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[bookmark: _Toc498535079]EXECUTIVE SUMMARY
This report is based on the following steps: 
a. Introduce the background of Starbucks and main theories related to Starbucks strategy.
b. Identify the strategy adopted by Starbucks.
c. Analyze how Starbucks achieve the strategy.
d. Analyze the advantages and disadvantages of the strategy.
e. Draw conclusions and give recommendations based on the analysis

This report found that Starbucks use the differentiation strategy from Bowman and Faulkner's Strategy Clock. There are three aspects can reflect how Starbucks implements this strategy.
a. Experiencing Marketing: Experiencing is not just a part of service, it is an economic product. Starbucks' emotional experience means it provides people with the space where people can exchange feelings, relieve fatigue and bring emotional satisfaction.
b. Investing in Research and Development: Starbucks pay much attention to the ability of product innovation and also speed up the application of the Internet.
c. Positive Brand Extensions: Starbucks not only provide coffee products, but also launch many kinds of derivatives to maintain competitive advantage.

There are a variety of strengths of the differentiation strategy that Starbucks achieved by using this strategy, these are:
a. The sustainability of competitive advantage: differentiation strategy is more likely to achieve long term competitive advantage because of the preference of customers for product features.
b. Setting up barriers to market entry: The unique feelings and psychological touches provided for customers is hard to be imitated by others.

However, there are also some disadvantages of this strategy which may limit Starbucks’ future development. :
a. Higher costs: the high costs of renting the store and transferring the raw materials decrease the profit of Starbucks, which may result in severe bad cash flow.
b. The conflicts between differentiation strategy and expansion the market share: fast expansion can has bad influence on the brand and Starbucks have to maintain the unique experiencing marketing while expanding.

The recommendations which could possibly improve Starbucks’ performance are:
a. To pay more attention to market trends
b. To integrate cross-sectoral resources 
c. To stick to the experiencing marketing





















[bookmark: _Toc498535080]1 INTRODUCTION 
[bookmark: _Toc498535081]1.1 OBJECTIVES
[image: ]The main purpose of this report is to analyze Starbucks' specific competitive strategy and analyze its pros and cons. Firstly, this report introduces the background of Starbucks. Secondly, this report analyzes the differentiation strategy that Starbucks use according to its competitive advantage. Then the paper lists three main applications of this strategy and analyzes the advantages and disadvantages of the strategy. Lastly, conclusions and recommendations are given based on the analysis
FIGURE 1.1 Onion Diagram of Starbucks Strategy Analysis
[bookmark: _Toc498535082]1.2 BACKGROUND OF STARBUCKS
Starbucks was established in 1971 and it is headquartered in Seattle, Washington, United States. This company provides many different kinds of products including the world's top coffee beans, different series of coffee drinks, coffee machines and fresh dessert and other commodities. (Starbucks, 2017)

Nowadays Starbucks has developed into the world's largest coffee chain. There are over 21,300 stores by 2017. It is obvious that most of the countries selected by Starbucks are not western advanced countries with coffee habits, most of them are located in developing countries, especially in China. In addition, the cities where Starbucks opened are always the capitals of each province or other large cities.(Starbucks Corporation Accelerated growth plan,2014) It is the enthusiastic attitude to developing markets that helps Starbucks achieve global success. Starbucks' purpose is to inspire and nurture human spirit -- one person, one cup, and one neighborhood at a time. (Starbucks 2017). It is the spirit that brings Starbucks a lot of honors and developments. However, Starbucks was being in pursuit of rapid expansion and nice financial figures resulting in the reduction of the brand value, the decrease of the Starbucks experience and other severe consequences. (Jia, 2008)
[bookmark: _Toc498535083]1.3 DEFINITIONS OF MAJOR CONCEPTS
[bookmark: _Toc498535084][bookmark: OLE_LINK3]1.3.1 Strategy &Business level strategy
Business strategy is the overall goal of a corporation. It is also the future direction of the enterprise and the guiding program that coordinates all sub-strategies. Strategy is the supreme program that top managers use to guide and control all acts of enterprises. (LEONARDI, 2015) A complete form of strategy includes the following three major levels: Corporate-level Strategy; Business-level Strategy and Operation Strategy.

