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1. [bookmark: _Toc498625554]Executive Summary
1.1. [bookmark: _Toc498625555]What is Starbucks?
Starbucks was the first chain of Coffee shops, founded in 1972.
1.2. [bookmark: _Toc498625556]Definitions
1.2.1. [bookmark: _Toc498625557]Competitive Strategy
Michael Porter describes competitive strategy as ‘taking offensive or defensive actions to create a defendable position in an industry’. (Porter, 2004, p. 34
1.2.2. [bookmark: _Toc498625558]Cost-leadership Strategy
This can be defined as the strategy that ‘emphasises low costs in relation to the costs of competitors, but it does not neglect other aspects, such as service or product quality.’ (Bartkus & et al, 2012)
1.2.3. [bookmark: _Toc498625559]Differentiation Strategy
Where a company ‘seeks to distinguish a company and its products from its competitors by establishing characteristics for the company and its products with are perceived as both unique and desirable by customers’ (Stonehouse et al, 2004)
1.2.4. [bookmark: _Toc498625560]Focus Strategy
According to Porter (2008) this is where an organisation focuses ‘on a particular buyer group, segment of the product line, or geographic market’.
1.2.5. [bookmark: _Toc498625561]Business-level Strategy
This entails that the decision at the business-level is ‘How do we compete in the business’. (Hambrick, 1980)
1.2.6. [bookmark: _Toc498625562]Corporate-level Strategy
Beard and Dess (1981) define corporate-level strategy in relation to the ‘deployment of a firm’s resources among the portfolios of industries within which all business firms compete.’
1.3. [bookmark: _Toc498625563]The strategy implemented by Starbucks
Starbucks implement two strategies, differentiation and cost-leadership strategies.
1.4. [bookmark: _Toc498625564]Starbucks competition and their strategies
The competition generally follow a focus strategy where they focus their products on customers who are already interested in the market.
1.5. [bookmark: _Toc498625565]The advantages and disadvantages of the differentiation strategy
1.5.1. [bookmark: _Toc498625566]Advantages of differentiation strategy 
· Can be made relevant to any line of product the organisation wishes to branch out into
· It ‘provides insulation against competitive rivalry because of brand loyalty by customers and resulting lower sensitivity to price’. (Porter, 2004)
1.5.2. [bookmark: _Toc498625567]Disadvantages of differentiation strategy (Porter, 2004)
· Risk of ‘Imitation narrows perceived differentiation, a common occurrence as industries mature’. 
· Risk of ‘buyers’ need for the differentiating factor falls. This can occur as buyers become more sophisticated’
· Risk that ‘the cost differential between low-cost competitors and the differentiated firm becomes too great for differentiation to hold brand loyalty. Buyers thus sacrifice some of the features, services, or image possessed by the differentiated firm for large cost savings’
1.6. [bookmark: _Toc498625568]Recommendations
· Put further investment into their research and development to ensure they are staying ahead of the competition with new drinks and products on offer
· Create some advertisements or promotions for their more traditional drinks
· Following more ideas from their cost leadership strategy to reduce their costs and in turn their sale prices, which would help them retain their customers
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2. [bookmark: _Toc498539447][bookmark: _Toc498625569]Introduction

2.1. [bookmark: _Toc498539448][bookmark: _Toc498625570]Report rationale and remit
This report will determine which competitive strategy from Porters Generic Strategy model is used by Starbucks at both corporate- and business-levels, why they use this strategy and how it impacts the market and the competition. It will also assess the advantages and disadvantaged of this strategy and will provide recommendations on how Starbucks can improve upon its strategy to ensure future success.

