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[bookmark: _Toc498474483]Executive Summary

This report will:
1. Identify and give examples of how the competitive strategy that Starbucks have utilised to develop current competitive position.
2. Critically evaluate the competitive strategy that Starbucks has utilised in the development of Starbucks current competitive position. 
3. State the advantages and limitations of Starbucks strategy in the current environment.
4. Make appropriate recommendations for the way forward for the organisation based on the findings of this report.
This report was complied with research from a variety of sources such as textbooks, academic journals, newspapers and websites. 
Definitions of Porters Generic Strategies are found within this report, with the observation that Starbucks use the Differentiation Strategy. This observation was based on how Starbucks operate the following:
· Building a Brand identity of high quality at a price perceived as “value for money”.
· Corporate Social Responsibility as a pillar of the Brand.
· Offering a unique customer experience and community based around their service and product. 
There are, however flaws with Porters Generic Strategies model, with the “Stuck in the Middle” failure strategy being disagreed with.  This report explains how the “Middle” is not as negative a situation to be placed in as Porter describes and how being in the “middle” allows flexibility and agility that could have aided Starbucks greatly.
Within in the report are examples of the differentiation strategy that Starbucks has enacted and details how they have gained competitive advantage.  It also shows the limitations and advantages of the differentiation strategy with examples of real world activity shown with each section of the breakdown of their strategy.

This report gives the following recommendations based on findings within the report:
1. Continue entering and expanding in newer markets, especially China.
2. Expand grocery products through product innovation.
3. Continue innovating the “Third Place” concept to ensure it does not become stale.
4. Build upon the Corporate Social Responsibility that’s currently in action, with more visible, locally based sustainable and social initiatives.



1. [bookmark: _Toc498389611][bookmark: _Toc498474484]Introduction

[bookmark: _Toc498389612][bookmark: _Toc498474485]1.1 Starbucks
Starbucks was founded in 1971, but has only operated as the Starbucks Corporation since 1987.  Howard Schultz created Il Giornale after visiting Milan, Italy, whilst he was working for Starbucks as a Director of Retail Operations and Marketing.  He was inspired by the sense of community at the Italian coffee shops and wished to recreate that under the Starbucks banner, however after a successful trail period at one of the Starbucks, the idea was scrapped, and Schultz went on to open Il Giornale in 1985. In 1987, Il Giornale bought Starbucks (Schultz, 1997) and today they are not only one of the world’s most recognisable brands (Chapman, 2016), they also currently operate in 70 countries with over 24,000 stores (Starbucks Corporation, 2017).
[bookmark: _Toc498389613][bookmark: _Toc498474486]1.2 Objectives
This report will:
1. [bookmark: _Hlk498336947]Identify and give examples of how the competitive strategy that Starbucks have utilised to develop current competitive position.
2. Critically evaluate the competitive strategy that Starbucks has utilised in the development of Starbucks current competitive position. 
3. State the advantages and limitations of Starbucks strategy in the current environment.
4.  Make appropriate recommendations for the way forward for the organisation based on the findings of this report.

[bookmark: _Toc498389614][bookmark: _Toc498474487]1.3 Business Strategy

Hofer (1978) defines strategy as:
 “the match an organisation makes between its internal resources and skills…and the opportunities and risks created by its external environment.” p250
Whilst Mintzberg & Waters (1985) simplify the definition too:
 “a pattern in a stream of decisions” p257.
According to Johnson, (1993) there are at least three levels to strategy.  These are:
· Corporate-level Strategy – Concerned with increasing shareholder wealth and company value 
· Competitive Strategy (also known as Business-level Strategy) – How the organisation should operate in each market
· Operational Strategy – Plans how each available resource bands together to achieve the strategy


[bookmark: _Toc498389616][bookmark: _Toc498474488]1.4 Competitive Advantage

According to (Epstein-Reeves & Weinreb, 2013) Competitive Advantage is a theory and term coined by Michael Porter, a seminal figure in the business strategist arena. Porter (1986) describes competitive advantage as: 
“Competitive advantage is a function of either providing comparable buyer value more efficiently than competitors (low cost), or performing activities at comparable cost but in unique ways that create more buyer value than competitors and, hence, command a premium price (differentiation). You win either by being cheaper or by being different (which means being perceived by the customer as better or more relevant). There are no other ways.”

