities for youth and also have a Starbucks college achievement plan, that can help full time partners earn a bachelor’s degree with full tuition coverage.
Starbucks are a forward-thinking organisation who value other aspects other than profit, they care about their customers, employees, communities and partners. This means they can charge a premium as customers will buy from them as they feel they are doing good and helping the community and farmers.

                    2.5.3 Competitive Advantage

If a company is adopting the differentiation strategy then they can likely gain competitive advantage over their competitors (Johnson, et al., 2008). Gaining competitive advantage means organisations are identified as different which can entice new customers. By gaining more customers the company will gain higher sales and in turn higher profits.

Starbucks have gained competitive advantage in their industry due to being the largest company. Also they have gained competitive advantage by being unique and caring about Fairtrade and the local communities and charities. This is seen as valuable by the customer and will increase custom as they feel they are helping a cause.

          2.6 Limitations of a Differentiation Strategy

                    2.6.1 Risk of Imitation

As Starbucks are the market leader, imitation is a key risk and is likely to happen. A company should analyse the risk of imitation by trying to work out what competitors are likely to be affected and assess their responses (Mintzberg, 2006). There are two main forms of imitation; substitution and duplication. Duplication is often the most used form of imitation and occurs when a competitor understands another organisation has competitive advantage and uses comparable resources to attempt to gain the competitive advantage (Barney, 1995). If a competitor gains competitive advantage, then they could essentially take customers and if there are less customers there will be less profit. 

Starbucks’ main competitor in the United Kingdom is Costa Coffee, both companies bring out seasonal drinks that are new and innovative, but also bringing out previous years most successful flavours. Starbucks also created the Frappuccino, which they have trademarked. However, Costa came out with their own version called the Frostino. 

                    2.6.2 Higher Costs

(Porter, 2004) stated that differentiating from competitors can be costly. Unique products usually incur higher costs as more needs to be done to make it unique, generic or standard products can be made more inexpensively but add no value in the eyes of the customer.

Starbucks source their products from ethical suppliers. Their coffee is 99% ethically sourced, Teavana tea producers receive help to improve their livelihoods and cocoa buying is designed to ensure a long-term supply of high quality, ethically sourced cocoa. These all increase the cost of purchasing ingredients. If they decided to stop being so ethical and socially responsible due to the higher costs then customers may think less of them and their reputation could be damaged, their customers may decide to change to a different coffee retailer if they feel Starbucks are not being ethical. 
















































3.0 Conclusion

Starbucks have successfully gain competitive advantage in the coffee industry from using the differentiation strategy. As they have gained competitive advantage they can afford to charge a price premium for the innovative drinks and customer will be happy to pay that premium for a high-quality drink.

Starbucks have adopted the differentiation strategy by:
· Making CSR a part of their brand, using ethically sourced Fairtrade products creates value and helps create high quality products.
· Ensuring they are perceived positively so customers want to purchase from them

Starbucks have gained evident advantages, such as:
· Being different to competitors
· Gaining the ability to charge a premium price as a results of high quality ingredients and brand loyalty
· Gaining competitive advantage by offering different products

However, there are some limitations to differentiation that Starbucks should be aware of:
· If competitors can see an opportunity to make a profit and it is easy to imitate then competitors will take advantage and profit off Starbucks’ original ideas
· Higher costs are incurred due to unique products
































4.0 Recommendations

· Firstly, they should continue to use their huge influence to help fight social issues, and possibly increase their participating into other social issues, for example issues within the community. They could reach out to charities rather than charities or groups having to contact them in regards receiving help from their local store.
· Secondly, they should increase the awareness of the things Starbucks does within local communities. Many customers have no idea about the great work Starbucks do to help with local charities.
· Finally, as they are a worldwide company, they could bring in localised items. For example, for Starbucks in Wales they could sell welsh cakes. This will make customers feel like they are special as they are receiving items that are not available in Starbucks’ around the world. 
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