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[bookmark: _Toc498612805]1.0 Executive Summary 
This report will examine the generic strategy of Starbucks Corp, and how they gave gained a competitive advantage over their rivals. Starbucks began operating in 1971 in Seattle, Washington to become a market leader with more growth expected in 2017 as the look to expand their brand to new levels.  The Coffee and snacks industry has been growing year and year, but in 2008 when the economic downturn struck globally, companies that were operating in markets that were not producing essential products were being to struggle. Starbucks being one of them, with store closers and decreasing profits, they had to change their approach and recognise that they could not offer what they were before.  
The findings from this report show that Starbucks Corp implement a differentiation strategy, offering a more unique experience for higher prices,  a different approach to their competitors who are looking to produce products which are cheap and quick so that the next customer can be served, increasing the volume of sales compared to the margins created in sales. The report examines three key areas that Starbucks are implementing the differentiation strategy, the Starbucks experience, International market expansion with the focus on emerging economies and extending digital engagement. The Starbucks experience has been vital to their growth over the last 40 years as the product and service has been at a level well above their rivals enabling them to charge prices that are above their rivals, making them well known for having a Starbucks experience. From examining the Starbucks expansion into international market, it is clear that they see it as a massive opportunity as they are looking to open 5,000 new stores by 2021. They have grown the brand massively, incorporating Chinese culture massively so that the Chinese people are engaging more with the company and experience what they are used to. As technology has growth over the last 20 years, companies have begun using it to their advantage, creating apps and web based interactions to keep up with social demands has been a highlight. Starbucks has created an app that is unique to other app on the market, incorporating their loyalty system and the opportunity to pay though the app, increasing convenience and customer relationships. 
There are a number of advantages and disadvantages to differentiation. The advantages being that a company can distance themselves from their rivals; Starbucks do this by creating an atmosphere in store that seems luxury, making it more appealing to its customer. They also have a loyalty program that rewards the amount of money that is spent in store compared to other programs that rewards the amount of times that items are purchased in stores. The disadvantages to the differentiation strategy is that companies have higher costs to produce a product or service that is different, as well as being sensitive to economic downturns like in 2008.  Higher costs mean that the customer has to pay more for the products and service being provided, as Starbucks typically charges more for the products that they sell in store. This means that when the economic downturn hit in 2008 they struggled for sales as consumers opted for cheaper options as they did not need the extra quality as they did previously. From the findings in this report, it is clear that Starbucks strategy to differentiation has provided them with massive amounts of success. Through innovation and creativity, they have been able to occupy a number of unique markets around the world, including an emerging market in China who is mainly a tea-orientated nation. Their ability to penetrate the Chinese market has shown how committed they have been to meet their targets, as the Chinese culture is different to anything else that they have operated in before. There are a number of limitations to this report, one being that there was a restriction to the number of implementations to be examined in this report. This means that not every avenue of differentiation can be examined with a number of other examples that can be explored to describe how well Starbucks have differentiated. 
[bookmark: _Toc498612806]2.0 Introduction 
This report will look closely at two key areas, strategy and Starbucks Corporation. Starbucks Corporation is a world leading premier roaster, marketer and retailer of speciality coffee around the world. As a company that operates around the world their strategy enables them to sustain a competitive advantage and offer something that their rivals are not. As well as looking at the Starbucks Strategy, the report will analysis the current advantages and disadvantages of their strategy, offer up conclusions, and make recommendations on how Starbucks can improve on their strategy to gain more of a competitive advantage. 
