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1.0 Executive Summary
This report will:
· Identify the business level strategy used by Starbucks
· Analyse completive and development strategies used by Starbucks
· Critically evaluate the strategies used by Starbucks
· Give recommendations based on findings, to advance company performance and maintain ahead of competitors 
Data used in the report has been extracted from text books, academic journals, periodicals, reports, case studies and websites, all academic, reliable sources.
It was identified that Starbucks, incorporate Porter’s Generic strategies through the differentiation strategy. This has been adopted implementing:
· Fundamental core values in relation to Corporate Social Responsibility
· Creating a sub culture ‘Coffee Culture’
· Positive Brand Perception/Recognition
· Research and Development investment
· Creativity and Innovation
· Leaders for ethical sourcing and advocates for reducing carbon footprint
Starbucks’ use of the differentiation strategy has numerous strengths. These include:
· Competitive advantage; by creating unique a product mix and bespoke beverages and offering quality Fairtrade products that have positive influences on consumer behavior and numerous differentiation characteristics as listed above
·  Retailing quality products at a premium price, thus creating brand loyalty and recognizable company
· Investment into creativity and innovation, creating inimitable products to ensure a lead above competitors
Limitations from the differentiation strategy applied by Starbucks include: 
· Risk of Imitation; Despite Starbucks’ exclusive line the overall beverages are generic, Costa Coffee, McDonald’s and Nero among smaller retailers are threats to the company, with consumers becoming increasingly savvier with purchases
·   By funding social projects and ethical sourcing, Starbucks production costs are higher therefore, have a significantly higher product cost compared to additional competitors
Recommendations that could be beneficial in Starbucks’ performance include:
· Maintain Social influence
· Expanding services from America to other western countries 
· Continue to lead innovative projects
· Offer further profitable incentives to compete with leading competitors
· Dominate UK Sales


[bookmark: _Hlk498621391]2.0 Introduction
2.1 Starbucks Background
Starbucks (2017) articulated that the name was “Inspired by Moby Dick, evoked the romance of the high seas and the seafaring tradition of the early coffee Traders”. Marketing a product range focused on hot and cold beverages and in recent years, an expansion into hot food. Operating in over 15,000 stores in 50 countries, Starbucks beliefs it’s the premier roaster and retailer of speciality coffee in the world, (Starbucks, 2017). Starbuck (2017), states “Our mission is to inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time… Today, with more than, Starbucks is the premier roaster and retailer of specialty coffee in the world. And with every cup, we strive to bring both our heritage and an exceptional experience to life”.

2.2 Objectives
This report will outline the following:
· Identification of the current strategies implemented by Starbucks
· Analysis of the strengths and weaknesses of the strategies 
· Critical evaluation on competitive and development strategies of Starbucks
· Suggested recommendations on improvement of these strategies, based on core findings

2.3 Business Level Strategy 
(Johnson, et al., 2011) defines business-level strategy as “The plan of how an individual business should compete in its particular market”. Singh (2008) states that “Strategic responsibility can be described using the following three levels of decision, Corporate, Business and Functional”. All three concepts are unique in their approach. According to (Singh, 2008) “The corporate level deal with choosing the domain in which the corporation intends to do business” (Pg.17). The functional level deals with how resources are used within a given function, for example, the manufacturing function including determination of the basis on which functions will support the business and cooperate strategies (Singh, 2008).It is said stated that “The business level deals with how to compete within a given business, this includes industry assessment, competitor assessment, business strength analysis, product analysis, and resource allocation to the function level” (Singh, 2008). Starbucks currently uses the business-level strategy approach. Business-level strategy is the plan of action strategic manager adopt to use a company’s resources and distinctive competences to gain a competitive advantage  (Hill & Jones, 2008).
2.4 Competitive Advantage
“Competitive advantage is about how an SBU creates value for its users both greater than the costs of supplying them and superior to that of rival SBUs” (Johnson, et al., 2011).
Johnson et al (2011) coveys that here are two important features of competitive advantage:
· To be competitive the SBU must ensure that users see sufficient value that they are prepared to pay more than the costs of supply.
· To have advantage, the SBU must be able to create greater value than competitors
Porter defines competitive strategy as taking offence or defensive actions to create a defendable position in an industry, to cope successfully with the five competitive forces and thereby yield a superior return on investment for the firm (Porter, 2008).
