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Executive summary
This report will: -
· Identify the strategy adopted by Starbucks
· Analyse how Starbucks have achieved the strategy that they have adopted
· Critically evaluate the strategy used by Starbucks
· Offer recommendations based on the findings at the end, therefor making it possible for Starbucks to improve their strategy.

This information within the report was collected from various sources including textbooks, academic journals, and the Starbucks website. 
This report found that Starbucks used the differentiation strategy from Porters Generic Strategies. In order to achieve this strategy Starbucks have used the following methods:
· The incorporation of Corporate Social Responsibility into their core values
· Positive brand perception
· Investing in Research and Development

There is variety of strengths of the differentiation strategy, which Starbucks have gained by adopting the strategy, these include: -
· Adopting and creating a competitive advantage, which are the characteristics of a differentiation strategy have allowed Starbucks to gain a competitive advantage over their competitors, which will allow them to have more sales.
· Having the ability to charge a premium price due to its loyal brand perception
· Allowing to distance themselves from the competitors by offering products and services which the competitors are yet to do. 

However, there are also down falls to this strategy within this strategy which can affect Starbucks, being: -
· Suffer from higher costs in order to have an ethical behaviour due to have a Fair-trade agreement, which results in paying more to the coffee farms
· Risk of competitors imitating what the organisation offers.





1.1 Introduction
Starbucks Corporation, an American company founded in 1971 in Seattle, WA, is a premier roaster, marketer and retailer of specialty coffee around world. Starbucks has about 182,000 employees across 19,767 company operated & licensed stores in 62 countries. Their product mix includes roasted and handcrafted 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 and license their trademarks through other channels such as licensed stores, grocery and nationafoodservice accounts. (Strategic Analysis Of Starbucks Corporation, 2017). From the beginning, Starbucks set out to be a different kind of company. One that not only celebrated coffee and the rich tradition, but that also brought a feeling of connection. (Starbucks Coffee Company, 2017)
The global expansion of Starbucks has been rapid and strategic. It opened its first international store in Tokyo in 1996, entered UK in 1998 and opened its first Latin American store in Mexico City in 2002. The footprint of the brand increased to cover Russia in 2007 and it opened its first store in Ho Chi Minh City, Vietnam in 2013. In February 2014, it entered Brunei, the 15th market in the Asia Pacific Region and the 64th market globally for the company. In 2015, it opened stores in Panama and reached the milestone of achieving 99% of ethically sourced coffee. The company has more than 26,000 stores in 75 countries worldwide and is expected to maintain a strong growth momentum in 2017.  (Martin Roll, 2017)

1.2 objectives 
This report will:-
· Identify the strategy adopted by Starbucks
· Analyse how Starbucks have achieved the strategy that they have adopted
· Critically evaluate the strategy used by Starbucks
· Offer recommendations based on the findings at the end, therefor making it possible for Starbucks to improve their strategy.



1.3 [bookmark: _Toc496043660]Business level strategy 
Johnson et al. (2008, p7) defines strategy as 
‘Business-level strategy, which is about how the various businesses included in the corporate strategy should compete in their particular strategy. In the public sector, the equivalent of business level strategy is decisions about how units should provide best value services. This typically concerns issues such as pricing strategy, innovation or differentiation, for instance by better quality or a distinctive distribution channel’.  
There are many levels at which strategies exist within an organisation, these are: -
· Corporate level strategy
· Business level strategy
· Operation strategy
Starbucks operate at a Business Level Strategy. 

1.4 Competitive advantage
According to (BusinessDictionary.com, 2017), competitive advantage can be defined as  ‘A superiority gained by an organization when it can provide the same value as its competitors but at a lower price, or can charge higher prices by providing greater value through differentiation. Competitive advantage results from matching core competencies to the opportunities’. For any firm to gain a place in the highly competitive market and environment, they must acquire a sustainable competitive advantage. 

1.5 Porters generic strategies
Michael E Porter has laid out three generic strategies – cost leadership, differentiation and focus to gain competitive advantage.  The third generic strategy, he subdivided into two – cost focus and differentiation focus. There can be various sources of competitive advantages for businesses.  (Pratap, 2017). Starbucks have been able differentiate their products from their competitors based upon quality and the distinct, unique customer experience that they offer. This has been a basis for them to create a strong brand image, which is also a basis of differentiation, helping them to brand their company better from the competitors. 
[bookmark: _GoBack]A figure of Porters Generic Strategy can be found below: - 
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(Thousandinsights.files.wordpress.com, 2017)

Differentiation involves achieving competitive advantage through pinpointing product or service attributes that customers perceive as valuable and positioning the firm to meet those demands betters than the competition. 
(Strategy-formulation.24xls.com, 2017)



2.0 Main findings
As previously stated Starbucks use the business level strategy to enable them to differentiate from their main competitors such as: Café Nero, Costa, and Pret A Manger. Starbucks entered the market and created a coffee shop with an unique twist. Starbucks only serve premium quality coffee for their coffee lovers, which allow them to set their price high and to charge a premium price.  Starbucks only offer the best cup of coffee. (Pratap, 2017) describe that as a company they go to great lengths, At every step Starbucks goes to great lengths to ensure that its beans meet the highest quality standards.   Its Arabica beans are different from the regular ones. Found at higher altitudes where the beans are denser, Arabica has an exquisite flavour. These denser beans also have deeper and more complex flavour, which is found in every cup at Starbucks.  