2.2. [bookmark: _Toc498539449][bookmark: _Toc498625571]What is Starbucks?
Starbucks is a well-known global coffee franchise and was the first of its kind. The first coffee shop was founded in 1972 in Seattle, USA. (Starbucks, Our Heritage, 2017) What made Starbucks unique was their fresh-roasted coffee beans from across the world. The mission of Starbucks is ‘To inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time’. (Starbucks, Our Mission, 2017) Starbucks are one of the leading coffee shop across the world, where the market reported a record growth between 2012 and 2016. (MarketLine Industry Profile, 2017)

2.3. [bookmark: _Toc498539450][bookmark: _Toc498625572]Definitions
2.3.1. [bookmark: _Toc498539451][bookmark: _Toc498625573]Competitive Strategy 
There are many definitions for the word strategy and many models to illustrate it, this report will use the model and definition developed by Michael Porter. Porter would describe competitive strategy as ‘taking offensive or defensive actions to create a defendable position in an industry’. (Porter, 2004, p. 34) He then goes on to explain that there are three generic strategies which can be successful; overall cost leadership, differentiation and focus. (Porter, 2004) 

2.3.1.1. Cost-leadership Strategy
Cost leadership can be defined as the strategy that ‘emphasises low costs in relation to the costs of competitors, but it does not neglect other aspects, such as service or product quality.’ (Bartkus & et al, 2012) This means that a business will put more effort into ensuring a low-cost production than into ensuring the quality for consumers. 

2.3.1.2. Differentiation Strategy
The next strategy is the Differentiation strategy, this is where a company ‘seeks to distinguish a company and its products from its competitors by establishing characteristics for the company and its products with are perceived as both unique and desirable by customers’ (Stonehouse et al, 2004) This means that the companies pride themselves on being innovative and being the first in the market to create a product for customers, an example of this is Apple. 

2.3.1.3. Focus Strategy
The final competitive strategy is the focus strategy. According to Porter (2008) this is where an organisation focuses ‘on a particular buyer group, segment of the product line, or geographic market’. This means that an organisation will target their products to specific consumers, an example of this is telematics car insurance aimed at new and young drivers.

2.3.2. [bookmark: _Toc498539452][bookmark: _Toc498625574]Business level strategy
Business-level strategy can be defined as ‘how it will deploy its resources in a given product/market area vis-à- vis its competitors’ (Hatten et al 1978 cited in Nandakumar, Ghobadian, & O'Regan, 2010) This entails that the decision at the business-level is ‘How do we compete in the business’. (Hambrick, 1980) This describes how an organisation must adapt and use all resources available to them in order to thrive in their current economical market.

2.3.3. [bookmark: _Toc498539453][bookmark: _Toc498625575]Corporate level strategy
Beard and Dess (1981) define corporate-level strategy in relation to the ‘deployment of a firm’s resources among the portfolios of industries within which all business firms compete.’ This means that the strategies implemented at a corporate level are set to compete as a company in all their markets, unlike business-level strategy. It entails the decision of ‘What business should we be in’. (Hambrick, 1980) This is a decision where an organisation must decide in which economic market they want to be in, and in turn what products or services they are going to provide their customers and in which sector. Although corporate- and business-level strategies are used for different decisions, they will impact the other when strategies are put in place, this is represented in the below diagram.

[bookmark: _Toc498611322]Figure 1- Beard & Dess, 1981 Strategy Decision Matrix
[image: ]
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(Beard & Dess, 1981)

3. [bookmark: _Toc498539454][bookmark: _Toc498625576]Main body
3.1. [bookmark: _Toc498539455][bookmark: _Toc498625577]The strategy implemented by Starbucks
Based on research into the organisation, it appears that Starbucks use a primarily differentiation strategy as their corporate-level strategy. There would have been an analysis of the organisation and where it was aiming to be in the future, when choosing their competitive strategy. 

[bookmark: _Toc498610397][bookmark: _Toc498611307][bookmark: _Toc498611402]Table 1 – Grants Strategy difinitions
	Generic Strategy
	Key Strategy Elements
	Organizational Requirements

	Cost Leadership
	Scale-efficient plants
Maximising labour productivity
Design of manufacture
Control of overheads
Process innovation
Outsourcing
Avoid marginal customering      accounts
	Access to capital
Division of labour with incentives linked to quantative performance targets
Product design coordinated with manufacture
Tight cost controls
Process engineering skills
Benchmarking 
Measuring profit per customer

	Differentiation 
	Emphasis on branding, advertising design, customer service, quality, and new product development
	Marketing abilities
Product engineering skills
Cross-functional coordination 
Creativity 
Research capability
Incentives linked to qualitative performance targets



