 Report for Strategic Management Assignment 1 2017  
Starbucks- Premier Roaster and retailer of specialty coffee

[image: Crest of TSD.png]

OCTOBER 2017

MODULE NAME:		STRATGIC MANAGEMENT AND SUSTANIBAILITY 
NAME:				RANA IBRAHIM
STUDENT NUMBER:		P147984


CONTENTS







TABLE OF CONTENTS

Contents
Executive Summary:	3
Introduction:	3
Objectives:	3
Business level strategy:	4
Competitive Advantage:	4
Porter’s Generic strategies	4
Main Findings:	6
What strategy is used by Starbucks?	6
What is Differentiation strategy?	6
Starbucks Differentiation strategy:	6
Service quality:	7
Starbucks service quality:	8
What is a brand?	8
Starbucks on a brand:	8
Starbucks Corporate social responsibility:	9
Innovation:	9
Starbucks on innovation:	9
Advantages and disadvantage of a Differentiation Strategy:	10
Limitation of a differentiation strategy:	10
Risk of limitation:	10
Perceived to be no Substitute product	11
Higher cost leads to higher prices:	11
Conclusion:	12
Recommendations:	12
References	13




[bookmark: _Toc498636356]Executive Summary: 
[bookmark: _GoBack]This report mentions about using differentiation strategy from Porter’s Generic strategies and it has chosen Starbucks as the case study of the report. There are many different tasks in this Report on how Starbucks achieved this strategy, the Strength Starbucks has gained by using this strategy which helped it to create competitive advantage over their competitors and the ability to charge premium price by providing customers with high quality products and service. There is also few limitations of using this strategy which can have an impact on Starbucks like Risk of limitation which made Starbucks competitors finding a chance copying the brand after seeing its big success, also higher cost and the reason for it is Starbucks have to cover their costs of concentrating on the chosen quality. The report also mentioned about the advantage and disadvantage of this strategy used by Starbucks as well as provided some recommendation of how Starbucks can use these recommendations to improve its performance. 
[bookmark: _Toc498636357]Introduction: 
Starbucks Company is a world-wide coffee retail chain which is specialized in coffee and other drinks. Through The company stores, Starbucks sells, roasts and whole bean coffees beside handcrafted coffee, tea and many selections of fresh food. Starbucks as well have several kinds of coffee and tea goods and it also licenses the company logo through different ways such as grocery and national foodservice accounts (Singer, 2014). The company was first found by three partners, Jerry Baldwin, Zev Siegl and Gordon Bowker In 1971. Howard Schultz joined the company  In 1982 after studying the Italian cafe business in order to bring something new for Starbucks, Howard wanted to have a chain of coffeehouses which is not only about selling coffee beans but rather providing customers with a place where they can come together and enjoy good coffee , Howard Schultz bought Starbucks from the owners, Jerry Baldwin, Gordon Bowker and Zev Siegl and started the journey of the brand Starbucks ,he decided to make Starbucks growth in foreign countries by making Starbucks in all the United States, then  Canada, the Americas and then Soon Asia. According to statistics, Starbucks had to expand globally in order to increase their market cap and keep growing. Starbucks has extended into more than 24,000 shop in 70 countries (Kaplan, 2011). 
[bookmark: _Toc498636358]Objectives: 
This report has four objectives: 
· Identifying the competitive strategy Starbucks is using to develop its competitive position.
· Analyzing how Starbucks achieved this strategy. 
· Evaluating the competitive advantage strategy used by Starbucks.
· Provide recommendations on how Starbucks can improve its performance 



