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[bookmark: _Toc498611927]EXECUTIVE SUMMARY

Starbucks is a globalised chain of coffee shops, headquartered in Seattle, USA. They provide consumers with high quality coffee, also selling an assortment of beverages and snack food. Starbucks also pride themselves on delivering an engaging and inclusive experience for their consumers. The aim of this report is to identify and analyse the competitive strategy used by Starbucks, using Porter’s Generic Strategies.

This report found that Starbucks successfully adopted a differentiation strategy to gain competitive advantage over rival organisations. This approach was implemented in numerous ways: examples discussed in the report include investment in innovative techniques and product development, brand management and customer loyalty, and the integration of corporate social responsibility. The report also found elements of cost-leadership within the strategy used by Starbucks.

The advantages of differentiation included the ability to charge a premium price for products and the development of customer loyalty and repeat-purchasing behaviour. These advantages enabled Starbucks to charge premium prices, gain higher profit margins, increase market share and generate higher profits. However limitations included the higher costs associated with differentiation and the ease of which the strategy can be imitated by competitors. Without careful management and monitoring, these could lead to reduced profit margins, loss of sales, erosion of market share and a reduction in profit for Starbucks.

The recommendations for Starbucks are to continue to invest in innovative techniques and products, develop isolating mechanisms to protect against imitation, and examine the benefits of incorporating another generic strategy alongside differentiation.


[bookmark: _Toc498611928]1. INTRODUCTION

This report aims to identify the competitive strategy chosen and implemented by Starbucks that allows them to gain an advantage over competing businesses, developing the current competitive position of the organisation. Examples of actions taken by Starbucks to ensure the successful implementation of the strategy will be provided, as will a critical evaluation of the specific competitive strategy. The report will recognize both the advantages and limitations of this strategy in the context of contemporary strategic management issues, and use the findings to make appropriate recommendations for the further development of Starbucks’ competitive position. 
1.1 [bookmark: _Toc496043660][bookmark: _Toc498611929]Background of the organisation

Starbucks Corporation is a global coffee shop chain, headquartered in Seattle, Washington. It was founded in 1971, and now employs 254,000 people (Marketline, 2017) across over 25,000 worldwide locations (Statista, 2016). The chain predominately sells coffee and tea beverages, along with a small selection of food and snacks (Marketline, 2017). However their mission is considerably more holistic than would be assumed, as it is ‘to inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time’ (Starbucks, 2011). 
The company reported revenues of US$21,315.9 million for the fiscal year ended October 2016 (FY2016), an increase of 11.2% over FY2015 (Marketline, 2017).
1.2 [bookmark: _Toc498611930]Definitions of Major Concepts

1.2.1 [bookmark: _Toc498611931]Strategy

In most simplistic terms, strategy is the means by which an organisation or individual can achieve desired objectives (Grant, 2016). Porter (1996) states that strategy is ‘the creation of a unique and differentiated position involving a different set of activities’ (1996, p. 2), and perhaps the most universally accepted definition of strategy was coined by Johnson 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. 3)

1.2.1.1 Corporate Level Strategy

Corporate level strategy and business level strategy constitute as two major areas of an organisation’s overall strategy (Grant, 2016). Corporate level strategies detail actions that need to be undertaken by the organisation to gain competitive advantage through selecting and managing business elements that compete in different product markets. 
1.2.1.2 Business Level Strategy

In contrast, business level strategies detail the commitments and actions undertaken to compete in specific product markets by exploiting core competencies (Hitt, et al., 2007).
Starbucks operate using a business level strategy in order to gain competitive advantage in their specific market. Investment in research and product development, and the enhancement of pre-existing products and services are heavily emphasized in business level strategies (Jeffs, 2008) as demonstrated by Starbucks, examples of which will be presented in this report.
1.2.2 [bookmark: _Toc498611932]Competitive Advantage

Grant (2016) defines competitive advantage at a basic level as the persistently higher rate of profit made by an organisation over its rivals when multiple organisations compete within the same market. However competitive advantage may not be indicated merely through higher profitability; it can also be demonstrated by investing in market share, customer loyalty, technology or executive perks as opposed to short term financial gain (Pumelt, 2003).
1.2.3 [bookmark: _Toc498611933]Porter’s Generic Strategies

Michael Porter’s Generic Competitive Strategies model consists of three generic strategic approaches that will potentially enable an organisation to outperform competitors in an industry. These approaches consist of overall cost leadership, differentiation, and focus, as depicted in the diagram below. The focus approach can be classified as either cost focus or differentiation focus (Porter, 2004).