2.5 Porter’s Generic Strategies
Huggins and Izushi (2012) states that “Porter argues that industry structure has a strong influence in determining the competitive rules of the game, with the ultimate profit potential in an industry being determined by the collective strength of five forces: threat of new entrants, intensity of rivalry among existing competitors, threat of substitute products, bargaining power of buyers, and bargaining power of suppliers”.  It is expressed that Porter’s Five Forces framework presented in Competitive Strategy and the Value Chain framework in Competitive Advantage are now the standard analytical tools of industries and uniforms, respectively, and are widely studied by business school students and practiced by managers across the world (Huggins & Izushi, 2012). Generic strategies are the three basic strategies of cost leadership, differentiation and focus (sometimes called niche) open to any business (Lynch, 2005). Lynch (2005) Conveys that: 
· Differentiation occurs when the products of an organisation meet the needs of some customers in the market place better than others. When the organisation can differentiate its products, it is able to charge a price that is higher than the average price in the market place.
· The low-cost leader in an industry has built and maintains plant, equipment, labour costs and working practices that deliver the lowest costs in that industry.
· A focus strategy occurs when the organisation focuses on a specific niche in the market place and develops its competitive advantage by offering products especially developed for that niche.
3.0 Main Findings 
Starbucks originated from chairman Howard Schultz, who travelled to Italy and became passionate about the traditional coffee culture. Schultz’s appreciation for the way the coffee culture connected the community, led to his desire to replicate this culture to the United States, (Starbucks, 2017). Starbucks was founded in 1971, just a single store in Seattle’s historic Pike Place Market, offering some of the world’s finest fresh-roasted whole bean coffees. It is now a company that is renowned for its iconic logo, Quality coffee and recognizable reputation, across the globe.
3.1 Differentiation Strategy 
According to Johnson et al (2011), for Porter the principal alternative to cost-leadership is differentiation. Differentiation involves uniqueness along some dimension that is sufficiently valued by customers to allow a price premium. Relevant points of differentiation vary between markets. Within each market too, businesses may differentiate along different dimensions. Thus in clothing retail, competitors may differentiate by store size, locations or fashion. Managers can identify potential for differentiation by using perceptual mapping of their products or services against those of competitors (Johnson, et al., 2011). Johnson et al (2011) states that the attributes on which to differentiate need to be chosen carefully. Differentiation strategies require clarity about to key factors:
· The strategic customer. It is vital to identify clearly the strategic customer on whose needs the differentiation is based. This is not always straightforward. Finding a distinctive means of prioritizing customers can be a valuable source of differentiation.  
· Key Competitors. It is very easy for a differentiator to draw the boundaries for comparison too tightly, concentrating in a particular niche. 
There is an important condition for a successful differentiation strategy. Differentiation allows higher prices, but usually comes at a cost. To create a point of valuable differentiation typically involves additional investments, for example in R&D, branding or staff quality. The differentiator can expect that its costs will be higher than those of the average competitor (Johnson, et al., 2011).
3.2 Starbucks Differentiation Strategy
Starbucks use business level strategy to differentiate against key competitors such as Costa Coffee and Nero by using a Premium Product Mix of hot/cold beverages, offering quality produce, ethical sourcing, leaders of innovation, impact on sociological impacts and developing a consistently growing, global coffee culture. 
3.3 Corporate Social Responsibility
Amaeshi (2013) defines Corporate Social Responsibility as					
‘A concept whereby companies integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis as they are increasingly aware that responsible behavior leads to sustainable business success’ (Amaeshi, et al., 2013)
This is implemented in Starbucks, by their core values to social factors, such as their use of:
· Fairtrade ingredients
· Education and training opportunities
· Ethical and sustainable sourcing
· Lead in green retail 
· Recycle and green incentives
· Contribution to communities
· Starbucks Foundation
An example of Starbucks’ dedication to education and training include the 2012 announcement to hire an additional 1,000 Level 2 in the UK, In 2013, 200 existing staff went through Starbucks’ Shift Supervisor course which is equivalent to a Level 3 apprenticeship and the company has put together a diploma for store managers. (Oxford Economics, 2013). 
Starbucks (2017) states that “Frequent factory assessments have been a key part of our strategy since we started the program in 2006”. Starbucks ethically source all ingredients and have current goals to make coffee the world’s first sustainable product to improve the lives of at least 1 million people, source 100% ethically sourced tea and cocoa by 2020, also implement ethical sourcing for products such as instore furniture and clothing. Starbucks is also a member of The World Cocoa Foundation (WCF) and the Global Social Compliance Program, a business-driven effort to promote the continuous improvement of environmental and working conditions of global supply chains. (Starbucks, 2017). 
3.4 Brand Perception
The brand perception determines the expectation the customer has of a brand, an expectation that presents the customer’s feelings towards a very speciﬁc experience that is promised by the branded product (Herman, 2001). Starbucks is fixated on basing the entire company around core values that specifically influence the company’s brand perception as stated in their mission statement “We are performance driven, through the lens of humanity (Starbucks, 2017). Starbucks also claims that its principal values are the following:
· Creating a culture of warmth and belonging, where everyone is welcome.