[bookmark: _Toc498636359]Business level strategy: 
Strategy is the way of an organization in achieving benefits in changing the environment using its pattern of resources and abilities with a goal of satisfying shareholders prospects (Johnson, Whittington, Scholes, Angwin, & Regner, 2014).
Business level strategy is mostly means how different companies involved in business strategy must compete their specific market for this purpose business level strategy also known as (competitive strategy). In the open sector, the corresponding of business-level strategy is judgments on how units must deliver the best worth services. This normally concern problems like pricing strategy, innovation or differentiation, for example by improved value or an individual delivery channel. Therefore, while business-level strategy includes judgments about the whole organization, strategic decisions connect to a specific strategic business units (SBUs) within the whole organization (Sigalas and Economou, 2013).
 The key element to a strategic planning is by helping the company achieving productivity and more power than its competitors. There are different strategies within an organization:
· Operational strategy
· Corporate level strategy
· Business level strategy (Hossain Salimian*, 2012).
[bookmark: _Toc498636360]Competitive Advantage:  
Michael Porter is the first person who presented the word “competitive advantage” (Millar, 1985). Adding it to the vocabulary of the strategy subject. Competitive advantage use in a company sustainable boarder over its competitors in a particular skills which will not be ruined with time. The way to have competitive advantage is by providing customers with the best value, decreasing prices more than other competitors or provide customers with the idea of why it is worth paying a high price. Regarding searching for competitive advantage, companies are normally different in competitive scope or their activities extent. Competitive scope is a good way for gaining competitive advantage (E.Porter, 2008 ). 
[bookmark: _Toc498636361]Porter’s Generic strategies
Porter’s Generic Strategies model is three joined models that businesses use to improve key operating procedures and be more successful than competitors. The three strategies are:
· Cost leadership:  it’s a strategy which cut out cost and make the least costly products in the market in order to gain market share. 
· Differentiation: Price is one of the important role to attract customers. Nevertheless, the Differentiation technique looks to develop a unique product or giving out an excellent service which is not provided by other business.
· Focus: This strategy requires on focusing on a particular section, putting efforts toward one niche market. And provide an excellent service (Porter, 1980).
Overleaf in figure 1 is a diagram to show how these methods are formed to three forms which are: cost focus, differentiation focus or cost and differentiation focus.    
[image: ]
Figure: 1 Porter, Michael E., Competitive Advantage. 1985, Ch. 1, pp 11-15. The Free Press. New York














[bookmark: _Toc498636362][bookmark: _mvhgdghtrtsr]Main Findings:
[bookmark: _Toc498636363] What strategy is used by Starbucks?
As stated by academic resources, the main strategy which Starbucks followed from its start is differentiation, providing differentiators such as quality product mix, coffee drinks reputability and high customer service in order to create a high-quality service which costs a lot and hard to imitate for competitors. Starbucks is also using a smart model of strategic association and making cleaver achievements. The company focuses on stores and joint projects in global market instead of following franchising strategy, thus Starbucks made some attainments such as Teavana (Tea products), Bay Breads ( bread products), Evolution Fresh (juice products).. Etc. to use the product variation approach (Geereddy, 2011).
[bookmark: _Toc498636364]What is Differentiation strategy?
Differentiation includes individuality along dimension which is adequately appreciated by customers in order to get the best price. Differentiation if achieved is a feasible approach for getting above-average profit in a business because it makes a justifiable point for cooperate with the five competitive forces, although in another diverse way than cost leadership.  Accomplishing differentiation can sometimes stop achieving a high market share. It regularly needs an understanding of uniqueness, which is unsuited with high market share (Gerry Johnson, 2014).
[bookmark: _Toc498636365]Starbucks Differentiation strategy:
According to (Reilly ,2002) a differentiation strategy is a very important part of Porter’s generic strategies, differentiation strategy will make Starbucks under pressure in order to develop a unique product and a high-quality service, thus Starbucks is having the advantage of charging a higher price than normal. This strategy can create value because it concentrates on the worth of the value of the product which is similar to the market. It also creates a noticeable value to the customers and consumers, using this strategy Starbucks will have the ability to compete in many areas and not only the cost. Starbuck's has created differentiation of the product to competing with competitor. Furthermore it can have an impact on the price of the product which might be higher than competitor in order to the firm charge high price to pay all the expenses and asset cost. Therefore, Starbuck's company can use focus strategy which concentrate on focuses on a specific segment and make sure that segment is creating a unique product and service. Another differentiating feature, Starbucks purchased coffee on exchanged point at a considerable high-quality service and coffee, this give Starbucks the chance to build it trust with producers and get top-class coffee beans from supplying countries (Auch-Roy, 2004). 
[bookmark: _Toc498636366]Service quality:
 According to ( Zeithaml and Bitner,2003), Service quality is a focused valuation which has an impact on customer’s awareness of a particular extents of service which is trustworthiness, receptiveness. Tangible …etc. based on the judgment of the service quality offered to the customers, business workers will be find it easier to identify and issues fast, also develop their service and evaluate customers expectation.  
Brown and Swartz (1989) has stated that customers value and appreciate companies who offer top-class service quality, Companies have also discovered that  in order to increase their income and market share they need to focus on service quality. Furthermore Service quality is an important factor which companies need to differentiate their products and services from other competitors. Quality has been known as a strategic way for achieving effectiveness and business performance (Jay Kandampulluy, 2001).
[bookmark: _Hlk498270902][bookmark: _Hlk498270925]Parasuraman et al. (1985) suggested the Service quality model which is shown below in figure 2 

