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Executive Summary
Starbucks have maintained substantial growth and a unique brand image due to its use of differentiation in its diverse range of products. Despite use of cost leadership during a time of financial crisis and a focus strategy implemented in the businesses early days, the use of differentiation has allowed Starbucks to become a dominant force in the coffee industry globally for several years, becoming an industry leader and creating products with high tier ingredients by highly trained baristas and “partners”. 
They differentiate their products through use of heavy advertising, increasing relationships with popular partners such as PepsiCo and an idea that their brand name comes with a premium quality coffee in a friendly environment, affordably priced that is available to everyone. 
Within this report specifically, detail will be analysed and evaluated involving Starbucks’ use of differentiation (as well as its use of cost leadership and focus) to allow themselves to be a global brand and how they used this strategy to claim dominance in the coffee industry. 
Introduction
Within this assignment, we will be identifying the competitive strategy that Starbucks use in order to develop and maintain their current competitive position within its market and giving examples of their uses in order to accomplish said strategy. With the strategy identified, we will analyse and evaluate, recognising the importance of the strategy to the business as well as acknowledging the advantages and limitations that the strategy brings to Starbucks in its current environment. To conclude, we will make appropriate and relevant recommendations for Starbucks moving forward, based on the findings within this report.
What is Strategy?
Strategy is defined as “a plan of action designed to achieve a long-term or overall aim” (Oxford Dictionary) but when applied to business, strategy is the direction and scope of an organisation over the long term. Through this, it is critical in helping the business achieve advantage in a changing environment (Johnson and Scholes, 2006). To give us an understanding of strategic management, Management Study Guide defines it as identifying and descripting specific strategies that a manager can use to achieve higher performance and more desirable competitive advantage. “An organisation is said to have a competitive advantage if its profitability is higher than the average profitability for all companies in its industry.”
History of Starbucks
The first ever Starbucks was opened in Seattle’s Pike Place Market in 1971 and the name was inspired by Moby Dick. During this time, Starbucks specialised in selling coffee beans to its customers from its singular store. In 1981, Howard Schultz (Starbucks’ chairman and chief executive officer) tried a Starbucks coffee for the first time and thus joined the company a year later. “In 1983, Howard travelled to Italy and became captivated with Italian coffee bars and the romance of the coffee experience. He had a vision to bring the Italian coffeehouse tradition back to the United States” (Starbucks). This vision Howard expressed transformed Starbucks stores into the world wide household name we know today. Four years later, in 1987, Starbucks had 17 stores worldwide which had turned into 22,519 by 2015 with its largest period of growth coming in the 21st century in which it had 3501 in the year 2000 (Starbucks), with nearly 19,000 stores opening in 15 years.
Throughout the years, Starbucks continuously extended its product range and audience by offering a wide and varied coffees and more as well as selling Starbucks coffee in locations outside of its stores. Starbucks stretched its reach to customers by:
· Offering to sell their own coffee on United Airlines flights.
· Selling premium teas through Starbucks' Tazo Tea Company.
· Allowing customers to purchase Starbucks coffee online with use of the internet.
· Distributing their whole bean coffee to supermarkets and stores for consumer purchase.
· With Dreyer’s, producing premium coffee ice cream.
· Selling CDs of the music they play in store in Starbucks retail stores.
(Garza, 2010)


Porter’s Generic Strategies
A strategy developed in the 1980s in his book Competitive Strategy: Techniques for Analysing Industries and Competitors, Porter’s Generic Strategies refer to the strategies and methods a business can use to remain competitive within its market. These three methods are Cost Leadership, Differentiation and Focus (Capism, 2015), all of which explore more unique takes on strategy.
Cost Leadership
The low cost leader within a market benefits from being able to produce its products at the lowest cost. Costs for the company are attempted to be cut at every opportunity as long as the product remains a popular seller. The product itself tends to be a “no frills” product, however just because the product is created with a low cost mentality does not mean necessarily mean a low price. “Producers could price at competitive parity, exploiting the benefits of a bigger margin than competitors. Some organizations, such as Toyota, are very good not only at producing high quality autos at a low price, but have the brand and marketing skills to use a premium pricing policy” (MarketingTeacher).
Companies can acquire cost advantages in numerous ways such as improving the efficiency of process, gaining access to materials at a lower cost, making more optimal outsources, integrating decisions or avoiding some costs altogether (Ahmed, 2014). 