[image: ]









Figure 1.1: Porter’s Generic Strategies. Source: (Porter, 2004)

When attempting to gain competitive advantage in a broad range of market segments, and organisation would adopt either a cost-leadership approach or that of differentiation. Focus strategies are used to seek out advantage in narrower segments via cost focus or differentiation focus (Porter, 2004).	
1.2.3.1 Cost Leadership

Cost leadership strategies are implemented where an organisation adopts the position of being the lowest-cost producer within their market industry. This allows them to out-perform their competitors as they are able to provide the lowest price for consumers whilst still generating profit, thus enabling the organisation to gain an advantage over rivals that are unable to price-match (Henry, 2008). Whilst this strategy can be effective in protecting an organisation against the five forces of competition, it can prove expensive and may be subject to imitation resulting in price wars.
1.2.3.2 Focus

In comparison to differentiation and low-cost approaches, focus strategies (also known as niche strategies) are adopted by organisations that focus on specific markets in order to gain competitive advantage by offering products developed for that particular niche. A cost focus strategy attempts to gain a cost advantage in its targeted segment alone, whilst a differentiation focus attempts to differentiate its products in their chosen segment (Lynch, 2012). Despite the difficulties that can arise when using a focus strategy, such as often being too specialist and unsustainable as well as obstacles due to economies of scale, Lynch observes that many small to medium sized companies find this strategic area to be most useful.
1.2.3.3 Differentiation

A differentiation strategy’s primary objective is to gain competitive advantage over rivals by creating a product that’s perceived by consumers to be unique, forming a perception that the organisation can provide what its competitors cannot, thus allowing them to charge premium prices for their products. Consequently, profits margins are considerable higher than those that follow cost-leadership strategies as consumers are willing to pay more (Hill & Jones, 2001). According to Porter (2004), design or brand image, dealer network, technology and customer service are all examples of possible approaches to differentiate themselves from competitors. He also stresses the importance of acknowledging that whilst price is not the primary strategic target, differentiation strategy do not all the organisation to ignore costs. Limiting factors include the ease of competitor imitation and the subsequent difficulty in remaining unique from the perception of the consumer (Jeffs, 2008).

[bookmark: _Toc498611934]2. MAIN FINDINGS

[bookmark: _Toc498611935]2.1 Starbucks application of differentiation strategy

Starbuck operate under a business level strategy, and as such use Porter’s Generic Strategies to establish a successful and effective strategic approach. By adopting a differentiation strategy, Starbucks distinguishes themselves from their major competitors: identified by Marketline (2017) as being Dunkin’ Brands Group and McDonalds Corporation, as well as Costa Coffee in the UK. Differentiation encompasses the entirety of the product and experience around it rather than the characteristics of the product itself, and it’s this experience that allows Starbucks to charge up to $5 for a cup of coffee, when the US national average is only $1.38 (Casserly, 2011). 
The differentiation strategy used is demonstrated by Starbucks through a multitude of approaches that achieve the primary objectives, most notably through the innovation of technology and product development, brand perception and loyalty, and corporate social responsibility schemes.
[bookmark: _Toc498611936]2.1.1 Innovation