[image: ]
Figure: 2 Source: https://asbservicemarketing1.wordpress.com/2014/11/24/service-gaps-and-service/

[bookmark: _Toc498636367]Starbucks service quality: 
Starbucks is showing that product quality and service trustworthiness are more important than reducing cost.  Starbucks is paying a high price for top-class gourmet coffee beans and they also managed the supply chain from the start to the end so that the high quality would not be negotiated. Starbucks in its early start was not concentrating on developing market share, efficiency and productivity. Customers used to come by word of mouth when a new shop open, Starbucks distinguished at three things: the coffee, its people, and the Starbucks Experience as well as it used to be considered as recession proof (Paryani, 2011). 
Service Deployment is one of the important tool of delivering service at Starbucks. The phrase deploys means to spread out. Deployment was established as a way to help workers control how to be in the right place at the right time. When the whole team understands and practices the deployment values, customers will get help professionally and productivity will increase. Deployment at Starbucks is colleague working as one team allocated to several positions to create the Starbucks (Achmad H. Sutawidjaya, 2012) . 
[bookmark: _Toc498636368]What is a brand?
Branding can be explained from different perspectives, in the past branding was classified as a name, slogan, sign, symbol or design, or a mixture of these elements which classify a product or a service of a business. The brand was classified of the elements which differentiated the benefits or service from the competition (J. Jansen, 2009).  Nowadays, Branding is a mental picture represent a specific company or business.  It’s the image that consumers gets if they hear or think of a company name, service or product. The term brand is an objective which moves and changes with the actions of consumerist’s affected by the elements, words, and creativity that border it (Lake, 2017).  
[bookmark: _Toc498636369]Starbucks on a brand: 
Starbucks had a branding blitz in the mid 90’s ,the company was offering  branded coffee to 100 million passenger in United Airlines per year, this step moved Starbucks coffee from a unique experience to a global, Starbucks has shaped a strong brand name and image and “owns” the specialty coffee shop sector. Nevertheless, Starbucks have not raised and continued the brand sufficiently over time to stay away from reduction. Competitors have filled the void and are offering convincing explanations for consumers to leave Starbucks (Fenwick, 2017). Starbucks is also promoting its brand with the community by take care of the environment. Starbucks is not only using plastic cups they are using a sustainable technology which helps saving electricity and reducing water usage. Starbucks is also promoting its brand using social media such as Facebook, Twitter, iPhone Apps and other social media apps which helping them keep   their customer updated with the new promotions and promote its brand (Vincent, 2014).  Starbucks brand strategy was best knowing by its high-quality mantra coffee which is an expression Starbucks company use to describe how the company is trying to keep national coffee culture alive. Starbucks has a three-component branding strategy, the first element is the coffee itself, and Starbucks honour itself on offering the best quality coffee around the world. The second brand element is Starbucks best service and the third brand element is its atmosphere, Starbucks stores are placed as a "third place"(besides home and work) to spent time, Starbucks Created comfortable stores with free electricity patrons and internet access (Burge, 2013). 
[bookmark: _Toc498636370] Starbucks Corporate social responsibility:
Corporate social responsibility is an obligation to develop public well-being through flexible business practices and support of corporate resources (Kotler and Lee, 2008).
Starbucks is aiming to be the biggest sustainable retail company in the world, Starbucks is working to improve the wealth and resilience of Starbucks workers who grow Starbucks coffee worldwide by operate in coffee communities and innovating with new agrarian strategies. Starbucks is also aiming to double recyclable Starbucks cups by 2020, build 10,000 sustainable retail stores by 2025 using its new corroboration program which encourage environmental building criterion and partner engagement and encourage more than 10.000 partners around the world to be green champions by 2020 using Partners to be green and the sustainable Apron volunteer program with Arizona state University (Starbucks, How Starbucks Plans to Make an Impact by 2020 and Beyond, 2017). 
[bookmark: _Toc498636371]Innovation:  
Innovation has always been seen as an important part to drive internationalization whereas exporting has been deemed a business-level innovation. More particularly, exporters might join innovative structures to their products by making product- or process- linked research and development (R&D). These innovative structures beside the new product presenting into the market and rebellious invention, might get translated into innovation based product differentiation. Hence, Porter (1985) has defined product innovation differentiation as the inventions in Product or service offerings that contribute to a product’s uniqueness (Cruz, 2010).
[bookmark: _Toc498636372]Starbucks on innovation: 
Starbucks created, and concept innovation leads to unique customer’s experience. In 2015 Starbucks began its year announcing critical advancements in research and clearness helping the entire coffee industry by making a long period research of agronomy available, in partnership with Costa Rican coffee organisation. In February 2015 Starbucks started its high-class subscription delivery of Reserve which gave customers the chance to access online to super-premium, which ships smaill0lot coffee roasted within 48 hours (Starbucks corporation growth plan, 2014). In March 2015 Starbucks continued innovation launching its Starbucks cold Brew throughout the US and Canada which is coffee steeped using cold water while making traditional iced coffee by preparing coffee at double strength and decanting over ice. Starbucks is carrying on innovating with digital experience which is valuable for customers inside and outside Starbucks stores, mobile ordering allow customers to pre-order and collect in their nearby or chosen Starbucks sore. Its digital ecosystem accomplished important milestones worldwide rollout and international pilot of mobile order and pay. In 2015 it’s expanded to more than 3,400 stores (Starbucks, 2015). 
[bookmark: _Toc498636373]Advantages and disadvantage of a Differentiation Strategy:
Using differentiation strategy has many advantages one of these advantages is the variety of quality produced this allows the business to have different quality levels, some high quality products, mid-level quality products and others of low quality. The advantage of this variety qualities it satisfy different customers’ needs and allows the business to have wide range of consumers (Barry, 2017) By following the differentiation strategy Starbucks is offering differentiators such as locations, quality product mix, coffee beverages reputation and high customer service which lead the company to create a high-quality service. Also using this strategy made Starbucks able to compete in many areas and not only the cost. Starbuck's has created differentiation of the product to competing with competitor (Auch-Roy, 2004).

