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[bookmark: _Toc498473787]Executive Summary
This report will identify what business strategy Starbucks adopted to be able to gain competitive advantage over its rival, analysed how they achieved this strategy, critically evaluate this strategy and offer recommendations based on the findings to improve Starbucks performance.
The report was based on findings from different sources from textbooks, academic journals, websites and the companies’ website. Through research, the report identified that Starbucks utilised differentiation strategy from Porters generic strategies, for Starbucks to gain this they implemented certain things, these are the mission statement and the values of their company.
There are lots of Strengths of differentiation strategy that Starbucks has benefited from implementing the differentiation strategy which include: 
· Even though Starbucks has lots of competitors they manage to distance themselves from rival by promoting their brand that they have loyal customers which can lead to more profits.
· The types of the differentiation strategy, which is include competitive advantage have given Starbucks the advantage over its rival which can lead to more sales.
· The ability to charge premium price, by providing high quality coffee this enable Starbucks to gain loyal customers, this resulting for Starbucks to be able to charge premium price.
There is limitation when implementing the differentiation strategy which can affect Starbucks, there is risk of imitation, rivals can see an opportunity to make money and copy Starbucks products and try get some of its customers, high cost as they try to be fair with farmers could mean charge higher price to gain their money back can lower the profit margin.
Recommendation which can possibly gain Starbucks more market share could be:
The expansion in Africa should be considered by Starbucks as they only operate in South Africa, whiles there are lots of tea drinkers in Africa it can take their culture it to consideration and introduce more tea than coffee and more of their cold drinks like the ice tea and cold coffee as it is too hot in Africa.
Starbucks should try offer more tea services in their store as its well-known for coffee, example in Asia not many people are used to coffee so Starbucks could look at the cultural differences to cater for tea drinkers as well. 




[bookmark: _Toc498473788]INTRODUCTION
This report will identify the competitive strategy Starbucks has used to strengthen their position in the coffee industry, it also recognised the advantages and the limitations of the strategy they adopted in the current environment based on the findings and making appropriate recommendations for way forward. 
Starbucks is a global retail chain that specializes in coffee and other related beverages. The company purchases, roasts and sells whole bean coffee along with handcrafted coffee, tea beverages and a variety of fresh food items, through its company operated stores (Starbucks, 2017). The company also sells various coffee and tea products and licenses its trademarks though other channels such as licensed stores, grocery and national food service accounts. At the end of the FY2016, Starbucks operated 12,711 company operated and 12,374 licensed stores. Some of the key brands under which the company offers its products include Starbucks, the Starbucks logo, Tazo, Seattle’s Best Coffee, Teavana, Frappuccino, Starbucks VIA, Evolution Fresh, Ethos and La Boulange. The Company operates through five segments: the Americas, CAP, Channel Development, EMEA and other (Marketline, 2017) .
[bookmark: _Toc498473789]OBJECTIVES
To identify what business strategy, have Starbucks adopted, analyse how Starbucks implement and achieve this strategy, critically evaluate the competitive development strategies of Starbucks, also make appropriate recommendations based on the findings so Starbucks can improve its performance.
[bookmark: _Toc498473790]BUSINESS STRATEGY
Strategy is something that many scholars and business leaders have argued and always struggled to come to agreement in terms of meaning and limits. This has risen too much study and discussion upon the field of strategic management and too many different definitions.
Definition: Johnson et. Al 2008, define strategy within strict limitations 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’s expectation” (Johnson, et al., 2008, p. 221). 

However, (Porter cited in Segal 1999) describes strategy is in the activities, choosing to perform activities differently or to perform different civilities than rivals. Else strategy is nothing more than a marketing slogan that will not withstand competition (Faulkner, 1999).
There are many strategy levels in an organisation but the main ones that exist and organisations tend to use are: Business level strategy, Corporate level strategy and Operation Strategies (Johnson, et al., 2008).
Starbucks operates under the business-level Strategy, (Johnson, et. al. 2008), describe it as, how to compete successfully in a specific market to gain competitive advantage using the company’s resources and competences (Johnson, et al., 2008).
According to (Starbucks, 2017), its states their mission statement as “To inspire and nurture the human spirit- one person, one cup and one neighbourhood at a time”.  It went on to stress their values is their partners, coffee and their customers are at their core values which they live as:
· [bookmark: _Hlk497833753]Generating a philosophy of kindness and fitting, where everyone is welcome.
· Acting with courage, stimulating the current situation and discovery new ways to grow our company and each other.
· Being current, linking with transparency, dignity and respect.
· Delivering their very best in all they do, holding ourselves responsible for results, and performance driven through the lens of humanity (Starbucks, 2017).
