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[bookmark: _Toc498628973]1.0 Executive Summary
The purpose of this report is to discover whether Starbucks have an effective and successful competitive strategy within the coffee market. This will be discovered by using Porter’s Generic Strategies model in order to identify where Starbucks fall on this model and how that effects how competitive they are, whether they have an advantage on competitors or if they need to change strategies.
Starbuck is a large coffee shop chain worldwide, they are one of the largest and as of 2016 they have 900 stores in the United Kingdom alone Rodger (2016). They focus on high quality coffee beans being served in every store with a small variety of non-coffee items.
The overall findings of this report show that Starbucks are ‘stuck in the middle’ of two aspects of Porter’s Generic Strategy as they try to have a differentiation strategy and a focus differentiation strategy. This strategy can help to set Starbucks apart from their competitors large and small as they have high quality products and customers may be willing to pay more in order to have this high quality, making more profit for Starbucks Krikorian (2014).
However, there are some limitations to this strategy as by having a strategy that can be quite focused it limits other aspects of the business as Starbuck do focus quite highly on the coffee market and if anything was to happen to the coffee market, such as a health scare then Starbucks could loose a lot of sales. Some individuals even believe that coffee is unpalatable and that humans have been socially conditioned to drink it Arumugam (2012).
Overall, the recommendations that this report makes is to possibly focus more on the competitive strategy of differentiation as a whole rather than focus differentiation as if anything negative was to happen to the coffee market then Starbucks may struggle to adapt to the market needs and may cease trading. Also recommending that it may be beneficial to Starbucks to implement an aspect of cost leadership into their competitive strategies.

Executive Summary


[bookmark: _Toc498628974]2.0 Introduction
This report will critically evaluate the competitive strategies of the organisation Starbucks. Specifically, this report will focus upon the competitive strategy of Porter’s Generic Strategy and how this applies to Starbucks.
This report will make use of Journal articles, Newspapers, Books and other academic sources to give the report relevance. 
[bookmark: _Toc498628975]2.1 Report Remit
The report is seeking to achieve an overview of the competitive strategies of Starbucks and to analyse how they achieve this strategy and whether there are any benefits or disadvantages or limitations of their strategy. Offering recommendations on any potential improvements.
[bookmark: _Toc498628976]2.2 Background of the Organisation
Bussing-Burks (2009) explains how Starbucks began, firstly, opening their small store in Seattle in ‘the Harbor Heights Hotel’. However, once just a small coffee shop has now transformed into ‘the largest coffeehouse chain in the world’. Starbucks provide ‘handcrafted beverages, coffee drinks, teas, food items, roasted beans, and coffee accessories’. Today, there are ‘more than 15,000 stores in 50 countries’ making Starbucks one of the main coffeehouses in the world (Starbucks, 2017).
On their own company website Starbucks state how they have a mission, which is ‘to inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time’. This mission gives the feeling that Starbucks like to individualise each and every customer, making them feel special and that their coffee is special too, focusing upon customer experience Starbucks (2017). 


[image: ]The figure to the left was created by Forbes (2017) and shows different statistics about Starbucks. One of the most interesting figures being the number of employees, at a high amount of 254,000 employees. Showing that Starbucks employ many workers worldwide. This figure also gives an insight to the sales ($21.67 Billion) and their Market Cap ($84.6 Billion).[bookmark: _Toc498628906]Figure 1: Starbucks Statistics (Forbes, 2017)

However, even with these large numbers of store and employees, in recent news reports Starbucks are struggling in some areas of the world. Their current ‘growth in Asia’ has fallen below their expectations according to Turner & Kaplan (2017). Going on to state how Starbucks needed their growth in this country as they have saturated ‘much of the US with cafes’ and it is now needing to hit more ‘overseas markets’ in order to maintain growth.
[bookmark: _Toc498628977]2.3 Definitions of Major Concepts
This section of the report defines relevant major concepts that are used throughout the report.
