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[bookmark: _Toc498637555]1. EXECUTIVE SUMMARY

This report:

· Identifies the competitive strategy implemented by Starbucks in order to develop their current competitive position,
· Analyses how Starbucks have accomplished this strategy,
· Critically evaluates the strategy, recognising the advantages and limitations of it in the current environment, and
· Makes appropriate recommendations so that Starbucks can progress forward, based on the findings.

According to the research undertaken from various sources, including academic journals, relevant websites and textbooks, it has been identified that Starbucks implement the differentiation strategy from Porter’s Generic Strategies. They have succeeded in applying this strategy by promoting positive brand perception, creating premium products and linking Corporate Social Responsibility (CSR) into their business core values.

Some strengths that Starbucks has gained through applying the differentiation strategy include:

· Being able to charge premium price by providing high quality products, and
· Gaining competitive advantage over rivals, which has resulted in greater profitability.
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[bookmark: _Toc498637557]2.1 STARBUCKS

Starbucks was founded in 1971 by three friends, Gordon Bowker, Jerry Baldwin and Zev Siegl, who all had a passion for coffee. The company opened its first store in Seattle’s Pike Place Market, and is still headquartered in Seattle, Washington (Starbucks Corporation, 2011). Starbucks opened its first international store in Tokyo in 1996. According to the Starbucks website, it now has more than 24,000 stores in 70 countries, of which are found in North America, EMEA, Asia Pacific and Latin America (Starbucks, 2017).

Starbucks Corporation is a global coffee retail chain that purchases, roasts and sells specialty coffee along with a variety of juices, bottled water and ready-to-drink tea and coffee products. Starbucks stores also offer a range of fresh food, pastries and snacks (Starbucks, 2008). The company markets its products mix with other brand names within its group of companies, which include Teavana, Seattle’s Best Coffee, Starbucks VIA, Tazo, Ethos Water, Verismo, La Boulange and Evolution Fresh. However, Starbucks has recently announced that it will be closing all of its Teavana tea bars by 2018 due to poor financial and overall business performance (MarketLine, 2017). Starbucks total revenue had exceeded $14.8 billion by September 29th, 2013 (Starbucks Corporation, 2013).

Starbucks claims its mission is ‘to inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time’ (Starbucks, 2017).


[bookmark: _Toc498637558]2.2 OBJECTIVES
This report will:

· Identify the competitive strategy implemented by Starbucks in order to develop their current competitive position,
· Analyse how Starbucks have accomplished this strategy,
· Critically evaluate the strategy, recognising the advantages and limitations of it in the current environment, and
· Make appropriate recommendations so that Starbucks can progress forward, based on the findings.
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Strategy can be defined 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 al. (2008, p. 2). In other words, it’s about determining how the organisation will win in the period ahead based on the ‘result of choices executives make on where to play and how to win’ (Favaro, 2012).

In organisations there are various levels at which strategies are present to help them establish a competitive advantage over its rivals. These include;

· Corporate-level strategy,
· Business-level strategy, and
· Operational strategy.

Starbucks operates at the business-level strategy. Johnson et al. (2014) explain that this strategy is the action that strategic managers take to provide value to customers and supply products that are ‘superior to that of rival strategic business units (SBUs)’ in order to gain a competitive advantage. 


[bookmark: _Toc498637560]2.4 COMPETITIVE ADVANTAGE

‘Competitive advantage’ can be described as what makes a company better than the competition in the customers' minds (Porter M. E., 1989). It is concerned with how the company responds to the five forces in the competitive environment. In addition to this, Amadeo (2017) explains that to achieve competitive advantage, the company needs to be able to eloquently provide the benefits to its target market which are better than the competition. By gaining competitive advantage over rivals, the company is likely to get more sales through customers and therefore higher profits.
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Michael Porter (1980) has developed a topology of generic strategies that companies can adopt to defend against and outperform their rivals (Smith, 2011). The three strategies are recognised as: cost leadership, differentiation and focus. 