2.1 Differentiation strategy
The differentiation strategy can be achieved when an organisation offers different product or services compared to what the competition offer. 
To properly implement the Differentiation strategy, a company needs the following:
· Marketing and promotions teams. These individuals are on the frontlines of defining a brand and emphasizing its uniqueness.
· Delivering high-quality products. Customers won’t stay loyal if the reality doesn’t meet the company’s promises.
· On going research and innovation. Only by pushing technological boundaries can a company hope to maintain relevancy. (Capsim Blog, 2017)

2.2 stuck in the middle
Unfortunately many businesses fall into the trap of being “stuck in the middle” of the generic strategies of differentiation and cost leadership.
They don’t offer the high value for money and distinctive product or service that you get from a differentiated business. And they don’t offer the low prices that can come from buying from the cost leader.  (Simister, 2011) 
Unfortunately, being stuck in the middle comes from trying to compromise, which creates this image which can also impact on customers, who don’t fully understand what an organisation stands for, or what customers expect from them. Whilst being stuck in the middle it can also impact an organisations employees, as they might suffer from not understanding the priorities of their work. 


2.3 Starbucks differentiation strategy
Starbucks use the differentiation strategy by producing products that their competition do not offer, such as a variety of flavoured hot and cold drinks, savoury snacks, a variation of sandwiches and cakes which have yet to be created, and there for as a result of this they have gained a certain perception of brand loyalty from their customers. Starbucks have also adopted the differentiation strategy by setting a high level of Corporate Social Responsibility (CSR). 
Porter describes the strategy of differentiation as the delivery of quality products or services that are perceived to be unique and valued by consumers. Product differentiation is the core of Starbuck’s strategy to gain a sustained competitive advantage. Starbucks offers such differentiation through an excellent customer experience and quality coffee The “Starbucks Experience” is achieved through its well-designed stores with good ambiance and well trained staff.  (ToughNickel, 2017)


2.3.1 Brand perception
However, whilst the main attribute of the company is to obtain a differentiation strategy, Starbucks is strongly backed by brand image too.  Starbucks have managed to create an unique experience for their loyal customers.  Starbucks has proved that great customer service can be a source of competitive advantage. Today, it has more than 22,500 stores open across the world. These stores provide a relaxing ambience that helps the customers lose the days’ stress. The warm and welcoming ambience inside these stores is also a primary driver of sales and revenue. Smiling baristas inside these stores are more than willing to share their knowledge and experience with the customers. (Pratap, 2017). 


2.3.2 Corporate Social Responsibility
Corporate Social Responsibility can be defined as ‘ A concept whereby companies integrate social and environmental concerns in their business operations and interactions with their stakeholders in a voluntary basis’.  (Corporate Social Responsibility, 2017)
What sets Starbucks apart from their competition is their approach to Corporate Social Responsibility.  Starbucks have believed that they have always had and continue to have a positive impact on the community that they serve.
 As we have grown to now more than 25,000 stores in over 75 countries, so too has our commitment to create global social impact.  So it is our vision that together we will elevate our partners, customers, suppliers and neighbours to create positive change. To be innovators, leaders and contributors to an inclusive society and a healthy environment so that Starbucks and everyone we touch can endure and thrive. (Starbucks Coffee Company, 2017)
Lead in green environment – as Starbucks are a company that relies on agricultural products, they have always been long aware that the planet is the most important business partner. Starbucks now have a ‘greener’ approach to their company. Their comprehensive approach to reducing the environmental impact means that they have to look at all aspects of the business, such as
· Greener stores
· Greener cup 
· Greener energy 
· Climate change. 
Starbucks have an ethical approach in their organisation, this is clear to see in their C.A.F.E (coffee and farmer equity) programme, which supports farmers, coffee suppliers, and their employees.  C.A.F.E. Practices, are buying guidelines that define ethical sourcing principles and help farmers grow coffee in a more sustainable, fair way. Coffee that Starbucks purchase must meet the following standards:
· Product Quality (requirement): All coffee must meet Starbucks standards of high quality
· Economic Accountability (requirement): Coffee suppliers must submit evidence of payments made throughout the supply chain to show how much 0f the amount Starbucks pays gets to the farmer
· Social Responsibility (evaluated by third-party verifiers): These are measures to ensure safe, fair, and humane working conditions, such as protecting worker’s rights, providing adequate living conditions. Compliance with minimum-wage requirements and addressing child labour/forced labour, and discrimination is mandatory
· Environmental Leadership (evaluated by third-party verifiers): Measurements to help manage waste, protect water quality, conserve water and energy, preserve biodiversity and reduce agrochemical use along the supply chain
To date, more than a million farmers and workers on four continents have benefited by participating in Coffee and Farmer Equity (C.A.F.E) Practices. With C.A.F.E Practices, our coffee farmers are producing higher quality and high production yields, and are able to better conserve natural resources.   (Starbucks Coffee Company, 2017)




2.4 Strengths of a differentiation strategy
When a company uses a differentiation strategy that focuses on the cost value of the product versus other similar products on the market, it creates a perceived value among consumers and potential customers. A strategy that focuses on value highlights the cost savings or durability of a product in comparison to other products.   (Smallbusiness.chron.com, 2017)

Strengths of a differentiation strategy include offering unique products. Which companies analyse specific products and compare it to similar products which competitors offer, after this comparison its possible for the organisation to list characteristics that its products contain. Whilst doing this, it makes it possible for organisations to differentiate their products from competitors. 