Strategy is defined as ‘the means by which organizations achieve (and seek to achieve) their objectives and purpose’. There could be a different strategy for each different individual product and service and ‘for the organization as a whole’ Thompson & Martin (2010).
Corporate level strategy is defined as ‘the overall purpose and scope of an organisation and how value will be added to the different parts of the organisation’ Johnson, et al. (2015). Corporate level strategy can also be explained as the organisation of decisions that decide upon a company’s ‘goals and objectives’ Furrer (2016). Overall this strategy needs to help the business define their main aims and objectives and this then can lead to the business forming the best strategies to become and remain successfully competitive.
Business level strategy is concerned with ‘how to compete successfully in particular markets’ Johnson, et al. (2015). For example, this report investigates how Starbucks successfully compete in the coffee market. Business level strategy also ‘serves as a guide of a single business firm itself as it wades to the competitive world of business’ it focuses on the single business and how best it can compete within the market it is focuses in Orcullo (2007, p. 98).
Competitive advantage can come from ‘the value a firm is able to create for its buyers’. This could take ‘the form of’ having lower prices than their competitors for the same ‘equivalent benefits’. Overall it is fundamentally what the ‘firm is able to create for its buyers that exceeds the firms cost of creating it’. There are two simple ways of ‘competitive advantage: cost leadership and differentiation’ Porter (2008).
Porter’s Generic Strategies ‘are approaches’ that allow an organisation to outperform its competitors in the same industry. Giving them the opportunity to possibly ‘earn high returns’ or ‘just to obtain acceptable returns in an absolute sense’ Porter (2008).
[image: Porter]
[bookmark: _Toc498628907]Figure 2: Porter's Generic Strategies Model (Hawks, 2017)
The table above was created by Hawks (2017) which shows the visual model of Porter’s Generic Strategies. Showing each section; Focussed Cost Leadership, Focussed Differentiation, Cost Leadership, Differentiation and Stuck in the Middle. 
Cost Leadership focuses on a large market and can require ‘actions like cost minimisation’. This means that ‘the company will sell its product for a smaller price than it competitors’ whilst still turning over a good profit Kossowski (2003). 
Focussed Cost Leadership uses the same principles as cost leadership but ‘targets’ the needs of ‘a special market’ therefore seeking the ‘lowest cost of operations within a special market segment’ Schermerhom (2010).
Differentiation can be ‘concerned with adding value, and therefore costs, but costs must still be managed’. However, an organisation may decide to purposely ‘choose to charge relatively low prices and not attempt to recover the extra costs’ in order to be competitive and different. Therefore, ‘sacrifices superior profits, at least in the short term while it builds a power base’ Thompson & Martin (2010).
Focussed Differentiation is when an organisation decides to aim ‘to differentiate within just one or a small number of target market segments’ Riley (2017).
A business or organisation will normally choose just one area of the model to focus on to create their competitive advantage and a strategy of how to beat their competitors. However, there is a flaw in the model as a business could be ‘stuck in the middle’ where they adapt more than one of the areas such as differentiation and cost leadership. 
Stuck in the Middle can be said to lead ‘to a competitive disadvantage’, the businesses can still earn ‘attractive profits only if the structure of its industry is highly favourable’. Porter is even said to have expresses that ‘a cost leader cannot ignore’ the need for differentiation of basis of differentiation. As if the product isn’t ‘comparable or acceptable by buyers’ then this can force the ‘cost leader’ to have to ‘discount prices’ which are much lower than their competitors just to ‘gain sales’. This means that the cost leaders should ‘achieve proximity in the basis of differentiation’ in relation to ‘its competitors to be an above-average performer’ even if it is heavily depending on cost leadership ‘for its competitive advantage’ Moon (2010).
Introduction

Competitive Advantage   refers to the different ‘strengths and weaknesses, key success factors, or distinctive competencies’ that all can leave a business at an advantage  to its competitors and allow the business to gain customers  over their competitors (Porter, 2008).