· Acting 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 results.
Section 3.3 of the report signifies the vast level of Corporate Social Responsibility and devotion by Starbucks. The enormous contribution to social presence signifies high brand recognition and influence and is beneficial both to company profit as well as consumers. It is anticipated that a brand’s credibility is essential to attracting consumers and earning their loyalty. A brand’s coherence must be obvious in all levels of the marketing mix: concept, product, image, communications, packaging-labelling, advertising, varieties of the product, distribution and price (Martinez, 2012).
3.5 Creativity and Innovation
The Oxford Dictionary defines creativity as the use of imagination or original ideas to create something; inventiveness (Oxford Dictionary, 2017). In relation, Baregheh (2009) states that “Innovation is the multi-stage process whereby organizations transform ideas into new/improved products, service or processes, to advance, compete and differentiate themselves successfully in their market place” (Hulsmann & Pfeffermann, 2011).
Loeb validates an example of Starbucks’ creativity and innovation as wisely focusing on productivity through new products and a very important expansion through the grocery channel, where they are making great strides with K-Cups and other products that give their brand a presence in consumers’ homes (Loeb, 2013).  Innovation In recent years there has been a stream of innovation in the availability, serving and range complementary products associated with the coffee market. This has seen both a marked expansion of the coffee market and developments of new coffee-shop centred products. Through the enhancement of their stores, the quality and variety of the coffee on sale, Starbucks and other coffee retailers have helped to create a new coffee-drinking culture in the UK as supposed to the stereotypical ‘greasy spoon’ culture in the 1970’s. This has led to a marked increase in the consumption of coffee: between 2000 and 2012 the number of cups served increased fourfold. This over a period when real household disposable income rose by just 22% and total consumer spending rose by 20%. 5.1.2 Starbucks continues to lead market innovation is a key driver of markets and competition that leads to better products for customers and gains in productivity (Oxford Economics, 2013).
3.5 Research and Development
[bookmark: _GoBack]Starbucks are continuously investing in research and development, with new seasonal lines of beverages and offering bespoke, exclusive beverages that competitors are unable to replicate. Starbucks have created new products and services through research and development such as Happy Hour, new flavour syrups, splash sticks to keep clothes cleaner, cake pops and drive throughs. Research and development plays a key part in distinguish customer demand and introducing unique products ahead of competitors. R&D itself can be a source of competitive advantage since through efficient R&D. Firm can obtain growth by achieving economic of speed, decreasing in innovation cost, increasing in scientific knowledge and productivity (Spulber, D.2003)
3.6 Strengths of Differentiation Strategy 
Michael Porter (1985) suggested that there are two main ways to create competitive advantage: Cost advantage and differentiation. By achieving either of them as well as define the competitive scope, firm can know exploit its competitive advantage by using Porter's generic strategies.
It may be regarded that Starbucks has built an admirable global reputation, that is currently coinciding with consumer behaviour, which is becoming increasingly reflective on ethical buying despite a higher purchasing price. In a report carried out by Hainmueller et al, they analysed the Consumer Demand for the Fair-Trade Label using a several store field tests over 6 months. It concluded that Demand for the higher priced coffee was less elastic: sales of the Fair Trade labelled coffee remained fairly steady when its price was raised by 8% (Hainmueller, et al., 2014). This indicates that consumers are becoming more conscious of ethical shopping and are prepared to pay the price for quality which suggests there is no risk in higher pricing. 
It is claimed that within the differentiation strategy an organisation often creates a rare product allowing them to distance themselves from their competitors in the market (Meek, et al., 2003).Starbucks has differentiated itself by creating a subculture ‘Coffee Culture’ which has socially advanced coffee houses leading to an substantial increase in coffee sales. Starbucks has also invested in research and development to produce creative and innovative products which encourage customer engagement by the introduction of a new, desirable product and increase sales. This is achieved by implementing seasonal themed drinks such as pumpkin spiced drinks in October and cinnamon lattes in the Christmas periods thus creating a unique selling point and increasing sales. These factors create a brand loyalty which is imperative for a successful company.
Starbucks have recently advanced with technology and introduced new ways of purchasing coffee through apps, supermarkets, public sectors and drive throughs and thus encouraging the distribution channels resulting in increased sales and marketing. 
3.7 Competitive Advantage 
Differentiation will lead to superior performance if the value perceived by the buyer exceeds the cost of differentiation. The cost of differentiation will vary by value activity, and the firm should choose those activities where contribution to buyer value is greatest relative to the cost. (Porter, 1985). In this instance, Starbucks have distinguished exclusive product ranges ahead of their competitors including new ranges of merchandise such as sustainable coffee mugs with incentives to reuse and trademarked clothing. Starbucks have led the coffee market as they were one of the first to establish the ‘coffee culture’ and implement social benefits.