Fig 1. Porter’s Generic Competitive Strategies
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Source: (Porter, 1980, p. 39)

According to Johnson et al. (2014) ‘cost leadership strategy involves becoming the lowest-cost organisation in a domain of activity’. This means the company aims to deliver its products at a lower price than its competitors. The company also looks to continuously improve its operational efficiency, which might be in the form of paying less wages to its workers. 

Companies use differentiation strategy by providing products or services that are widely valued by customers, and that offer different benefits from those provided by competitiors. One way of ensuring this strategy works is by creating products that are difficult to imitate, or are too costly to produce for competitors (Johnson et al., 2008). 

The two strategies explained above look to gain competitive advantage from numerous industry sectors. On the other hand, focus strategy just looks at competing in a niche market segment, for example targeting a specific consumer group, like teenagers or the over-65s. The two variants (differentiation focus and cost focus) are just narrower applications of the cost leadership and differentiation strategies (Boddy, 2002). 

Porter (2004) also suggests that if a company fails to adopt any one or more of these specific strategies then it will be in a poor strategic position. However, if the company chooses to use more than one strategy at the same time then it can lose focus, and get “stuck in the middle” (mixed strategy). If this stage is reached then the company is likely to lose its competitive edge, and therefore reach lower profitability as compared to other competitors who have focused completely on differentiation strategy. 
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Starbucks has used the business-level strategy to allow them to differentiate from other rivals, mainly Dunkin’ Donuts, Costa Coffee and McDonald’s. The business-level strategy is concerned with how companies can provide best value products and compete successfully in particular markets. For example it deals with issues such as ‘pricing strategy, innovation or differentiation, for instance by better quality or a distinctive distribution channel’, Johnson et al. (2008, p. 7).

Starbucks stores offer a ‘third-place’ experience away from work and home where customers can spend time in a comfortable and relaxed environment, with friends or alone (Dudovskiy, 2017). Furthermore, Peterson (2015) believes ‘Starbucks stores are designed in a way to make customers stay longer, buy more, and return for another visit.’ For example, customers are offered free Wi-Fi and there’s no restriction on laptop use so that they can also work at the same time whilst drinking coffee.

A long-term strategy of Starbucks Corporation is expanding its market internationally, especially in emerging economies. The share of company’s revenues from China/Asia Pacific (CAP) global market sector increased to 14% in 2016 from 7% in the year before (Starbucks Corporation, 2017).
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The differentiation strategy is used by companies to offer products that are different (or unique) from other products in the industry. Successful differentiation is accomplished when a company achieves either an increased revenue per unit, a premium price for the product, or achieves the level of brand loyalty where the customers' repeatedly buy the company's product. Arthur et al. (2010) explain that if the management of a brand is successful, its products can be perceived unique by customers even if competitors produce the same products, for example Starbucks have branded coffee and Nike has branded trainers.

Starbucks has used the differentiation strategy from the beginning as it provides premium coffee at many locations, not just locally but also worldwide. By adopting this strategy of offering superior products, it has lead Starbucks to a higher market share where it has gained the benefits of economies of scale. Starbucks has built a premium valued brand through its high level of customer service and products reputation which is expensive to imitate by rivals. The company has also adopted a smart strategy of making acquisitions with other company-oriented stores internationally through strategic alliance strategy, such as:

· Teavana that make tea products,
· Evolution Fresh that serve premium breads, and
· Evolution Fresh that make fresh juice products.

This has been a different approach to other companies that follow the franchising model. 

Starbucks has linked low-cost leadership and differentiation by introducing Starbucks VIA which is a new production line of instant coffee. This product is not just a less expensive alternative to Starbucks regular coffee, it’s also unique as it’s different from other products in the market. A focused differentiation strategy is also used by Starbucks to help them ‘build specialist knowledge, which can increase commitment to service, improve brand recognition and gain customer loyalty’ Johnson et al. (2014, p. 199).  The focused differentiation category at Starbucks involves selling in-store brewing utensils and gifts to coffee lovers, which are unique products only found at Starbucks’ shops. 
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Starbucks does not spend much money on advertising, but instead builds its brand by providing high quality products to customers in return for word-of-mouth advertising. Another appealing thing for customers is the storefronts and the internal designs that attract them to Starbucks shops. 