Business-level strategy means integrated set of commitments and actions the company uses to gain a competitive advantage in specific product markets. Business-level strategy cares about how to compete in a particular business and which products or services the business unit should provide and providing the product or service to whom. The purpose of Business-level strategy is to create differences between position of a firm and its competitors. (NANDAKUMAR, 2010)
[bookmark: _Toc498535085][bookmark: OLE_LINK1][bookmark: OLE_LINK2]1.3.2 Competitive advantage
[bookmark: OLE_LINK20][bookmark: OLE_LINK21]According to Michael Porter competitive advantage is a theory that aims to establish the advantageous position of the enterprise's products in market place. Competitive advantage can be achieved when a company is implementing a creative strategy that is not being used by any current or potential competitors. (O'SHANNASSY, .2008.) So It should be unique, relevant, and sustainable. For a large company, keeping the competitive advantage is a very important business goals. While for other competitors, obtaining different competitive advantage is the goal. A company can acquire three main competitive advantages, these include: low cost, differentiation or focus. 
[bookmark: _Toc498535086]1.3.3 Bowman and Faulkner’s strategy clock
[image: http://www.marketingteacher.com/image/content/bowmans_lesson.gif]Bowman and Faulkner's Strategy Clock is a model used to determine the competitive position of a company compared with other competitors. Bowman considers two main aspects to achieve competitive advantage which are cost advantage and differentiation advantage. To be specific, it can be divided into six core strategic options: low price/low added value, low price, Hybrid, Differentiation and focused differentiation. (Bowman and Faulkner, 1997)
FIGURE 1.3.3 Bowman and Faulkner’s strategy clock     (Competitive and Corporate Strategy)
[bookmark: OLE_LINK22][bookmark: OLE_LINK23]There are two main reasons for which customers are willing to pay: Firstly, the price of company's products and services is lower than other companies; Secondly the customers think that the company's products and services have higher added value. The Strategy Clock is the model that can be used to find and satisfy customers’ need. However, this model does not make the conditions clear that when differentiation, low cost position can be an achievable position. Besides, an increasing trend of market share can be seen if the price of the products is higher than the fair value line. On the contrary, market share will fall along with high price. But the profit impact around the customer matrix is not clear. (HINE, C., 2017)


[bookmark: _Toc498535087]2 MAIN BODY
[bookmark: OLE_LINK5]Starbucks, which sells high-priced coffee and wants customers to receive high-priced Starbucks coffee, conducts differentiation strategy to differentiate itself from its competitors and gives its customers more value than its competitors. The differentiated strategy saves itself from the trouble of price warfare and made consumers clearly feel the differences and be willing to pay higher price. In this section, the paper will focus on how Starbucks makes specific use of differentiation strategies and explore the competitive advantages and problems that such strategies bring.
[bookmark: _Toc498535088]2.1 DIFFERENTIATION STRATEGY
In product marketing, differentiation means the process of distinguishing a product or service from others. This kind of strategy can make the product more attractive to a particular target market. Differentiation strategy can be realized through many aspects, these include: research and development ability, features, product design, brand image, customer service, technology and so on.( LIU,2017) 

By using the differentiation strategy, an organization can establish customer loyalty and form a strong industry barrier to entry, it can also enhance the ability to bargain with suppliers and weaken the ability of buyers to bargain. However, differentiation strategy can also bring some severe consequences. The organization may lost some customers because of Over-differentiation. Besides, Factors that users need for product differentiation are declining and a large number of imitations reduce the perceived difference.(Zhengxia, 2017)
[bookmark: _Toc498535089]2.2 IMPLEMENTATION OF THE STRATEGY
[bookmark: OLE_LINK6]Starbucks use the differentiation strategy by producing coffee products with a variety of taste which have not entered into the market and creating a special experiencing culture. Starbucks coffee is now expanding rapidly all over the world and experiencing marketing is one of the most important factors of differentiation strategy. This section will explain the specific details of Experiencing Marketing, Research and Development and Brand Extensions.
[bookmark: _Toc498535090]2.2.1 Experiencing Marketing
Experiencing marketing is not only just a simple feel of products and services, but also gives consumers a feeling that is emotional, physical, intellectual, or even mental. (PI, H.G., 2010)According to Bernd, a marketing expert of the United States, experiencing marketing uses commodities as materials to create sensory experiences and thinking identities, seizing consumers' attention and creating memorable feelings for them. The purpose is to find new existential values for products space.( Bernd,1998)

[bookmark: OLE_LINK9][bookmark: OLE_LINK10][bookmark: OLE_LINK35][bookmark: OLE_LINK36][bookmark: OLE_LINK26][bookmark: OLE_LINK27]A cup of coffee provided by Starbucks has been developed into a distinct experience, giving customers a richer coffee atmosphere and more real cultural touches. Starbucks' orientation is consistent with the values and self-expression needs of particular segment of the crowd. This part of customers are willing to consume Starbucks coffee at a high price. To Starbucks, experience can be constitute by four parts: Service experience, Perception experience, Emotional experience and Situation experience.(Siyuan,2012)