Innovation consists of a variety of advancements possible to develop in an organisation, including products, management systems, organisational structures, production processes and strategies (Hill & Jones, 2001). It has been suggested that innovation should be a competitive priority for organisation operating under differentiation strategy (Ward & Durry, 2000). This is supported by Devaraj et al (2004) who concluded that the creation of a product-service bundle, perceived by consumers to be unique in its ability to meet their needs, achieved differentiation. It was also emphasized that innovativeness was an operational objective that consistently presents itself with differentiation oriented strategies. 
The current CEO of Starbucks identified innovation as the heart of the business and its recent growth, detailing new product innovations that include premium coffee lines from the new roastery in Seattle and elevated food options: grab-and-go freshly made salads and gluten free lunch selections to cater for the needs of the customers and help continue to drive strong growth in lunch sales (Starbucks, 2017), enabling Starbucks to generate greater profit in all areas of the business and increasing market share comparatively to its competitors.
As well as the growth potential of investment in innovative practices, there is an element of associated risk that could negatively impact the company and lead to market failure; this may be due to lack of awareness of the customer’s true needs, or poor implementation and management of innovation (Semuel, et al., 2017). Semuel stresses the need for strategic leadership when following a differentiation strategy to balance the needs of the organisation, ensuring that both innovation and the daily operations run efficiently and effectively.
After Starbucks rolled out their new mobile ordering system in January 2017, there were reports of heavy congestion at the pick-up area in storefronts across the US, causing long wait times and unhappy customers (Patton, 2017). This had an effect on a large proportion of customers as 27% of US sales are generated via mobile payments, and by March in the same year a decrease in market share growth was partially attributed to the shift in mobile ordering and consequential hampered customer service that may have hurt sales (Patton, 2017).  Poorly executed developments would be detrimental to Starbucks as they rely heavily on their innovative techniques to allow them to charge premium prices for their products and service. 
[bookmark: _Toc498611937]2.1.2 Brand perception

It is widely accepted that consumers often use brands as a means to construct their own identity and establish themselves as individuals in a society (Holt, 2002) (Schau & Gilly, 2003). Studies have shown that a brand name is one of the primary indicators of product quality to consumers (Dawar & Parker, 1994), illustrating the necessity to focus on brand perception as a key element of the differentiation strategy. 
The brand perception of Starbucks encompasses both the product and the experience of the consumer. Not only offering coffee, the business described itself as a ‘neighbourhood gathering place’ for coffee lovers as part of their daily routine, where customers can rely on receiving genuine customer service, experience an inviting atmosphere and drink an expertly roasted and brewed cup of coffee (Starbucks, 2011). This is a vital aspect of Starbucks’ differentiation strategy as it has been shown that brand experience directly correlates with higher levels of consumer satisfaction and loyalty (Brakus, et al., 2009). 
By offering a unique coffee drinking experience, Starbucks can differentiate themselves from their rivals and gain competitive advantage. In order to achieve this outcome, brand management of Starbucks will have to be carefully structured and monitored; one possible disadvantage of focusing on this approach is the potential for empowered consumers to shape the brand in an alternative way to that which was intended (Black & Veloutsou, 2017). Cova and Pace (2006) suggest that this empowerment can become a hindrance when consumer groups become capable of opposing official brands without input from the organisation.
From a business’ view, the most significant outcome of brand equity is represented by the ability to charge premium prices for their products (Ailawadi, et al., 2003). Consumer perception is that the brand represents higher quality, and can be seen as an extension of their personal identity. Starbucks can therefore adopt premium pricing strategies and gain an increase in profit margins of their products, as consumers will remain loyal to the brand.
[bookmark: _Toc498611938]2.1.3 Corporate Social Responsibility

Business ethics are described as:
‘the study of business situations, activities, and decisions where issues of what is morally considered right and wrong are addressed’ (Crane & Matten, 2010, p. 5).

Corporate Social Responsibility (CSR) is an outcome of business ethics and is defined by Carroll and Buchholtz (2010) as the economic, legal, ethical and philanthropic expectations that consumers place on businesses, as illustrated in the diagram below. Boehe and Cruz (2010) state that CSR contributes to product differentiation in markets and thus improve organisational performance.
[image: ]
Fig 2.1: Carroll’s Model of Corporate Social Responsibility. Source: (Crane & Matten, 2010)
Starbucks’ Global Responsibility Report outlines ways in which they have committed to CSR schemes. From an environmental impact perspective, Starbucks have reduced water consumption by over 26% since 2008 and exceeded their ambitious water conservation goal (Starbucks, 2017); and to power buildings that they own, Starbucks have increased their purchase of renewable energy from 20% to 100% (Starbucks, 2015). 
In terms of social responsibility, 100% of the coffee that they procure is Fairtrade. Adopting CSR practices allow Starbucks to further differentiate themselves from competitors by establishing themselves as a morally superior company. In 2016 they announced FoodShare, a food donation scheme that will be able to provide nearly five million meals in its first year in collaboration with Food Donation Connection and Feeding America (Starbucks, 2016). Again, this allows them to charge a premium price for products as consumers are willing to pay more for ethical consumption (Pelsmacker, et al., 2006), and provides customers with a sense of satisfaction that they are contributing to improving social issues that they care about.
Fuentes (2014) suggests that organisations shape their corporate social responsibility schemes around their own perceived idea of who the responsible customer is. This can lead to a negative public response if the organisation does not fully take into the account the repercussions of their chosen CSR practices. Following President Trump’s announcement to not accept refugees from certain areas into the US (BBC News, 2017), Starbucks announced an initiative to hire 10,000 refugees in response (Vaughan, 2017). Starbucks was seen to be implying that 10,000 American jobs were no longer available for the struggling Americans that were previously promised help with employment, and faced public backlash. This partially contributed to a loss of growth for that quarter (Taylor, 2017), and further CSR mistakes could have a detrimental impact on consumer numbers and market share for Starbucks.
[bookmark: _Toc498611939]2.2 Stuck in the Middle