[bookmark: _Toc498473791]Competitive strategy
According to (Porter cited in Burner 2003), competitive strategy defines how an organisation competes in a certain industry, it is how an organisation creates a valuable position in an industry, this involves a vision (implicit or explicit), it is the combination of activities and processes throughout the company’s strategy that enables the company to create a unique value for its customers (Burner, 2003).
[bookmark: _Toc498473792]Porters Generic Strategies
Porter 2008) has identified three generic competitive strategies a business can implement to be successful and to gain competitive advantage over its competitors, which are, cost leadership, differentiation or focus. (Porter, 2008). Cost leadership and differentiation strategies pursue competitive advantage in numerous segments of the industry, whereas focus concentrates more towards cost advantage or differentiation in niche market segment (Porter, 2008). 
“Stuck in the Middle”
Companies that do not have or develop a strategy in one of the three generic strategies is what is known as ‘stuck in the middle’. In certain bad strategic conditions, (Porter, 2008). states that companies that are in this state are guaranteed low profits and lack of competitive advantage, hence the company can lose a significant number of customers who request low price and can lose many businesses to rival companies who have adopted and achieve differentiation (Porter, 2008). However, (Mclvor, 2005) argued that, Companies that follow the mixture of both differentiation and cost leadership can become successful.
[bookmark: _Toc498473793]Main Findings
Starbucks has dominated the coffee market for decades, looking in to the strategies they utilized to be able to maintain their market share, (Mourdoukoutas, 2013). Has looked at four system of Starbucks uses under the business-level strategy, which is differentiation strategy.
[bookmark: _Toc498473794]Differentiation Strategy
According to (Porter, 2008). differentiation if achieved is a practicable strategy for earning above average returns in an industry because it creates a secure position for deal with the five competitive forces, though in a different way than cost leadership. It provides lining against competitive rivals because of brand loyalty by customers and resulting lower understanding to price. It also increases margins, which avoids the need for low-cost position. The resulting customer loyalty and the need for competitor to overcome uniqueness provide entry barrier (Porter, 2008). These can be achieved through different area such as technology, customer service, brand or design image, features or design. A company should differentiate across these dimensions, which cost should not be primary focus, if a company can put these strategy in place, they can earn above average profits (Porter, 2008). Under the differentiation banner which has been identified by (Mourdoukoutas, 2013) has looked at these four things that Starbucks had, to give them the upper hand in the coffee industry and differentia them from their competitors, Starbucks managed to target the right market competing on comfort rather than convenience, increasing foot traffic in lots of different parts of town, execution being the second, keeping its original bundle of good coffee, good quality service and comfortable instore environment, good leadership being able to come up with new products the Starbucks coffee sachet, the expansion in China being one of the bravest moves by Starbucks as lots of people are tea drinkers in china but this has giving them a grip in the coffee industry different from their rivals (Mourdoukoutas, 2013).
According to (Carmichael, 2014). Considering these results, again Starbucks gain enormous market dominance, having 20 million customers visiting their stores each week. This has been the highest number of customers visiting their stores since the company went public. Even when the economy was struggling the company sales rise to 20% each year, regular and loyal customers kept coming for their cup of joe. Starbucks had many forms of strategies, especially the system they use for expanding its business in other countries, such as joint ventures, licensing and own subsidiaries. This gain the company the upper hand giving them access to local partner knowledge using these joint ventures. According to (Michael Hitt, 2006). For Starbucks to reduce cost they had to minimize capital expenditure, reduce local market expertise and market research in the middle east, Starbucks had to use it licensing strategy to enter the market and to exclusively owned firms, it offered technology protection and capacity to engage in the global strategic coordination, not forgetting long term performance, rewarding investors who hold on to their shares.
Companies implementing the differentiation strategy will develop normal products which appeal to customers who will be willing to pay for an exclusive product even if there is a higher cost (Michael Hitt, 2006). Normally if a company implies a differentiation strategy it can charge a higher price for its products or services offering high quality products which customers can value more than what it competitors offer, because of this, companies can focus more on developing their products to differentiate them rather than reducing their cost (Michael Hitt, 2006).
[bookmark: _Toc498473795]Starbucks differentiation Strategy
According to (Thompson, et al., 2012) Starbucks engages in a wide differentiation strategy which concentrates on a wide segment of the entire market, they serve a market segment that is distinct as coffee drinkers. Starbucks has made their company famously known for meeting customers’ needs by making orders to meet their desires no matter how detailed they are, with strict guidelines of how the coffee should be prepared, example the espresso must be served within twenty-three seconds of brewing.
They have managed to secure a competitive advantage with its unique but expanding product offerings. They provide what their customers’ see as valuable and raise demand at a lucrative price, Starbucks manage to deliver differentiated service and quality coffee sales and shop industry although expanding their offerings which consist of coffee product sales outside their stores through corporation (Thompson, et al., 2012).