In terms of Service experience, if customers want to drink their own unique flavor, the barista will individually brew for customers, allowing consumers to experience unique enjoyment. In terms of perception experience, at Starbucks headquarters, there are a group of special workers who are artists, designers and architects. They gather together to discuss Starbucks' in-store design and decoration and create a rich sensory experience for every store in the world. In terms of emotional experience, Starbucks also offer customers free Internet access, magazine, music audition and other free services and let customers feel relaxed just like staying at home with friends. In situational experience, Starbucks believes that coffee is only a vehicle for manufacturing experience. Starbucks strives to create a romantic situation: romantic coffee beans, romantic customers, and everything are romantic. In the layout of the environment, Starbucks worked hard to make its coffee shop into a "third space," another customer's "living room," where visitors can both relax and unwind. (Starbucks 2014)
[bookmark: _Toc498535091]2.2.2 Research and Development 
[bookmark: OLE_LINK11][bookmark: OLE_LINK12]Starbucks have created coffee drinking which are unique and they keep on developing new flavors. According to Mr. Wang who is the CEO of Starbucks China department, Starbucks’ coffee business is in maturity, the mug business is growing, and teaveana series products are in the R & D stage.（jiemian,2016）

Starbucks invests about 30 million pounds each year for new product development. Its experts need to taste more than 250,000 cups of coffee each year and then select a few rare and unique varieties to make Starbucks Coffee. Besides, in the spring of 1993, Starbucks set up a state-of-the-art coffee laboratory, and succeeded in developing coffee extract concentrates.(Starbucks,2016) The successful development of coffee liquid extraction technology also brought success in bottled coffee drinks and other creative products. The accumulation of technology makes Starbucks have great cost advantage in the development of new products. Because of great work on research and development, customers are always encouraged to taste the new flavors. As a result, Starbucks can know which taste is more popular and determine the new products within a short time.

R & D ability can not only be reflected on the coffee products, but also the digital transformation. In the fall of 2011, Starbucks announced works with Apple to let customers enjoy the free music download through iTunes which is only available to Starbucks digital outlets.(FITZGERALD,2014) To realize such great digital changes, Starbucks constantly invest in R&D and hire a lot of research and development talents. With the rapid development of internet, many large companies are now starting to provide their own mobile APP or develop a new social media strategy, but Starbucks' researching investment in this area has been ahead of the retail counterparts. Today, Starbucks is not only the largest retail company in the United States for mobile payments, but also becomes the most popular food companies in social media likes Facebook, Twitter and Sina. (Gallaugher, Ransbotham,2010)
[bookmark: _Toc498535092][bookmark: OLE_LINK7][bookmark: OLE_LINK8][bookmark: OLE_LINK13]2.2.3 Brand Extensions
Consumers not only consider the products characteristics, but also the related similar products of the same brand. It can be viewed as high brand loyalty. (Whan Park, 1991) The company will take various measures to make this brand continue to grow and develop, Starbucks also chose a way of brand expansion. Brand extension is actually a "brand preference" that takes advantage of the loyalty of consumers to good brands, giving the brand with value in the use of the strategy. 

Now that Starbucks is no longer a pure coffee shop, we can not only see coffee-related coffee beans, coffee machines, coffee pots and coffee mugs for sale at stores, but also cards, music, sandwiches and mangoes juice. Service experiences and feelings beyond coffee have made Starbucks' brand multi-pronged. For instances, Starbucks and Kraft cooperate in the sale of whole bean coffee. Starbucks and French yogurt giant Danone launched the Greek yogurt series. Starbucks also introduced three mooncake gift boxes. At the same time, out of the store, Starbucks also plans to enter the ready-to-drink coffee market. By partnering with PepsiCo and utilizing PepsiCo's distribution channels in China, Starbucks enters the supermarket to sell its products.( Jon D,2005) Strong brands and related resources from Starbucks will strongly support this brand Extension strategy.
[bookmark: _Toc498535093][bookmark: OLE_LINK4]2.3 ADVANTAGES OF DIFFERENTIATION STRATEGY
[bookmark: _Toc498535094]2.3.1. The sustainability of competitive advantage
Enterprises that adopt differentiation strategies mainly rely on the preference of customers for product features to establish a monopoly position. Since the characteristics of products are difficult to be imitated, the monopoly position is stable and effective. Meanwhile, due to the lack of flexibility of customers, enterprises can reduce their customers' bargaining power through monopoly and gain excess profits. 