Using Porter’s Generic Strategies, Starbucks’ adoption of differentiation strategy is axiomatic. Nevertheless, elements of the alternative approaches can be found when examining their individual strategy. By way of illustration, cost leadership strategy enables an organisation to gain cost advantage if the cumulative cost of the activities performed is lower than that of competitors (Porter, 2004). Starbucks have aligned their procurement strategies, along with other examples, to match this approach. In 2014 the price of coffee beans almost doubled, with financial impact or organisations similar to Starbucks (Forbes, 2014). Starbucks remained unaffected however, as their procurement strategy enabled them to lock in prices for over a year and ride out the global price increase of coffee. Their ability to do so demonstrated foresight and included elements of the cost-leadership strategy as they were able to procure raw materials at a lesser cost than that of its competitors.
When discussing the generic strategies, Porter claims that using elements of multiple strategies leave organisations ‘stuck in the middle’, with no competitive advantage (Porter, 2004). This is because both differentiated and cost-leading businesses will be better positioned within their market and be able to out-compete the company that chooses elements of both. 

[bookmark: _Toc498611940]2.2.1 Criticism of theory

The stuck-in-the-middle concept by Porter is arguably the most heavily criticized aspect of the theory. Miller (1992) disputes the claim that multiple generic strategies weaken competitive advantage, instead suggesting that the disadvantages lie in the exclusive pursuit of a single strategy. It would render an organisation exposed to weakness in product offerings and limited acknowledgment of customer needs, and potentially cause inflexibility in the organisation long-term. This is reinforced by studies that have illuminated the greater success that the adoption of multiple strategies can have, outperforming businesses that compete using only one (Wright, et al., 1991).
In light of this, Porter would presume Starbucks to be stuck-in-the-middle and at a competitive disadvantage; a statement that many would argue against (Miller, 1992) (Wright, et al., 1991), considering the phenomenal success that Starbucks have achieved in the last twenty-five years.



[bookmark: _Toc498611941]3. ADVANTAGES AND LIMITATIONS

There are several advantages and limitations associated with the adoption of a differentiation strategy.
[bookmark: _Toc498611942]3.1 Advantages of differentiation strategy

[bookmark: _Toc498611943]3.1.1 Ability to charge premium price

By selecting a strategy that allows an organisation to compete in areas other than price, it grants the ability to charge a premium price for products (Jeffs, 2008). A price premium refers to the price of a product/service when it exceeds the standard market price used by other organisations competing in the same market (Fuerst & McAllister, 2011). This results in a superior business performance, with greater profit margins due to consumer willingness to spend more for the perceived uniqueness of a differentiated product. For Starbucks the elevated gap between cost of production and the price of their products provide them with a greater profit margin, allowing greater investment in customer research and innovative developments: this drives the growth of the organisation and ultimately leads market share advancement and greater profits.
[bookmark: _Toc498611944]3.1.2 Development of customer loyalty