3.8 Limitations of Differentiation Strategy
There is always a risk of imitation in any market and industry, the leading rivals of Starbucks are currently Costa Coffee who are dominating UK Sales and have been named best coffee shop in the UK third year in a row. They also now produce unique beverages of their own in competition with Starbucks (Costa Coffee, 2017).
Starbucks Prides itself on producing top quality beverages through use of ethical sources, this can prove costly to production and is influential on price which could affect customer base which is a weakness of this strategy. Companies that keep reinventing their products attract loyalty from customers, but product differentiation requires a lot of resources for carrying out a market research to know the customer needs, product development, launch, advertisement and monitoring (Williams, 2017).
4.0 Conclusion
Starbucks have effectively applied the differentiation strategy of Porter’s generic strategic to the company and successfully gained competitive advantage in the coffee market. It can be said that Starbucks is presently dominating the coffee industry in the United States, with Forbes rating them 42nd Most Innovative Companies,49th Top regarding Company, 81st World’s Best Employer and 35th World’s Most Valuable Brand (Forbes, 2017). They were also named Top 3 of the UK’S favourite coffee houses with the metro stating ‘Costa, Starbucks and Caffè Nero remain the UK’s leading coffee chains, with a 53 per cent share of the branded chain market, worth £3.3bn last year.’ (Lynch, 2015). Starbucks contributes to the vitality and viability of high streets and other retailing areas in three main ways:  Nearly 36% of its own stores are located on the high street (Oxford Economics, 2013).
Starbucks have incorporated the differentiation strategy by:
· Incorporating CSR into their brand values without compromising quality
· Insuring completive advantage through creativity and innovation
· Offering a premium product mix
· Investing into research and development
· Ensuring excellent brand reputation and customer loyalty 
By including this strategy Starbucks have:
· Become leaders in Creativity Innovation
· Gained competitive advantage through quality product mix and service
· Premium pricing
· Customer Loyalty
· Brand Recognition
Limitations occurred with this strategy are:
· Potential imitation of product
· Quality produce results in expensive production
5.0 Recommendations
Recommendations that could be beneficial in Starbucks performance include:
· Maintain Social influence
· Expanding services in America to other western countries 
· Continue to lead innovative projects
· Invest further in Research and Development
· Offer further profitable incentives to compete with leading competitors
· Dominate UK Sales
· 
6.0 References
Amaeshi, K., Nnodim, P. & Osuji, O., 2013. Corporate Social Responsibilty, Entrepreneurship, and innovation.London:Routledge. London: Routledge.
Forbes, 2017. s.l.:s.n.
Hainmueller, J., Hiscox, M. & Sequiera, S., 2014. Consumer Demand for the Fair Trade Label:Evidence from a Multi-Store Field Experiment, s.l.: London School of Economics, Harvard University, Stanford University.
Herman, D., 2001. he Guide for Brands Builders. s.l.:Cherickover Publishing.
Hill, C. & Jones, G., 2008. Essentials of Strategic Managment. 2nd ed. Boston: Cengage Learning.
Huggins, R. & Izushi, H., 2012. Competition, Competitive Advantage, and Clusters-The Ideas of Michael Porter. Oxford: Oxford University.
Hulsmann, M. & Pfeffermann, N., 2011. Strategies and communications for Innovations. s.l.:Springer Berlin Heidelberg.
Johnson, G., Whittington, R. & Scholes, K., 2011. Fundamentals of Strategy. Essex: Pearson Education M.U.A..
Loeb, W., 2013. Starbucks: Global Coffee Giant Has New Growth Plans. Forbes, 31 January, p. January.
Lynch, R., 2005. A Strategic Managment Stimulation. 4th ed. London: Pearson Education M.U.A.
Martinez, P., 2012. The Consumer Mind. London: Kogan Page Ltd .
Oxford Dictionary, 2017. s.l.: s.n.
Oxford Economics, 2013. The economic impact of Starbucks on the UK Economy, s.l.: Oxford Economics.
Porter, M., 2008. Competitive Strategy: Techniques for Analyzing Industries and Competitors. s.l.: Free Press; New Ed edition.
Singh, D. M., 2008. Strategic management and competitive advantage. India: Global India Publications Pvt Ltd.
Starbucks, 2017. Starbucks.co.uk. [Online] 
Available at: Starbucks was founded in 1971, just a single store in Seattle’s historic Pike Place Market ‘C’.
[Accessed 02 November 2017].






7 | Page

image1.jpeg