[bookmark: _Toc498612807]2.1 Industry Overview 
Starbucks primarily operates and competes within the coffee and snacks industry. The industry has experienced moderate growth in 2016, and the US hot drinks market is set to decelerate over the next five years leading up to 2021 as the the US hot drinks market generated $17.2 million in revenues in 2016, which accounted for an annual growth rate of 5.3%. In 2021, its value will be of $19.4 million, growth of 2.5%, with coffee accounting for 86.5% of sales and tea only at 8.6% (Marketline, 2017). By complete contrast the Asia-pacific hot drink market generated $57.5 million in revenues in 2016, an annual growth of 7.1% and is set to value of $84.2 million by 2021 with growth at 7.9%, with tea accounting for 57.2% of sales, coffee only 35.6% (Marketline, 2017)
The market has also experienced decline, the economic downturn in 2009 hit all markets around the world including the hot drinks market. It became apparent that companies around the world needed to change their strategies to survive. Starbucks was a company offering premium products for premium prices, meaning they products were not essential and could be avoided by consumers to save money. The company’s objective was clear; keep the premium brand image, without losing customers to competitors who offer cheaper products. Starbucks decided to drop prices on more popular products such as lattes and brewed coffee decreased in price whereas the more luxury products such as the Frappuccino’s increased in price to try and balance out the value that they are providing. (Watch, 2009)
[bookmark: _Toc498612808]2.2 Background to the Organisation 
Starbucks corporation establishment in 1971 in Seattle, Washington has gone from a small coffee shop to an industry leader that is reaching out to meet the growing global demands of coffee with innovative ideas that consumers can access in their 22,519 stores worldwide as of June 28 2015 (Starbucks, 2017). As the company grows, its ability to reach more consumers around the world has become more extensive as it is now operating in the following areas: Americas, Europe, Middle East and Africa, China/ Asia pacific. As well as their global status there, product mix has grown extensively to include high quality premium priced coffees, tea, a variety of fresh food items and other beverages. They also sell a variety of coffee and tea products at licensed stores and service stations to give a rounded experience as well as using other brand names, which includes Starbucks Coffee, Seattle's Best Coffee, Tazo Tea, Evolution Fresh, La Boulange, and Torrefazione Italia Coffee. Furthermore, as of May 2017 Starbucks are worth $84.6 billion dollars, employ 254,000 and had sales of $21.67 Billion dollars, making them the industry leader (Forbes, 2017). 
[bookmark: _Toc498612809]2.3 Definitions of Major Concepts 
In this report there are a number of major concepts that will be used, this section will give specific explanations of each of the concepts so that there is clear understanding through the report. 
A key concept to this report is Strategy, which is identified as ‘the direction and scope of an organisation over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations’ (Johnson, et and al, 2008, p3). This example specifies how a company sets itself out so that it acheives its ultimate goal going forward as environment  and the resources at their disposals changes. There are two levels of strategies, business level and corporate level, both very different. Business level strategy is concerned with a more day-to-day approach to its strategy (Lasserre, 2007), whereas coprorate level strategy is cornered with the overall running, with more than one business to look after (Lynch, 2003). 

This reports focus is around competitive advantage, something that every company around the world is looking to achieve. Competitive advantage is defined as having the ability ‘to outperform rivals on the primary performance goal – profitability’ (Grant, 2002, p. 227), indicating the most important aspect for a company is to maximise profiability as much as possible. 
[image: Image result for porter generic strategies]
(Michael , 1985) Figure 2.3 Porter Generic Strategies Model.
This reports examination of strategy will use the generic competitive strategies model, which was created by Michael Porter who considers three key areas; Cost leadership, Differentiation, and Focus. A company has to make decisions about what area they want to focus solely on based on what industry and what market that they are operating within, although sometimes a company can successfully pursue more than one approach to its generic strategy. A company that is failing to develop its strategy in at least one of the three directions is known as being “stuck in the middle”, an exceptionally poor strageic position, that is practically guaranteed low profitability due to its inability to make key decisions to its strategy (Porter, 1998). The main area of focus from the generic strategy is differentiation, a strategy that ‘is aimed at a broad market and involves the organisation competing on the basis of a product or service that is recognised by consumers as unique (Henry , 2008, p. 191). This definition shows that a company must offer something that is distinctive and different to anything else that is currently on the market, giving it a sense of differentiation. 
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3.0 Main Body
The concept of the generic strategy is to establish a competitive advantage and should be at the forefront of a company’s decision-making process. If a company is to obtain a competitive advantage it must first make a choice, it cannot reach out to everyone, it is a formula for disaster and poor performance as a company does not have a competitive advantage at all  (Porter,  2004). 
Starbucks coffee uses the differentiation generic strategy, the goal being to make the company as different from its competitors as possible. The company emphasis on speciality coffee makes it differentiate from cafes and other establishments that offer coffee, as their competitors, McDonalds, Coffee Nero are concentrating on low cost. Whereas Starbucks offer a warm friendly atmosphere that people enjoy and return for (Thompson , 2017), which enables them to brand the company as high quality and high price, giving it the luxury feel. 