Another advantage of differentiation strategy is that it decreased threat of substitution because exchanging costs are low for consumers buying goods, brand loyalty is nearly doesn’t exist. Also because customers consider the unique service or product as special therefore a business which is using differentiation does not get affect by the price fluctuations more than the general market   (Jurgens-Kowal, 2015)  Differentiation strategy has some disadvantage as well as advantages, one of the disadvantage of differentiation is that other businesses might try out differentiate businesses that already have unique products by offering the same or a better product. For example in China some competitors companies have been accused of copying the Starbucks name, brand and logo (Hartline, 2010). Another disadvantage of differentiation is the difficulty in maintaining a price premium as a product becomes more known to the market. Price premiums become hard to justify because get to know more knowledge about the product (Patsky, 1994). 
[bookmark: _Toc498636374]Limitation of a differentiation strategy: 
[bookmark: _Toc498636375]Risk of limitation: 
Limitation leads to a lot of risks in a business. A firm which get successful in applying a differentiation method to its business will have many competitors.  Competitors will try to find a chance to earn more profit and try to imitate the business strategies and steal its customers. Furthermore copying a company who is using differentiation strategy is not easy and cost a lot. Companies normally takes a long time in order for it to build a powerful brand icon that sets it apart. While the company is building its strong brand it will face a lot of risks of changing customer’s tastes and favourites. The company might not have an adequate consumer demand to balance the higher costs which might cause loss (Kelchner, 2017).  Many Chinese companies have been accused of copying other brands at lower price level. In China Starbucks is having economic problems because its coffee costs more than the average Chinese worker earn in a day. Even though regarding this problem  Starbucks 500 plus locations in  Hong Kong , mainland and Taiwan have been successful, its success has produced a great deal of imitation by local competitors who have copied the Starbucks name, brand and logo (Hartline, 2010).

[bookmark: _Toc498636376]Perceived to be no Substitute product 
Substitute products was defined by Porter (1998) as the products which comes from different firms and can be applied as a trade-off for products in the main firms (Larson, 2008). A product differentiation approach that concentrate on the quality and the shape of the product might lead to the perception of there is no substitute obtainable on the market. Even though competitors might be having the same product but the differentiation strategy always concentrate on the quality or shape differences which other products does not have. The business get an advantage in the market because consumers consider the product unique. For example Starbucks is perceived as a better brand than its competitors even though the company does not spend a high cost on advertisement but instead it relies more on word of mouth (Kelchner, 2017). 
[bookmark: _Toc498636377]Higher cost leads to higher prices:
In order for business to ensure that its differentiation strategy works, it have to make sure that the price premium they are charging to consumers is enough to cover their costs of concentrating on the chosen quality (Brown, 2013). The key assumption behind differentiation approach is that consumers are ready to pay a higher cost for a unique product, for the unique flavour of Starbucks coffee the company can charge up to £3.60 per coffee. In differentiation strategy focusing on the product quality and service leads the business to create competitive advantage (Bordes, 2009). Starbucks price its products following the idea of: high value at reasonable cost. Therefore when the company present a new products at higher prices, consumers are ready to pay the product cost before trying it because they associate the company brand with high quality (O'Farrell, 2017). 





[bookmark: _Toc498636378]Conclusion: 
As a result of using the differentiation strategy Starbucks was able to concentrate on a broader segment of the big market which is identified by coffee drinkers. The company also worked hard in order to make it well-known for satisfying customers’ needs by making orders to satisfy customer’s wants and needs, no matter what.  Starbucks also has built a competitive advantage with its unique products and service which made them be able to create demand at a profitable cost. Using differentiation strategy allows the company to create an ethical image, by Using Corporate social responsibility strategy Starbucks has concentrated on responsible sourcing and helped the farmers and the community. The advantage Starbucks gained from using differentiation strategy is the company is able to charge a premium price as a result of customer loyalty.   
[bookmark: _Toc498636379]Recommendations: 
· By using differentiation strategy Starbucks has to be keep growing, creative and innovative to gain the competitive advantage from its competitors.
· Starbucks needs to improve its marketing development strategy to expand the brand in regions such as Middle East and Africa and there is lots of potential in these regions. Starbucks need to produce some different products which fit into this culture and helps Starbucks to grow as a bigger brand.  
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