(Grant, 2016)

Based on the above table, it is evident that Starbucks implement more than one strategy. Porter would describe this as being ‘stuck in the middle’. (Porter, 1985) Despite Porters beliefs that organisations which are ‘stuck in the middle’ are destined to fail, Starbucks have adapted both strategies in such a way that they have thrived in the current market. 
One strategy implemented by Starbucks is a differentiation strategy. It is obvious that they put emphasis on their branding, marketing and product development. This is proven by their developments in their drinks market. This is shown by the way they have trademarked the name ‘Frappuccino’. (Intellectual Property Office, n.d.) This is an example of their dedication to their diversity as it ensures that their competition are unable to mimic their creations. It also ensures that the drink is linked directly to their organisation and draws in more customers. Due to them having a trademarked name, it provides the illusion that the drink is unique, the item is only available at a Starbucks Coffee Shop and this entices consumers to their brand. Another thing they have trademarked to differentiate themselves, is the cup sizes. Starbucks cup sizes are not the standard small, medium or large, they are ‘Tall’, ‘Grande’ and ‘Venti’, (Starbucks, 2015) the first two are variations of the same word, and the largest being ‘Venti’ due to it holding twenty ounces and Venti being the Italian word for twenty. This originates back to the foundations of the coffee shop in Italy. This differentiates the organisation as they are organisation and trademarked these names to ensure they are unique. (Intellectual Property Office, 2017)
Although their main market is coffee, they have also developed their technology to help them thrive in the market and pull away from their competitors. If you were to download the Starbuck Mobile Application, you would be able to purchase your drink using points, you would be able to keep track on your loyalty ‘card’ and would even be able to purchase your drink prior to queuing for it to be ready for collection when you arrive. (Starbucks, 2017) They are the first and only coffee shop in the UK to currently have this service, this ensures that their customers maintain to purchase their coffee from Starbucks. The public will deem it as a helpful tip to ensure you have time to purchase a coffee on their way into work or on their breaks, or even if they don’t want to queue for their drink. 
Starbucks were also the first coffee chain in the UK to have a ‘drive thru’ service which was also 24-hour, (Starbucks, Cardiff - Dunleavy Drive Thru, 2017) this again would entice people to purchase a coffee at Starbucks as it would mean they could do it in a hurry, and it is also suitable for consumers who work hours other than standard office hours. 
Although they have made many advancements in their product development, they have also put a lot of emphasis on their marketing. One of the ways they do this is their product placement, they are the main coffee chain to appear in movies or television shows. (Allison, 2006) This is easy marketing as it provides a subliminal messaging to their customers and place the want of a coffee in their minds. This is a unique way of advertising as they look to emphasise the customer service that their customers receive from their ‘Baristas’ in the shops. 
Despite their obvious use of the differentiation strategy, it appears they use a cost leadership strategy alongside this. This is evidenced by their ways of cutting costs, such as how they own only five roasting plants, however they use twenty-four other roasting plants owned by other companies across the world. (Ivanov, Tsipoulanidis, & Schönberger, 2016) They would choose to do so as it would ensure lower costs, they would have less labour costs and have less risk and responsibility over the building. 
This is not their only way of reducing costs, they also farm their coffee beans in countries where the plants would thrive, but also where labour and farming costs would be cheap, such as Kenya, and advertise this coffee as a speciality coffee. (Starbucks, 2017)
Their cost leadership strategy is evident by the way they ensure that there are entire farms growing the coffee beans in the most efficient ways, an example of this is how they have provided their farmers with ‘disease-resistant’ plants, this helps ensure that they have a constant supply of their coffee beans to ensure constant supply to their store and customers. (Starbucks, n.d.)