Another strength of a differentiation strategy includes building a reputation for an organisation.  Companies are able to build on their reputation once adopting the differentiation strategy. 


2.4.2 Distancing from others in the market
Within the differentiation strategy it’s possible for an organisation to create a different product, which currently isn’t on the market, allowing them to stray away from their competitors.  Whilst providing a product which is different to what the competition offer, customers may believe that this product compares higher to the competition. Since Starbucks have offered a wider range on their chilled ice drinks, this product is to be different to the competition and their customers are more likely to try it. 


2.4.3 Creation of competitive advantage
In April 2010, Schultz announced that Starbucks has seen considerable progress in returning to profitability and growth. Net revenues increased 8.6% in the second quarter of 2010 compared to the same quarter in 2009. (ToughNickel, 2017)
The characteristics of a differentiation strategy allows organisations to create a competitive advantage over their competitors. 
Starbucks do not only offer the highest quality cup of coffee sourced from the premium coffee beans, but they offer a number of attributes in order for them to gain competitive advantage. An example of this is the connected customer experience that they offer. More than just offering a cup of coffee, they offer the Starbucks experience which make their customers feel welcome once in-store. 
Starbucks also offer the reward card, which provides benefits to their customers. With having this reward card, it offers the chance for returning customers to make returning purchases which builds their strong brand loyalty. 

2.4.4 Ability to change to a premium price
When a brand can create a high quality product, which customers know that they can trust then they are more likely to have a brand loyalty to that organisation.  Premium pricing involves setting the price of products higher than comparable products, this is usually used to boost profits in area’s where the customer is happy to pay more for the products. Starbucks are able to charge a premium price for their products as their whole brand image is based around high luxury.
Starbucks sets its prices on a simple idea: high value at moderate cost. When people feel like they are getting a good deal for their money, they are more likely to pay a higher cost. Starbucks appreciates that the mainstream of their customer base is impervious to price, and uses small price rises that everyday customers may not notice to increase margins. The goal is to use the price increases to guide the customer towards your most profitable product. Jones and Jones, 2015)

2.5 Limitations to a Differentiation strategy
2.5.1 Risk of imitation 
Whilst organisations become creative whilst offering unique products and services, this gives the competition a chance to imitate their products.
Imitation is the sincerest form of flattery. A company that succeeds in implementing a differentiation strategy must worry about competitors' copying its business methods and stealing away its customers. In addition, implementing a differentiation strategy is costly. It may take years before a company achieves a strong brand image that sets it apart. During that time, the company faces the risk of changing consumer tastes or preferences. In such a case, the company may not have sufficient customer demand to offset its higher costs, which may lead to a loss. Smallbusiness.chron.com. (2017). 





2.5.2 Higher costs
Whilst adopting the differentiation strategy this incurs higher costs for the customers. 
Additionally, by going for product differentiation rather than a low cost, you effectively eliminate budget-conscious buyers who can't afford your higher prices. This is part of the reality of target marketing. Especially in a tough economy, you have to really succeed with more affluent customers if you price your products above what a significant segment of the population can afford. If you do lower your prices to attract cash-strapped buyers, you run the risk of creating a price orientation and devaluing your product over time. (Yourbusiness.azcentral.com, 2017)






3.0 Conclusions 
Whilst adopting the differentiation strategy Starbucks have successfully gained a competitive advantage. Since gaining this competitive advantage, as an organisation they have been able to charge a premium price for their products. 
Starbucks have used the differentiation strategy by: -
· Including CSR into their core values
· Ensuring that their brand reputation is at the front line of the company, ensuring that their customers know that the products are from a high quality 
· Regular investment to research and development, assuring that their products are from the highest quality possible

Starbucks have gained advantages whilst adopting the differentiation strategy, these include: - 
· Having the ability to distance them selves from the main competitors 
· Gained a competitive advantage by providing high quality products
· Charging a premium price for the products, as they have a strong brand loyalty

Starbucks have also faced limitation by adopting the differentiation strategy, these include: -
· Competitors trying to imitate their products, by offering similar products 
· Incurring a higher price, by offering different products and investing in research and development

3.0 Recommendations 
Starbucks could improve their organisation by:-
· Expand their American drinks and food range to the UK – as the American drinks and food range is much wider and different compared to the UK.
· [bookmark: _Toc305165507]Continue to fight the social issues that they face – such as the pressure for not opting to franchise. 
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