[bookmark: _Toc498612811]3.1. The Starbucks Experience  
The key to Starbucks Strategy has been down to differentiation, offering premium products and services when their competitors do not which has created what they call the “Starbucks Experience”. 2008 signified how important the experience of drinking their coffee is to the consumer as they closed down all of their stores in the U.S. to perfect their espresso, as they wanted people to fall back in love with Starbucks once more, bringing back the “Starbucks experience” (Schultz & Gordan , 2011). This very specialist way of operating has enabled Starbucks to charge significantly more for their product; in the U.S. they charge $5 a cup compared to the average price of $1.38 as they are able to engage with the consumer and give them something that other coffee companies are not; emphasising the relationship between quality and price (Grant, 2012). Although they offer a premium service and premium products, it is an unessantial item that people may choose to avoid, making it a company that is very sensitive to the economy that it is operating within.  
As Starbucks dominance of the market grew, Schultz’s still wanted the brand to become more differentiated as he looked to create a “Third place”, home and work being priority and then Starbucks. Through creating a high-class atmosphere where consumers could work or relax after a busy day, which has become very popular among Americas middle class; it has given the brand the feel of a “third place”. By  complete contrast to their main rivals, whose traditional approach that offers inexpensive products looking to maximise the volume of sales by providing a quick customer experience (Seaford, et and al, 2012), this has allowed Starbucks to charge premium prices for their products, something very different to others in the industry. 
[bookmark: _Toc498612812]3.2 International market expansion with the focus on emerging economies
Starbucks success has been down to its strategy, differentiation, something that they are not going to stop implementing as they look to expand their operation into Asia-Pacific markets, specifically China. China has seen massive growth in their economy over the last 30 years and continues to grow, although at a slower rate than previous years with 0.1% dip in the third quarter of 2017 following two quarters of 6.9% GDP growth, the attraction of retailers around the world is intensifying as retail sales increased massively (Economics, 2017). An emerging market with growth at this rate has become an attractive market for high-end confectionaries; as the appeal of Starbucks to the preferences of the emerging middle class has allowed it to become the nation’s leading coffee chain (Patterson, et and al, 2010).  
[image: https://www.marketingtochina.com/wp-content/uploads/2016/05/coffee-chart.png]
(China, 2016) Figure 3.1.1 Market share of the Top five coffee shop chains in China as a percentage. 

Starbucks typically sets a high standard to retain its stores with the same products and service, although in China it has had to alter its strategy to gain the trust and confidence of the Chinese people. A number of important steps were taken to ensure its dominance of the Chinese market since it launched in 1999, the first step that was key to there success was research. Providing knowledge to adapt there business’ strategy accordinly has benefited them enormously, as they have still been able to differentiate, but have done so in a number of unique ways to appeal to Chinese culture (DeVault , 2017). The first change for Starbucks was its ability to change and adapt its menu to the Chinese culture requirements, adding Chinese tea and Treats has shown how they can incorporate new products for new markets to encourage consumer buying (Peterson, 2014), but has in turn lost the brands identity of global unification in it operations. 
A large number of areas have been exploted by Starbucks in China, the first being its emphasis on Family, a massive and influencial factor in Chinese culture. Since 2012 Starbucks has hosted an annual “partner family forum” in which employess and there parents are invited to learn together about the company and the future in china, and from this success they have launched the “starbucks china parent care program” which provides health insurance for elder parents of 10,000 employees. By doing this they are encoruaging staff retention but also creates a bond with the chinese people that is being accepted. (Zakkour , 2017)
The American population has become accustom to take-away food and drinks from Starbucks, whereas Chinese consumers enjoy relaxing and spending time with friends and family in Starbucks with around 10 people, this meant that there needed to be a rethink on how they layed out the stores so that gthey were able to attract groups of people (Flanagan , 2014). With the Chinese population enjoying the facilities provided to them a lot more than the U.S., Starbucks has has positioned itself as an desirable item as it has now become a status symbol for those people who are eager for a sophisticated look. By achieving this they have been able to use a high pricing strategy which allows its chinese outlets to achieve margins of 34.6% compared to the U.S. at 21.8% (Rein , 2012).