3.2. [bookmark: _Toc498539458][bookmark: _Toc498625578]Starbucks competition and their strategies
Although Starbucks was the first of its kind in the coffee shop chain market, it has since developed many competitors, such as Costa and Café Nero. Although they offer many of the same drinks as Starbucks, they are not the innovators in the market, they follow the creations of Starbucks to ensure their success. This gives the impression that at a business-level, Starbucks’ competitors follow a focus strategy. This is shown by the way they focus on the target audience of coffee drinkers who shop in other coffee chains. 
An example of how other coffee chains develop their drinks to target Starbucks’ audience is Costas ‘Mango & Passionfruit Cooler’ (Costa Coffee, n.d.), which is their version of Starbucks’ ‘Mango Passion Fruit Frappuccino’. (Starbucks, n.d.) 
Despite Starbucks being the first in the market to have a ‘drive thru’ coffee shop, the competition are developing new ways to keep up with this. Since Starbucks’ opening of ‘drive thru’ coffee shops, Costa have also opened stores with this service, which they piloted in Wales. (Rees, 2017) They would do this to try and keep up with the competition of Starbucks.

3.3. [bookmark: _Toc498539459][bookmark: _Toc498625579]The advantages and disadvantages of the differentiation strategy
There are many advantages to the differentiation strategy. One advantage to having a differentiation strategy is that it can be adapted by any business and can be made relevant to any line of product the organisation wishes to branch out into, for example the differentiation strategy can not only be used by Starbucks’ coffee shops, but also to their range of other items, such as their ground coffee sold in supermarkets or their merchandise sold at Christmas or in store. Another advantage to the differentiation strategy is that it ‘provides insulation against competitive rivalry because of brand loyalty by customers and resulting lower sensitivity to price’. (Porter, 2004) This is a great advantage to Starbucks as it means that despite the fact they may be more costly to their customers than other brands, they will continue to stand by their brand and it will ensure the brand thrives. 
Despite the many advantages to the differentiation strategy, there are also many risks to the strategy. One risk of the strategy is that ‘imitation narrows perceived differentiation, a common occurrence as industries mature’. (Porter, 2004) This is a true risk to Starbucks and is evidenced by the development of other coffee shop chains, such as Costa Coffee and Café Nero. Another risk to the differentiation strategy is the risk of ‘buyers’ need for the differentiating factor falls. This can occur as buyers become more sophisticated’. (Porter, 2004) Again this is a relevant risk to Starbucks as it is a real threat to them, as Starbuck develop more creative drinks, their customers pay wish to have a more traditional drink and the advertisement of their new creations may be discouraging to these customers. The final risk to the differentiation strategy is that ‘the cost differential between low-cost competitors and the differentiated firm becomes too great for differentiation to hold brand loyalty. Buyers thus sacrifice some of the features, services, or image possessed by the differentiated firm for large cost savings’. (Porter, 2004) This is an immediate risk to Starbucks and their competition are following closely behind them and are able to produce and provide the same items to the same customers at a lower price, which can result in Starbucks loosing their customers. 
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4. [bookmark: _Toc498539461][bookmark: _Toc498625580]Conclusion
In conclusion, it appears that Starbucks have implemented two strategies, differentiation strategy and a cost leadership strategy, Porter would describe this as being ‘stuck in the middle’. Despite there being advantages and disadvantages to both strategies, it is beneficial to an organisation to use both. By using both strategies, it ensures that they maintain a noticeable and valued brand along with maximising their profits. By having two competitive strategies and being classified as ‘stuck in the middle’ Starbuck are defying the odds. Although there are many risks to the differentiation strategy as stated above, Starbucks seem to be overcoming some of the difficulties they face and it is resulting in their worldwide success. It appears the Starbucks have got a viable and efficient balance in their strategies which evident in their company expansion.  
 
5. [bookmark: _Toc498539462][bookmark: _Toc498625581]Recommendations
Despite their success, there are a few things that Starbucks could improve upon. These are listed below.

5.1. To reduce the risk of competition, Starbucks could put further investment into their research and development to ensure they are staying ahead of the competition with new drinks and products on offer.

5.2.   To reduce the risk of their customers being discouraged by the new creations, they could also create some advertisements or promotions for their more traditional drinks.

5.3. To reduce the risk of Starbucks losing their customers to their competitors, Starbucks could consider following more ideas from their cost leadership strategy to reduce their costs and in turn their sale prices, which would help them retain their customers.
 

Conclusion and Recommendations
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