[bookmark: _Toc498473796]Brand Philosophy
According to (Roll, 2017) Starbucks has successfully managed to build its brand identity by offerings its customers a unique relaxing enjoyable experience, they have managed to implement this from the very beginning in all their stores across the world. They managed to do this outside the box as well, example when other companies heavily spending on advertising, Starbucks went the other way not to advertise. When the industry went on cost cutting, Starbucks chose to highlight a non-routine measure to create excitement among its baristas instead of cutting cost, unlike most companies Starbucks made its employee partners by offering stock options and health insurance. According to (Winter, 2013). In 2013 neuroscience research conducted in Germany has suggested if the brand was to increase its price from $2.44 to $3.25 which is 33% customers will still buy it, this shows how customers are loyal to the brand.
Starbucks has this tactics of gathering customer insight which is fairly unique unlike other global organization that has millions of dollars budget used for market research, they go against hard and complex customer surveys, they use informal and casual chats with its customers to get the general mood, comprehend experience with its stores and get valuable feedback.
This does not necessarily mean that Starbucks does not run quantitative market research. Starbucks has used market research results to strengthen its market entry strategies in many countries. These strategies and advance ways of knowing its customers has facilitated Starbucks to build a global iconic brand (Roll, 2017).

[bookmark: _Toc498473797]Advantages of Differentiation strategies
With the differentiation strategy companies can create a new product service giving them the opportunity separating themselves from the rivals in a specific market (Manor, 1986). Companies can charge high price for their product or services with confidence because of their strong cooperate identity, the company can pass on supplier cost to customers because there may not be substitute in the market, having loyal customer means more sales and more sales means more profits and more market share.
[bookmark: _Toc498473798]Competitive Advantage
According to (Porter, 2008). Competitive advantage is a purpose either giving similar buyer value more cost effective than competitors or performing activities at similar cost but in rare ways than create more buyer value than rivals and hence, command a premium price. Organisations with competitive advantage tend to be different which can attract customers, by gaining more customers this can lead to more sales. 
Starbucks has managed to create a coffee sachet which has become successful but they also give and a free instore wi-fi for customer to be able to relax while enjoying their coffee and they manage to create an app which customers can order to save time from queuing.
[bookmark: _Toc498473799]Ability to Charge Premium Price
Brand devotion is inclination for customers to be dedicated to a specific brand and to repeatedly buy the same brand’s products, this can last for any along duration (Malhotra, 1986). Starbucks puts itself a high coffee retailer and has also shown to be a well-known brand, it targets markets has always been the upper and middle class with a disposable income. Starbucks had been able to charge premium price because it concentrates on experience rather than price. This has been the main component of their success. Charging premium price can create high profits, high market share, and more customers but if it fails this can lead to competitors snatching their customers, losing market share and low profits.
[bookmark: _Toc498473800]Limitations of Differentiation Strategy
There is always risk with differentiation strategy as limitation can occur in terms of substitution or imitation, imitation is often what usually happens when rival companies realise a company have a competitive advantage over them especially when the company is using similar resources (DM Boehe, 2010). If rival companies gain competitive advantage they could possibly loose customers and losing customers could mean less profits.
Customers may decide to look at what firms are charging and go for price rather than uniqueness, this may open opportunity for rivals to imitate the firm’s product, which can lead to losing customers and losing customers means low profits. Another issue is that once customers become more familiar with a product it becomes difficult for the firm to keep charging premium price. Customers can start feeling if it is value for money.

[bookmark: _Toc498473801]Conclusion
Starbucks has been able to be successful by implementing the differentiation strategy which gave them a competitive advantage in the coffee industry over their competitors, this gave them the upper hand to be able to charge premium prices and yet still their customers will buy their products.
They have used the differentiation strategy by to focusing on its original product bundle such as good coffee, good quality service and a lovely comfortable environment instore for its customers.
They have focus on increasing foot traffic in a specific part of any town, also keeping their brand reputation, ensuring their customers know their coffee is high quality.
The differentiation Strategy gave Starbucks advantage over its competitors, which is being able to place themselves away from its rivals, being able to charge premium prices and still its customers will buy and getting that competitive advantage by providing quality coffee and instore and other services.
[bookmark: _Toc498473802]Recommendations
[bookmark: _Hlk497835816]Starbucks should try offer more tea services in their store as its well-known for coffee, example in Asia many people are used to coffee so Starbucks should adapt to culture to cater for tea drinkers as well. 
Offer alcohol beverages in some of its Asia stores, usually China and Korea are big alcohol consumer
[bookmark: _Hlk497835760]The expansion in Africa should be considered by Starbucks as they only operate in South Africa, whiles there are lots of tea drinkers in Africa it can take their culture it to consideration and introduce more tea than coffee and more of their cold drinks like the ice tea and clod coffee as it is too hot in Africa.
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