According to Zhang (2015), if a products performance exceeds expectation, customer satisfaction increases; but when expectation exceeds the products performance, customer satisfaction decreases. Starbucks produce coffee made from premium quality coffee beans, hence they are able to charge a high price for their products which customers are willing to pay for. 

Brand perception is a trait that separates Starbucks from other rivals. It can be described as a judgement or a mental image that a customer may hold of a brand (Dunn, 2004). This perception is partly formed through shared experience, as it’s become so much easier and more frequent for people to share their experience due to the rise of social media. Starbucks has ensured to create a positive image of its brand by incorporating Corporate Social Responsibility (CSR) in their corporation. An advantage of consumers having brand knowledge is that Starbucks spends less on brand extension while achieving higher sales.
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Financial Times (n.d.) has defined CSR as ‘movement aimed at encouraging companies to be more aware of the impact of their business on the rest of society, including their own stakeholders and the environment’. In other words it is the way through which companies achieve a balance of environmental, economic and social requirements.

Benefits that are likely to be gained from CSR by companies include:

· positive business reputation
· better brand recognition
· increased sales and customer loyalty
· better financial performance (nibusinessinfo.co.uk, 2017).

Starbucks have an initiative called ‘Greener Cup’ for the purpose of reducing waste, shrinking environmental footprint, promoting reusable cups and recycling. Starbucks offer customers a discount if they take into store their own cup (Starbucks Corporation, 2017).

Starbucks Corporation works with farmers to produce coffee ethically and sustainably.  Starbucks has invested $50 million through their Global Farmer Fund Program to help fund farmers, allowing them to renovate their farms in order to pursue more sustainable practises. They also support coffee communities and farmer livelihoods through various other programs to ensure long-term supply of high quality coffee for the company.

Reinhardt and Stavins (2010) offer another simple definition of CSR as ‘sacrificing profits in the social interest’. Perhaps Starbucks CEO Howard Schultz went too far in achieving public interest as in January 2017, he announced that the company will hire 10,000 refugees from around the world. The decision was a shock to the unemployed Americans as the country was still in recession, and the regular customers of Starbucks started to give up their daily coffee and chai lattes, as well as boycotting Starbucks in social media (Orelup, 2017). This resulted in a loss of profits and damaged the company’s reputation somewhat. Furthermore, Starbucks baristas who work at least 20 hours per week are entitled to take out health insurance. However Schultz (2011) told Seattle Times in an interview that healthcare cost the company $250 million in 2009.
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Starbucks invest heavily into Research and Development (R&D). R&D is essential in companies as it allows them to develop new products in accordance to changes in customer tastes and trends (Katsioloudes, 2009). Over the years Starbucks has driven innovation behind the development of beverages, new food (e.g. lunch items) and innovative brewing equipment (e.g. Verismo System). Starbucks ensures to conduct thorough research and test products before entering them into the market. 

Starbucks has created a mobile phone app (for iPhone and Android) which makes it easy and fast for customers to pay for their products. This mobile ‘Order & Pay’ app allows customers to order ahead and pick up their food or drink without waiting in a queue (Starbucks, 2017). 

Starbucks has been flexible which has allowed them to maintain its popularity through time. By investing in R&D, it has allowed Starbucks to adapt to changing consumer tastes and preferences. This flexibility is also a part of the reason that allowed Starbucks to be successful in the tough and primarily tea-drinking market of China (Johnson K. , 2017). 
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[bookmark: _Toc498637568]3.5.1 UNIQUE PRODUCT
Differentiation strategy helps a company build on the unique qualities of a product. The product is compared with similar products produced by competitors, and then a list of characteristics is created to see what features lack in competitors’ products. These features differentiate the product and customers perceive them as superior than other similar products (Boddy, 2002). 