As well as looking at these three pillars, they have also customised their approach to Chinese consumer segmentation by creating a unique experience by incorporating digital technology and ecommerce. They are now planning to build locally relevant Starbucks 4th-place experience that effortlessly mergers the store with the digital space that is familiar with the region (FRPT Research , 2016). 
[bookmark: _Toc498612813]3.3 Extending Digital Engagement  
Digital technology has become a world leading platforms that (Technologies, 2017) examines in great detail, outlining that there are current more than 5 million people using mobile technology to call, text, tweet and browse, making it great territory for companies around the world to increase sales volume and customer engagement.  With technology being a large part of people’s lives, Starbucks realised the need of it and has now put it to the forefront of their agenda. As they look to the future, enhancing the relationship with its customers and the experience in store with technology giving them a dynamic edge (FRPT , Starbucks bets its Future on Technology, 2017). 
As mobile apps become more popular, Starbucks has revolutionised the way consumers use their app by creating an app which enables customers to make mobile payments conveniently and pick up loyalty rewards automatically (Roemmele, 2014). The app that Starbucks has designed is very different to there competitors;its simple and effected paying system that enhances the customer experience for both coinvience and speed as customer is able to sit and order compared to waiting in long lines , or pre-order so there is no delays (Fitzgerald , 2010). 
As Starbucks tries to innovate and stay ahead of their rivals it has created a new concept to its app, a voice ordering system. This system allows the customer to place an order by speaking into the app, enhancing the customer experience more than ever (FRPT, 2017) which has increase sales volume by 11%, a sizeable margin for the company as it looks to incorparte more technology into its operations. As well as offering easy to pay systems into the app and voice ordering, Starbucks have now revised its loyalty program structure to reward customers for every dollar that is spent in store on any of the Starbucks Products, which has added another 500,000 members to its loyalty scheme since the change was announced (Jennings , 2016), although customers who spend much less in store and used to receive rewards for there purchases much quicker are now having to wait longer or spend more in Starbucks stores. 
As mobile apps become more popular, Starbucks has revolutionised the way consumers use their app by creating an app, which enables customers to make mobile payments conveniently and pick up loyalty rewards automatically (Roemmele, 2014). The app that Starbucks has designed is very different to there competitors;its simple and effected paying system that enhances the customer experience for both coinvience and speed as customer is able to sit and order compared to waiting in long lines , or pre-order so there is no delays (Fitzgerald , 2010). 
As Starbucks tries to innovate and stay ahead of their rivals it has created a new concept to its app, a voice ordering system. This system allows the customer to place an order by speaking into the app, enhancing the customer experience more than ever (FRPT, 2017) which has increase sales volume by 11%, a sizeable margin for the company as it looks to incorparte more technology into its operations. As well as offering easy to pay systems into the app and voice ordering, Starbucks have now revised its loyalty program structure to reward customers for every dollar that is spent in store on any of the Starbucks Products, which has added another 500,000 members to its loyalty scheme since the change was announced (Jennings , 2016), although customers who spend much less in store and used to receive rewards for there purchases much quicker are now having to wait longer or spend more in Starbucks stores. 
[bookmark: _Toc498612814]3.4 Advantages and Disadvantages of the Strategy 
Differentiation has a number of advantages, with (Johnson, et and al, 2014) explaining them as being able to distance yourself from others in the market and increase customer loyalty. Firstly, being able to distancing yourself from others in the market gives a distinct advantage as there is something being offered that rivals do not, making a company more desirable to consumers (Harr , 2017). Starbucks has been able to distance itself from its rivals by offering products that are high quality as well as offering quality services and an atmosphere that is engaging and enjoyable, qualities that there rivals do not obtain. Customer loyalty and retention has become the most important aspect to companies around the world as (Fisher , 2016) specifics that it costs 500% more to obtain new customer than it does to keep current ones, indicating the importance of encouraging customer purchase repetition. Starbucks aim to encourage customer loyalty and retention has come in the form of its loyalty card, a unique system that enables customers to gain rewards based on the amount they spend in stores compared to how many times they go into a store. 
Another advantage to differentiation is non-price competition, allowing companies to compete in areas other than price; an example of this would be differentiating the product to enhance the status (Kelchner , 2017). If Starbucks did not differentiate then they would be competing in a low cost market that would be highly saturated by companies looking to cut costs as much as possible. 