[bookmark: _Toc498628978]3.0 Main Body
[bookmark: _Toc498628979]3.1 The size of the coffee market
Starbucks need to remain at a competitive advantage as they have many competitors both large and small. For example, the graph below created by Hooker (2017) shows the number of different coffee shops in the UK and the rise in number from 1999 to 2016. This table gives a good insight to the size of the coffee shops too such as the large branded chains, smaller independent shops and ones that are in department stores, garages etc. The chart shows how independent operators have always made up a large amount of the market but the non-specialist stores and branded coffee chains have grown rapidly from 1999 to 2016. This could cause problems for Starbucks as the non-specialist stores may be most likely to focus on cost leadership as they exist more for convenience and therefore they do not need special missions or unique coffee beans to remain competitive. If these stores are offering cheaper alternatives to Starbuck then sales may drop for Starbucks in the UK. The chart below also is showing how saturated the UK coffee market has become.
[image: Chart showing growth in the number of coffee shops]
[bookmark: _Toc498628908]Figure 3: UK Coffee Shops (Hooker, 2017)
Therefore, the evidence above shows that Starbucks need to remain at a competitive advantage in order to remain sustainable and to remain one of the biggest coffee chains worldwide.
Looking at Starbucks’ competitive strategic technique through Porter’s Generic Strategy they seem to have aspects of both differentiation and focus differentiation, therefore they appear to be ‘stuck in the middle’ of these two areas of Porter’s model.
      [image: ]
[bookmark: _Toc498628909]Figure 4: Starbucks Market Share in the Coffee Industry (Cook & Klein, 2016)
The pie chart above created by Cook & Klein (2016) shows the market share that Starbucks own, this gives the impression that they are remaining at a competitive advantage through these strategic techniques as they own 59.2% of the market share worldwide.
[bookmark: _Toc498628980]3.2 Implementation of the Competitive Strategy
As identified above differentiation means a business is trying to offer something more unique. Starbucks show this through their coffee culture and specific tasting coffee with the beans they use. However, they have aspects of focus differentiation as they do focus highly on the coffee market whilst still offering other items. They fall into focus differentiation by solely offering coffee and not much else in their stores but also as they focus on ways to make their coffee different by using innovative items such as alternatives to dairy or flavourings at different times of the year, for example, at Christmas time they release all different flavours such as ‘eggnog latte’ or ‘gingerbread latte’ Mal (2017).
[bookmark: _Toc498628981]3.3 The Consumer Experience
Firstly, looking at the differentiation aspect, Millman (2013) explains how Starbucks have created ‘something for consumers’ that they didn’t even know that they needed originally. Therefore, they tried to create their own demand for their coffee and it worked. 
By doing this they created a ‘global culture’ creating the coffee culture through their coffee houses. It is said by Gelder (2005) that by creating this culture they have created their demand through ‘consumer experience’. They have even managed to create this culture in countries that do not have many coffee houses and have been an ‘overnight success’ such as in Austria Gelder (2005).
However, there is an ‘opposing view’ that through creating this consumer experience Starbucks have created higher prices for coffee, this is a benefit for smaller coffee shops as it has been ‘raising awareness of higher-quality coffee’ and this has helped small shops survive. However, there is a negative impact on consumers as they are being charged higher prices for coffee which has a large profit margin Ritzer (2014). Differentiation refers to normally charging a higher premium price for the product and making a larger profit margin as it gives the consumer a reason to be willing to pay more, such as the quality of coffee at Starbucks Riley (2017).
[bookmark: _Toc498628982]3.4 Innovation
When looking at how Starbucks have implemented focus differentiation they have try to invest in more ‘innovative products’ they have done this by offering substitutes for example, ‘soy-milk or almond-milk’ instead of regular dairy Cook & Klein (2016).