[bookmark: _Toc498389617][bookmark: _Toc498474489]1.5 Porters Generic Competitive Strategies 

Porter (1980) believes that there are three methods that create Competitive Advantage, Cost Leadership, Differentiation and Market Segmentation (or Focus).  
1. Cost Leadership – To gain a competitive advantage through the strategy of cost leadership, a company must ensure that they have the lowest cost of operation within the industry (Stahl & Grigsby, 1997).
2. Differentiation – A strategy that is only appropriate for organisations that have enough resources to sufficiently cope with diversifying their products, services or brand to meet underserved or underperforming markets.  Differentiation must offer something that can be perceived as solely unique to the organisation for it to be effective (Hooley, et al., 2011).
3. Focus – Also referred to as Market Segmentation due to the way that this strategy is built.  Focus looks at specific segments of markets that are operated in and is used to adopt a narrow focus on the desired segment. The desired result is that by focusing on a segment of a market rather than the market as a whole, a competitive advantage should be gained through the results of the Focus strategy, usually down to product or service innovation that meets a currently underserved need (Wernerfelt & Karnani, 1987). 



2. [bookmark: _Toc498389618][bookmark: _Toc498474490]Main Findings

When Starbucks began trading in 1971, it had no intention of becoming the behemoth that it is today. The initial purpose of Starbucks was to only provide freshly roasted high quality coffee to go, with none of the atmosphere in-store that the modern version has cultivated (Marshall, 2015).  After Howard Schultz lead the takeover over Starbucks and formed the Starbucks Corporation, he shifted the focus of Starbucks, repositioning them as the “third place” that their customers could go (Wolfe, 2013).  By cultivating a comfortable and engaging atmosphere in each Starbucks, he hoped to create a sense of community and offer something that was not available to the paying public at that time, premium coffee in a comfortable environment, providing an experience that would have customers returning regularly (Adams, 2009). The use of Porters Differentiation strategy is evident in how Starbucks positioned themselves within the market by offering a unique customer experience, a strong brand identity built on Corporate Social Responsibility and industry leading product innovation and therefore gaining them a competitive advantage that they still hold and have built on, leading them to continually increase their operating income year on year (McGrath, 2016).


[bookmark: _Toc498389619][bookmark: _Toc498474491]2.1 Differentiation Strategy

Porter (1998) states an organisation can offer one or more characteristics that the buyers in the industry perceive to be important then the firm can position itself to uniquely meet those expectations and wants.  By doing so, the firm creates a position where they can sell their goods or services at a premium price point as it is unable to obtain from a competitor.
Porter’s Differentiation strategy has some similarities with Miles, et al. (1978) Prospector Strategy Theory which claims that prospector organisation need to be orientated towards growth, emerging market segments and innovative in its approach to both the industry and new opportunities for growth.
[bookmark: _Toc498389620][bookmark: _Toc498474492]2.2 Stuck in the Middle 

Porter (1980) describes the concept as a firm that does not develop one of the the three generic strategies is “Stuck in the Middle”, meaning as they have no focus, they are not leaders of innovation, low cost of operations, market share or capital.  He states that the company that is Stuck in the Middle is “almost guaranteed low-profitability”.  Johnson, et al. (2015) refer to the “Stuck in the Middle” theory as a “failure Strategy”.


[bookmark: _Toc498389621][bookmark: _Toc498474493]2.3 Starbucks Differentiation Strategy

Starbucks have continually strived to differentiate from competition and have done so in many innovative ways, beginning with the creation of the previously mentioned “the third place” concept, being an industry leader in the use of Fairtrade product procurement and co-operation (Fairtrade Foundation, 2017) too being one of the most visibly ethically operated corporations in the world, with Schultz espousing his desire to run Starbucks as a corporation with a social conscience and soul (Hedges, 2012) and also stating that he wants Starbucks to be the face of “conscious capitalism” (Helmore, 2015).   Product Differentiation has also been implemented and continually operated, with Chief Global Marketing Officer Sharon Rothstein stating that Starbucks has a “foundation of innovation to build on” whilst unveiling a raft of new products, also claiming that the “pipeline of new items was more robust than ever” (Kell, 2016).
Starbucks also uniquely operate in the industry, shunning the 100% franchising model in favour of keeping the stores company owned or licenced due to concerns of fracturing the companies culture according to Ignatius (2010).