[bookmark: OLE_LINK14]Differentiation strategy enables Starbucks to obtain a lasting competitive advantage, so that Starbucks’ products can exist in the market with a relative high price and form a stable monopoly competition. Higher prices will bring about higher profits and steady cash flow, thus effectively relieving the pressure from Starbucks' store rent. On the basis of favorable geographical location, Starbucks can expand the market further.
[bookmark: _Toc498535095][bookmark: OLE_LINK15][bookmark: OLE_LINK16]2.3.2 Setting up barriers to market entry 
Entry barriers refer to the advantages owned by enterprises in the industry in terms of new enterprises that are ready to enter or are entering the industry. In another word, it means unfavorable factors and constraints encountered by new enterprises when entering the industry. Differentiation not only forces outsiders to spend a lot of money to conquer the loyalty of existing customers and create some barriers, but also distinguish this company from others in the same market.( Caves and Porter,1997)

Not only coffee, Starbucks also offers an intangible mind-set. The unique feelings and psychological touches provided for customers is hard to be imitated by others. This kind of mental hierarchy also leads to customer loyalty. Due to the difficulty of imitation and reproduction, Starbucks formed the core competitiveness and created a strong barrier to high-end coffee market. For instance, Starbucks entered the Chinese market in 1991, but COSTA until 2006.COSAT occupies the second position in the Chinese market perennially. There are many factors, such as customer orientation and brand publicity. But the entry barriers Starbucks built is one of the most important reasons. To avoid conflicts with the concept of Starbucks, COSTA has been changing their strategy constantly. Due to the similar core values of both companies and earlier time in which Starbucks entered the market, customers are more inclined to buy Starbucks.
[bookmark: _Toc498535096]2.4 DISADVANTAGES OF DIFFERENTIATION STRATEGY
[bookmark: _Toc498535097]2.4.1 High costs
The implementation of differentiation strategies requires companies to be mentally prepared for the exclusion of this strategy. There is always a high cost associated with establishing a company's differentiation strategy and sometimes not all customers will be willing or able to pay for the high price required by the company, even if all customers understand the unique strengths of the company price.

The main aspect of the high cost is the high rent. Starbucks, as the third space for the middle class, always choose city centers or business office. Rising costs means the rising price and the common citizens are likely no longer choose Starbucks. Another aspect is the high cost of raw materials. Most of the raw materials are shipped from production to the United States, and then transported to all parts of the world. Starbucks rarely use local coffee beans. The transportation cost is high.
[bookmark: _Toc498535098]2.4.2 Limited Expansion
The conflicts between differentiation strategy and expansion the market share is the main disadvantage that Starbucks are now facing. Porter argues that sometimes implementing differentiation strategy can create contradicts with seeking greater market share.(Porter,1997)

Starbucks hopes to implement its differentiation strategy and strategy of maximizing market share at the same time. However with limited resources, Starbucks may suffer harmful effects result from sacrificing quality of service and customer experience at every single copy. Expansion should focus on the core competitiveness. If Starbucks continues to ignore the expansion of core values, further decline in its brand value will be seen.


















[bookmark: _Toc498535099]3 CONCLUSION
[bookmark: _GoBack]Nowadays, level of the service industry is almost homogeneous. Providing standard services may not achieve sustainable development. The deeper psychology experience can motivate customers more easily. Starbucks analyzes consumers' emotional and psychological needs and provide customers with a perfect Starbucks experience based on the emotional, cultural and scenarios aspects. This Starbucks experience is one of the most important driving forces to its brand value. Also, it is the most important manifestation of its differentiation strategy.

Starbucks have used the following methods to realize the differentiation strategy:
a. Focusing on the experiencing marketing to provide customers with unique Service experience, Perception experience, Emotional experience and Situation experience.
b. Investing in R&D to ensure the capacity of innovation and informatization.
c. Positive brand extension strategy assuring the competitive status and maintain customer loyalty.

Starbucks can reap the following advantages with the differentiation strategy:
a. Being able to achieve sustainable competitive advantage.
b. Having the ability to set entry barriers to avoid potential competitors.

On the other hand, it is necessary for Starbucks to consider the following disadvantages brought by differentiation strategy.
a. The costs of maintaining differentiation strategy is relatively higher.
b. The conflicts between differentiation strategy and expansion the market share







[bookmark: _Toc498535100]4 RECOMMENDATIONS
[bookmark: _Toc498535101]3.1 To pay more attention to market trends
Differences will change or even disappear with the changes of market conditions and the adjustment of competitors, especially in low entry barriers industry. The imitation from competitors will make the difference of products and services disappear rapidly.
[bookmark: _Toc498535102]3.2 To integrate cross-sectoral resources
Starbucks can break the industry barrier and integrated relevant industry resources by combining coffee industry with the Internet industry, thus greatly expanding the space for the consumption.(Googins and Rochlin, 2000) Now people can open Starbucks mobile applications on Apple Watch. It is becoming more convenient to use STAR CARDS, GIFT CARDS and find the nearby stores.
[bookmark: _Toc498535103][bookmark: OLE_LINK17][bookmark: OLE_LINK18][bookmark: OLE_LINK19]3.3 To stick to the experiencing marketing
Starbucks' unique experience is a very important part, the customers also consume an experience when drinking a cup of coffee. Starbucks is now experiencing a crisis of experiencing desalination, leading to the suspicion of Starbucks' high price position.(Yuan and Wu,2008) Therefore, Starbucks should pay attention to the experiences and services it brings to customers while expansion.
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