Differentiation also has a number of disadvantages, as (Grant , 2002) explains that it is difficult to possibly higher costs and economic downturns. A company that operates with a differentiated strategy tends to have higher costs to produce the product (Kokemuller , 2017), in turn then driving up costs experienced by the consumer, putting them at a disadvantage. (London Tooklit, 2017) Looks at the differences in price between Starbucks, Costa Coffee and Caffe Nero, which shows how Starbucks pricing is between 5p and 60p more expensive, other than Espresso Double, which is the same price at Caffe Nero. This pricing strategy has made Starbucks cut corners in other areas, one example of this has been the recent tax fraud controversy (Davies , 2015), which has been met with negative criticism from both customers and the U.K. government. After the economic downturn hit in 2008, Starbucks high prices began to affect them as customers looked for cheaper options, directly affecting the closure of 600 shops which were not turning profits, meaning that there profits had fallen by 28% compared to the same period in 2007 (Husain, et and al, 2014). 
Another disadvantage to differentiation is that rivals can copy methods that are being implemented by a company, which may in term attract the customer away from them (Saint-Leger , 2017). An example of this is the claim that Starbucks has stolen the unicorn drink from a Brooklyn café (Marsh , 2017), showing how even the biggest companies in the world need inspiration for ideas and any of their ideas could be stolen at any point.  

[bookmark: _Toc498612815]4.0 Conclusion 
This report details an examination of Starbucks and the strategy that they have implemented to gain a competitive advantage, which according to Porters Generic Strategy falls into Differentiation; a Strategy that offers unique qualities and attributes compared to others in the industry. This report focus’ on three key areas of the strategies implementation, The Starbucks Experience, International market expansion with the focus on emerging economies and Extending Digital engagement, these being chosen to demonstrate how the company is differentiating in a number of different scenarios
From research and analysis is it clear that the “Starbucks Experience” has been a fundamental aspect to Starbucks success as consumers want more luxury top end confectionaries, as well as having a “third place”, somewhere other than work of home, this being the foundations to the company. The commitment to this experience is unprecedented as they shut all of their stores in the U.S. to perfect an Espresso; but this style of operation comes with flaws, one being that this experience is not essential to everyone and consumers can get these products for much lower pricing, making it very difficult to encourage everyone into stores. 
Another aspect to this report is that Starbucks has a profound understanding of market penetration as they entered the Chinese market with purpose and power. From 1999 to 2017, they have become the Country’s largest coffee brand and plan to operate 5,000 stores in the country by the end of 2021, a staggering amount of commitment to an emerging market. Although this has what has made them so successful, they have shown the ambition and dedication to adapt their approach and menus to verify their statue to the industry, making them a truly remarkable company, but they could do more. Other emerging markets like India have been noticing Starbucks and has created large amounts popularity, something that could be exploded much sooner Starbucks has set targets in China and does not look like slower them down for anything. 
Additional, it has become clear that Starbucks is not standing still and being innovative. They are making sure they are leading the way in every aspect they can, with technology now becoming an important asset for them. As they plan to use technology further, the greater understand of what they are trying to achieve is highly important to them, taking years to develop and alter their thinking to enhance the customers experience to the ultimate has become a trademark of theirs and still they are the first to do something. Their app and loyalty system has created a new trend, for both consumer and other company as its innovation and creative thinking has put it at a new level compared to rivals 
To conclude, Starbucks has been able to differentiate massively compared to others in the industry. Their ability to transform consumers perception and allow them to charge the prices they are for products that are over half the price in other stores indicates how different the product and service is, and how consumers enjoy having it there and are willing to spend the extra for it. 
[bookmark: _Toc498612816]4.1 Recommendations
· Starbucks has massive growth international markets, it would be a good idea to look into more emerging markets and start exploiting them, India being one of them. 
· The product mix is growing massively; it may be a good idea to control the amount of products on offer so consumer can get the same products wherever they are in the world. 
· Use more technology as it has been a massive help to them already, with the use of more social media advertising and app engagement. 
· Enhance the Starbucks experience to enhance the customer experience, as the U.S. is not as engaged to it as the Chinese population. 
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