[bookmark: _Toc498389622][bookmark: _Toc498474494]2.4 Starbucks Ethical Differentiation 

As previously referred to, Howard Schultz has lofty ambitions when it comes to how Starbucks both operates and is perceived by buyers to operate as an ethical leader in the corporate word. Starbucks show their commitment to this vision by various acts of Corporate Social Responsibility (CSR), a cornerstone of the modern differentiation strategy according to McWilliams & Siegel (2000).  Corporate Social Responsibility, which is the act of an organisation policing themselves in a manner that goes further than regulations or laws deem them too in an ethical sense (Rasche, et al., 2017). For instance, Starbucks have decided to pay the living wage, rather than just meeting the minimum wage in the United Kingdom (Moore, 2015). Also, Howard Schultz famously revealed in 2010 that the $300,000,000 Starbucks spent on healthcare for its workers in the United States of America than it did on their coffee stock (Kowitt, 2010). 
The positioning of Starbucks as an industry leader of CSR gives them a competitive advantage as according to a report by Nielsen (2014), many customer segments, especially millennials are more and more willing to pay higher prices for ethically sourced and produced products/services.  It also makes Starbucks a more appealing place to work according to Jenkin (2015), an objective that Starbucks relentlessly pursue, calling staff “partners” rather than employees (Rai, 2013), a shrewd move as positive correlation between employee satisfaction and customer satisfaction has been empirically evidenced as shown by Vilares & Coelho (2003) and by Oliver (1999) also.  


[bookmark: _Toc498389623][bookmark: _Toc498474495]2.5 The Third Place Differentiation 

Starbucks have always been extremely vocal about being the “third place” which they describe as being the third place from work and home, a place where you can meet friends, relax and enjoy.  It was a concept brought in to attract people to a positive, comforting and friendly environment that welcomed all, with the hope that the high quality of coffee, ambience and atmosphere would lead to being able to charge a premium price as it was not offered to the same standard elsewhere (Michelli, 2007). 
The branding of Starbucks is instantly recognisable in the western world, with every Starbucks offering a familiar feeling in-store.  By offering the “third place”, Starbucks introduced a very social element to the customer experience and through their internal culture they ensure great customer service from their retail staff who are the face of the business (Leinwand & Davidson, 2016). Starbucks have managed to gain a competitive advantage through an innovative approach to customer experience, creating a competitive advantage by understanding the market, a trend that has lead them to be noted as by Trott (2011) to be one of the world’s most innovative businesses.

[bookmark: _Toc498389624][bookmark: _Toc498474496]2.6 Product Differentiation

From the very beginning of Starbucks, in 1971, the ethos of the company has been to provide a high-quality product, an ethos that has remained strong within the business, highlighted by this quote from Howard Schultz:
“Someone said to me, “You are roasting 400 million pounds of coffee a year. If you reduce the quality 5%, no one would know. That’s a few hundred million dollars!” We would never do that.” (Ignatius, 2010).  
Loudly informing the public whenever an opportunity presents itself that quality is more important that a marginal increase in profit, creating a brand perception of a business that cares about its customers, which is reflected in the collective perception (Walton, 2012, YouGov, 2017).


[bookmark: _Toc498474497]3.   Advantages of a Differentiation Strategy

A successful Differentiation Strategy is an excellent way to gain competitive advantage as illustrated by Starbucks’ considerable success.  Through differentiation strategy, they have built an instantly recognisable global brand that has survived economical crashes at a massive scale and continues to thrive.  If correctly implemented, differentiation strategies can be brilliantly successful, and it could be argued that do its monolithic status, Starbucks have proven this.

[bookmark: _Toc498474498]3.1 Product Differentiation Strategy

Product differentiation ensures that the business is reaching an area of a market that has been underserved or provides the market with an alternative product such as the Pumpkin Spice Latte, a massive revenue creator for Starbucks (O'Connor, 2015, Maynard, 2017), who were the first to notice the opportunity in winter themed drinks (Chou, 2013).  Spotting this opportunity has led to a guaranteed boost in fourth quarter sales, giving Starbucks a sustainable competitive advantage.