Starbucks only serves high-quality coffee from premium Arabica coffee beans which customers perceive as better than others (competitors). This means that customers are more likely to make repeat purchases, and hence increase company’s profits.

[bookmark: _Toc498637569]3.5.2 REPUTATION
Starbucks uses brand image as its strength and this is another strategy that helps the company achieve a positive reputation. Starbucks markets its brand by communicating past successes as an indication of the company’s current and future performance. As Starbucks show CSR, it has developed a reputation for being a socially conscious company. For example, Starbucks shows it cares for the environment by rewarding customers with a discount if they bring in their personal tumblers. 

[bookmark: _Toc498637570]3.5.3 PREMIUM SERVICE/PRODUCTS = CUSTOMER LOYALTY & PREMIUM PRICE
It’s not just Starbucks products that are high quality, their customer service is also top class. "From the moment a customer walks through the door, we want to get them through in 3 minutes," a long time manager at Starbucks once said (Groth & Lubin, 2011). Staff at Starbucks also make sure that they don’t serve coffee that’s been sitting longer than half an hour. This makes customers want to come back to Starbucks as they put trust into the brand, thus meaning they’re loyal to the brand. Due to this loyalty, customers are willing to pay premium price for their products, which increases sales and greater profitability for Starbucks. Furthermore, creating brand loyalty ensures minimal threat from competitors who might try to charge lower price, and customers would perceive them to be of lower quality.
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[bookmark: _Toc498637572]3.6.1 HIGHER COST
Incorporating a differentiation strategy requires a large financial investment from the company. For companies to convince customers that its product is unique, it needs to advertise information to its customers. Although Starbucks relies on word-of-mouth, when it launches a new product it has to advertise it to ensure customers buy it. This advertisement could be in the form of T.V. commercials or magazine ads and it comes at a high cost.
 
[bookmark: _Toc498637573]3.6.2 IMITATION
Starbucks strategy of differentiation could be imitated by rivals such as McDonald’s and Dunkin’ Donuts, who can introduce same products at lower price. Even though Starbucks has a strong customer base, its competitors could attract customers away by gaining competitive advantage, especially if they make people perceive that their products are better. Some competitors have already been successful in imitating the Starbucks brand, for example Stars and Bucks is a successful coffeehouse in Palestinian Territories.
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Due to customer loyalty and a great competitive advantage, Starbucks is able to charge a premium price for its products that customers are happy to pay. Some factors that have helped Starbucks succeed in the coffee market are:

· Outstanding customer service at their stores,
· Excellent quality of the brewed coffee, and
· Fast growth of new stores around the world.

Starbucks has used the differentiation strategy in various ways. For example it has put brand reputation at a high priority to ensure customers perceive them in a positive way. As mentioned before, they’ve achieved this through ‘Greener Cup’ initiative and by working closely with farmers and communities.

While tea consumption is growing, it remains a niche and there’s always a demand for companies to exploit this in the market.  To carry on with the success, Starbucks has to diversify rather than specialise (MarketLine, 2017). They must also invest in R&D to help deal with the changing tastes and lifestyles, and react to the alternatives within the market.
However, Starbucks Corporation has good financial capacity and strong strategies to at least compete, if not overcome, its competitors.
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· From the 10-K forms of Starbucks, it is clear that they don’t invest much at all in marketing and advertising their products and brand, instead they rely on reputation and word-of-mouth. Therefore a recommendation for Starbucks is to make greater investments and take advantage of this strategy at a time where they face increased competition in the market from rivals, particularly McDonald’s. 

· Starbucks has upset some customers recently through their actions such as announcing to hire 10,000 refugees. It’s recommended that Starbucks do not take controversial decisions such as these and look to further build and retain customer loyalty. 

· Finally, as consumers have become more health-conscious, and their tastes and lifestyle has shifted more towards snacks and beverages options, Starbucks should adapt and expand its menu to offer healthier products.
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