An additional advantage of differentiation strategy is the likely development of strong customer loyalty: this refers to the level of which the customer engages in repeat purchasing behaviour within a particular organisation (Gremler & Brown, 1996). According to Hadriana (2016), customer loyalty ensures the long-term survival of an organisation as a result of the advantages produced by the mutual relationship between them and the consumer. Specific advantages of this include: reduced marketing and transaction costs; improved performance through brand extension and subsequent increase in market share; positive communication between consumers; and reduced costs associated with market/product failure. Starbucks utilise their strong brand image effectively by ensuring that the consumer identifies with the company on a personal level, encouraging loyalty to the brand. The repeat sales lead to higher profits, simultaneously reducing costs associated with attracting new customers.
[bookmark: _Toc498611945]3.2 Limitations of differentiation strategy

[bookmark: _Toc498611946]3.2.1 Imitation of strategy

The major disadvantage of differentiation is the ability of competitor imitation. The successful differentiation strategy of an organisation will be attractive to competitors, increasing the likelihood of another business imitating the strategy to enter the market (Lynch, 2012). In the event that rival organisations successfully imitate the strategy, then the company’s ability to differentiate their product is compromised and their competitive advantage is lost. This would likely result in a decrease in the organisation’s market share, and would ultimately negatively affect profits. If a competitor of Starbucks managed to imitate their strategic approach, then Starbucks would no longer be able to differentiate their products and lose their competitive edge. By becoming a generic coffee shop chain, customers would cease to identify with the brand and take their custom to a rival coffee shop. Starbucks would find their market share eroded by the competition, and a decline in overall profits. 
However Conner (1995) suggests that the competitor’s ability to imitate elements of a differentiation strategy can be partially avoided when organisation adopts isolating mechanisms, such as intellectual property rights; casual ambiguity; and reputation. These can act as impediments to imitation.
[bookmark: _Toc498611947]3.2.2 Higher costs associated with differentiation

When an organisation adopts the differentiation strategy, the products offered are usually of higher quality in order to charge a premium price. The quality of the supply chain often means that supplier costs are much higher (Meek, et al., 2003), and innovation requires substantial investment (Hitt, et al., 2007). When products and services cost more to produce, organisations either pass on extra costs to the consumer or accept smaller profit margins; passing on the cost to the consumer can result in less custom/repeat purchasing leading to a decrease in market share, and smaller profit margins lead to less profits for shareholders.
In order to pursue a strategy of differentiation, Starbucks have higher costs that are associated with this approach. For example, their commitment to sourcing 100% of their raw materials Fairtrade is considerably more expensive than following an unethical procurement policy (Pelsmacker & Janssens, 2007). This means that production costs for Starbucks are higher than that of their competitors and their profit margins will decrease. This may be avoided by increasing the cost for customers; however this could also result in a loss of sales and subsequent loss of profit for the company. 


[bookmark: _Toc498611948]4. CONCLUSION

In conclusion, Starbucks has demonstrated that the differentiation approach of Porter’s Generic Strategies has been successfully adopted by the organisation. This has allowed them to gain competitive advantage over rival companies and enabled them to charge a premium price for their products whilst sustaining growth in market share. 
The differentiation strategy had been deployed using a variety of methods and techniques: investment in innovative developments have propelled Starbucks to the forefront of coffee shop culture and labelled them as a leading organisation in the market; effective brand management has created customer loyalty and encourages customers to identify with the brand, which encourages repeat-purchasing behaviour; and the incorporation of corporate social responsibility into their business model ensures that consumers perceive Starbucks to be ethical and of higher quality than its competitors.
The successful development of these approaches has enabled Starbucks to gain considerable competitive advantage over rival organisations. Despite the higher costs and potential of imitation associated with differentiation, this has resulted in the ability to charge premium prices, gain higher profit margins, increase market share, and overall increase profits that can be distributed to shareholders.


[bookmark: _Toc498611949]5. RECOMMENDATIONS

The recommendations of this report are as follows:

1. Continue to invest in innovative technology and product development, ensuring that daily operations are not negatively impacted when these are introduced to consumers.

2. Examine and develop isolating mechanisms that can prevent competitors from imitating their differentiation strategy. Potential mechanisms could include gaining intellectual property right on innovative developments and developing the reputation of the company.


3. Given the amount of evidence that supports the benefits of adopting a duel strategy, it is recommended that this possibility is explored by Starbucks. If more elements of cost-leadership can be introduced alongside differentiation without losing competitive advantage, it may result in a more effective strategy that could increase company profits.
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