[bookmark: _Toc498474499]3.2 Corporate Social Responsibility Strategy

Through their CSR endeavours, Starbucks have helped to create a minimum expected standard within the industry of operations, if their competitors fail to match some of their most public initiatives such as only using 100% Fairtrade sourced coffee beans (Ionescu, 2016), then it forces the competition to increase their cost of operations, illustrated by the amount of businesses within the market who raised their offered wage to match Starbucks’ after they decided to pay their staff higher than the minimum required wage (Masunaga, 2015, Morath & Jargon, 2016).
Differentiation strategies not only establish the business in a position of competitive advantage but also, according to Kumar (2006), low-cost competitors are at times forced to increase their cost of operations to match the perceptions of the market to remain competitive. 





4. [bookmark: _Toc498389625][bookmark: _Toc498474500]The Limitations of Starbucks Differentiation Strategy

During the economical crash and resulting recession beginning in 2008, Starbucks’ market positioning as a premium priced provider of high quality coffee and distain of the franchising model to pursue secure and sustainable growth (Clark, 2008), was almost the downfall of the company (Moulds, 2009), as it left the usually innovative and progressive company stuck in a declining market with no easy shift of strategy available to them, only radical change that would damage the desired perception of the brand (Wiggins, 2008).  Instead of a reworking of the entire corporate-level strategy, Starbucks focused on their business-level strategy (Groom, 2008).  According to Cain-Miller (2011), after Howard Schultz returned to Starbucks for his second spell as the CEO bemoaned the rapid growth of Starbucks, closing 900 stores and refocussing on the “third place” concept.  During times of economical uncertainty, the premium prixed non-vital luxuries are always those that suffer the most, by positioning itself as a provider of premiumly priced, hiqh quality coffe, an un-essential product, Starbucks is placed in an extremely vulnerable position (Adamy & Wignfield, 2009). 
Thompson & Martin (2010) argue that focusing on one of Porters Generic Strategies is not the only use applicable for success in strategy, stating the success of Japanese business YKK who implement both Cost Leadership and Differentiation to great success. 

[bookmark: _Toc498389626][bookmark: _Toc498474501]4.1 Corporate Social Responsibility

Corporate Social Responsibility (CSR) is a form of self-regulation by businesses for the social good which is integrated within the business plan (Johnson, et al., 2010).  Corporate Social Responsibility can be a double-edged sword when it comes to being utilised as a differentiation strategy, as Starbucks found out in the United Kingdom when the revelation of tax avoidance was revealed, meaning that their closest competitor Costa Coffee saw a rise in sales directly after of 7.1% due to people boycotting Starbucks according to Maidment (2012). This is just one of many examples of CSR backfiring on the company, CSR can be a very risk intensive approach to differetiation as if a company employs the strategy, they have to be seen as the leaders of the strategy in the industry and will therefore be scrutinised to a higher degree and held to a higher standard than their competition.  Chatterji (2013) warns that “Starbucks’s Howard Schultz place social impact ahead of short-terms profits, may be difficult to sustain in today’s corporate world” as demands for profit and shareholder wealth increase, so too will pressure on the business to provide it and focusing on costly CSR initiatives inhibit financial success (Tristano, 2016). 



[bookmark: _Toc498389627][bookmark: _Toc498474502]4.2 Threat of Imitiation 

Starbucks has many competitiors in each nation they operate in and on a global scale.  Differentiating the business purely through customer experience is full of risk as they are not the only goliath operating in the industry as they face big competition from McDonalds (Mourdoukoutas, 2017).  Also, the “third place” concept has been imitated by large competitors such as Costa Coffee, Café Nero and a plethora of independent companies and chains (Gumbel, 2008).  Setting a high standard of customer experience intitally was what differentiatied Starbucks, however, now that they are no longer offering this uniquely to the customer, further innovation had to take place.  Creating a brand creates an identity, and Starbucks have been expertly efficient of shaping customers perception to their brand which according to Bennet & Rundel-Thiele (2005) and Chauduri & Holbrook (2001) creates brand loyalty and repeat custom.  