Starbucks are now identifying that they were highly focused on just coffee and are now expanding and differentiating in new ways. As Grunbaum (2017) explains how they have now opened up a high-end shop selling traditional bakery items influenced by a famous high-end baker called ‘Rocco Princi’. They have been inspired by this baker and are trying to remain high-end by also taking advantage of the famous name by baking his name ‘into the top rise over racks of buttery croissants and pastries of all sorts’. Therefore, even though they are differentiating they are still holding true to be a high-end and high quality company.
Garcia (2017) identifies how Starbucks have positively created ‘store experiences’ and that they offer new higher-end beverages daily but that prices are hiking and these rises have made the coffees from Starbucks now ‘too expensive’ for some consumers and that this is a growing issue for the company as they are losing customers to their lower priced competitors and if they do not look into this then they could become less popular and loose some market share.
However, some say that these high prices competitively reflect the ‘high-quality’ coffees and ‘high level of customer service’ justifying the price hikes and stating how Starbucks are still competitive whilst having these prices Pradhan (2009).
These high prices raise the question about whether Starbucks should look more into the cost focus and cost leadership side of Porter’s Generic Strategy in the future to remain competitive as in July 2017 Starbucks shares were down 9.4% Hall (2017). This is starting to show that maybe Starbucks need to compete through cost leadership more as if they can be more competitive on cost they can try to compete with cheaper competitors such as Mcdonalds or independent cafes as the pie chart earlier in the report shows Mcdonalds are starting to gain a large amount of market share.
[bookmark: _Toc498628983]3.5 Advantages and Limitations of the Competitive Strategy
One advantage of choosing a differentiation strategy could be the ability to charge higher prices by offering the customer something they believe is better that others (Riley, 2017). However, this can also be a limitation as it means that by using this strategy Starbucks are charging very high prices compared with their competitors which could lead to them losing some customers Hall (2017).
The benefit of focus differentiation is that it means the business is offering a unique product this could be in either a new market or an existing market. This is a positive strategy for Starbucks as it can help customers to chose their store over a competitors if they have very unique products. This strategy does not only refer to products but Starbucks also follow this strategy through their customer experience Garcia (2017). However, by focusing so highly on some small unique aspects this means there could be a very limited demand. Such as offering unique coffee and flavourings Starbucks could struggle with the limited demand, currently they have created a high demand for their coffee, however, if there was a change of social trend or a health risk released Starbucks could be drastically affected (Arumugam, 2012).
Overall Starbucks are ‘stuck in the middle’ this shows that there is a flaw in Porter’s Generic Strategies model where a business doesn’t just fall into one of the 4 sections but could benefit from a mix of the model. For example, in some ways Starbucks could benefit from using an aspect of cost leadership to remain competitive against their cheaper competitors and reduce the risk of loosing market share Hall (2017). Whilst they are also benefiting from already using a mix of differentiation and focus differentiation.
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[bookmark: _Toc498628984]4.0 Conclusion
To conclude, Starbucks remain at a competitive advantage through focusing on two aspects of the Porter’s Generic Strategy Model which are Focussed Differentiation and Differentiation, giving them a hybrid of the model and being what is known as ‘stuck in the middle’. 
They have done this overall through focusing on customer experience through the services in their physical coffee houses and by offering high quality and high value coffee through their specific coffee beans that are served in their stores.
Overall, this strategy has worked well for Starbucks as they are one of the largest coffee house chains in the world currently, however, in the future it is possible that they may have some of their market share taken by their lower priced competitors.
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[bookmark: _Toc498628985]4.1 Recommendations
Recommendations can be made to Starbucks to help them improve and remain at a competitive advantage. There are four main recommendations;
1. Starbucks could consider expanding their competitive strategies and incorporating cost leadership in order to help compete with the cheaper competition
2. To remain in demand Starbucks could look at expanding their product range even more in case there were any significant changes to the coffee market
3. Starbucks should continue to differentiate to competitors through their customer experience and unique flavours and dairy alternatives
Recommendations

4. [bookmark: _GoBack]Starbucks should come up with a back-up plan of what they would do if there was a drastic change in the coffee market, to ensure they can adapt and continue trading and growing
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