[bookmark: _Toc498389628][bookmark: _Toc498474503]4.3 High Operating Costs

Starbucks are quite limited in terms of operating cost, as they have chosen to pay low-skilled staff higher than the minimum wage (Moore, 2015, Hartung, 2016), spends a considerable amount on private healthcare for its employees (Jargon & Wilde-Mathews, 2016) and also paying premium prices for Fairtrade coffee beans (Hickman, 2008), a position that Starbucks CSR Differentiation strategy has placed it in.  Higher operating costs leads to lower profit margins when the price of a product has to be competitive.


5. [bookmark: _Toc498389629][bookmark: _Toc498474504]Agility and The Middle

In times of hardship, companies that have strongly commited to porters diffferentiation strategy place themselves in a perilous position, as shifting into a different revenue stream or entering a new market or other action that could potentially be successful in that situation is not necessarily possible as they are rigidly structured.  Rather than shifting into more affordable products, Starbucks stayed firm in their operational strategy, only realligning it to the current market conditions by closing a large number of stores and shifting focus back on to the customer experience. Limiting the options of escape from tricky situations can prove costly and therefore Starbucks needed to be more agile.  Had Starbucks shifted strategy into cost leadership, perhaps the negative results suffered during the reccession could have been somewhat negated.  
Zheltoukhova (2014) asserts that:
“Organisational agility is critical to business success. It has the potential to offer organisations practical solutions to meet the evolving needs of their workforce, as well as controlling operational costs and finding competitive advantage in greater customer focus and innovation.”
Porters “Stuck in the Middle” theory has opponents.  The counter argument is that by conforming to one of Porters Generic Strategies, a business rigidly adapts a certain strategy that it must remain true too.  If a firm adopts to operate in the Middle however, according to Symonds (2012) they are more flexible and agile, giving them the ability to shift and change the business model and strategies available to them quickly to fully gain the competitive advantage.  Juul Andersen (2013) argues that if new technology or product demand arises, a business that chooses to operate in the “Middle” are better positioned to pursue the new area.  “Stuck in the Middle” remains a negative with negative implications, but operating in the Middle as a flexible and agile business allows business to be able to shift strategies to pursue an identified area of a market that will lead to a competitive edge.
Discovering an innovative action to ascertain competitive advantage in a struggling market requires a company to easily shift from what it has always done to what it could do.  Starbucks have showed signs of being an Agile company, especially through its product and market diversification with items such as its Evolution Fresh Juice Brand (Strom, 2013) and continuing to develop its presence in new markets, such as China, which is proving to be a very strong revenue performer for them (Baertlein, 2017).  They have also showed great flexibility and innovation with their technological approach to the customer experience, such as offering a “mobile order and pay” application, an innovative and currently unique approach to ordering and paying for your items (Williams, 2015) creating a competitive edge.



6. [bookmark: _Toc498389630][bookmark: _Toc498474505]Conclusion

Starbucks have established themselves as not only a globally recognised brand, but a trusted brand with a loyal customer base.  Using a Differentiation strategy, they have made an incredible journey that would more than likely have not left Seattle if they did not embrace and offer the “Third Place” concept.  They have achieved a competitive advantage through the use of a differentiation strategy.  The Differentiation strategy Starbucks has enacted is:
· Building a Brand identity of high quality at a price perceived as “value for money”.
· Corporate Social Responsibility as a pillar of the Brand.
· Offering a unique customer experience and community based around their service and product. 
These implementation and operation of these Differentiation strategies has led to Starbucks gaining a Competitive Advantage and they have successfully manoeuvred into an extremely Competitive Position. 
The limitations of this Strategy however, has potentially led to loss during times of economic decline.  As they do not operate a Cost Leadership strategy, they have higher costs than some of their competitors and if the markets shift towards a less expensive product for the consumer, to be competitive Starbucks will have to diminish their profit margins.



7. [bookmark: _Toc498389631][bookmark: _Toc498474506]Recommendations  

5. Continue entering and expanding in newer markets, especially China.
6. Expand grocery products through product innovation.
7. Continue innovating the “Third Place” concept to ensure it does not become stale.
8. Build upon the Corporate Social Responsibility that’s currently in action, with more visible, locally based sustainable and social initiatives.
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