Differentiation
A differentiation strategy allows a company to utilise its products unique qualities to distinguish it from its competition, allowing its consumers to perceive it as a better or more niche product from its competitors. The added value that comes with a unique product allows a company to charge a premium price for what is viewed as a premium product (QuickMBA). “Examples of the successful use of a differentiation strategy are Hero Honda, Asian Paints, HLL, Nike athletic shoes, Apple Computer, and Mercedes-Benz” (Tanwar, 2013).
Using the examples above, a company needs the following to enforce a strong differentiation strategy: a well-established research and development department, access to further scientific research, higher skilled developers and manufacturers, as well as research and development, strong sales and marketing departments, a well-developed reputation for the company and a reputable brand name to merit the premium image and price (Ahmed, 2014).
Focus
With a focus or niche strategy, a company cannot adopt a wider range cost leadership or differentiation strategy and thus focuses on appealing to a narrow, defined segment of the market. Within a focus strategy, a company, usually a smaller firm, can adopt a cost focus or a differentiation focus. “With a cost focus a firm aims at being the lowest cost producer in that niche or segment. With a differentiation focus a firm creates competitive advantage through differentiation within the niche or segment” (MarketingTeacher). Many successful businesses initially adapted a focus strategy to start out their businesses. Walmart originally focused its business on smaller rural towns in America where larger stores did not sell, avoiding competition in the beginning. Amazon was an online book store to sell to a smaller audience who had internet access and Facebook was an internal social space for Harvard University (Wagner, 2013).
Regardless of whether a company chooses to apply a cost focus or differentiation focus, both strategies rely on finding the balance between product costs and the delivery to the consumer. “Cost Focus intends to find those markets where costs are optimal, while Cost Differentiation emphasizes the buyer’s unique needs” (Capism, 2015).
Stuck in the Middle
Throughout his research, Porter argued that for a business to maintain a certain degree of success that one of the above strategies must be followed. Referred to as generic to emphasise their relevance and applicability to any business regardless of size. If a business does not follow differentiation, focus or cost leadership they are described as “stuck in the middle” implying the business has no focus of its strategy and is “likely to fail”. By observation, it is imperative that an organisation adapts and focuses its strategy to comply with one of the three mentioned above to avoid being stuck in the middle, even though the idea of Porter’s Generic Strategies has been disputed and debated since, where new businesses may benefit from implementing multiple variants of strategy. E.G Ikea (Siddiqui, 2012). 
Implementation of the Strategy
Cost Leadership
As mentioned above, the general idea of a business attaining a cost leadership strategy is to maintain lower economical costs than its direct competitors. For Starbucks to sustain this level of cost leadership, it would need implement (or maintain) cost reduction to levels lower than opposition such as Costa, Pret a Manger and Café Nero. 
In 2007 and 2008, Starbucks felt the impact of its most serious crisis in the businesses life cycle. “In 2007 Starbucks' share price fell by 42%, making it one of the worst performers on the NASDAQ exchange at the time” (Pretorious). During this time, Howard Schultz had taken an eight-year hiatus from the company. Within that timeframe, the company opened up approximately 10,000 stores increasing it from 5,000 to 15,000 in a relatively short period. This extensive growth was described as “all too fast” (Groth, 2011) and directly correlated with the 42% fall in share prices.
With the necessity to cut costs at its most importance, Starbucks notably closed 600 stores that were not profitable (Herman, 2008) as an extreme method increase profitability going forward. To add to this, in 2009 Starbucks again closed more stores. This time equalling to 300 stores with 6,700 employees losing their jobs (Husain et al, 2014). It’s clear that during this period, Starbucks weren’t necessarily adopting a cost leadership strategy out of choice and that it was a situation forced on themselves with tough decisions being made to save the company. 
During this crisis, operational expenses had increased by $125 million while sales were beginning to dip. Outsourcing for distribution at this point equated to roughly 70% of Starbucks operational expenses so to counter this, Starbucks began renegotiating deals with these outsource agreements in an effort to bring costs down. They also sought to reduce their own transportation costs by opening a fourth manufacturing plant in South Carolina to help support Starbucks stores in that region of the U.S (Anon, 2013).
Implementing a cost leadership strategy during this timeframe would not have been in Starbucks long term plan or as an aim for the company but the necessity during this period made it so the company survived and could continue to grow. “As a result of implementing these cost saving strategies to their distribution operations, Starbucks have reported that they were able to save more than $500 million in operating expenses over the past two years” (Anon, 2013).
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Fig 1. Income Ratios, Financial Information and Balance Sheets for Starbucks during Crisis
The figure above showing simplified information of Starbucks during their crisis period. Displaying gross profit of 56% coming out of the crisis shows the implementation of cost leadership strategy and cutting costs during this time benefited the company and allowed for growth with a high increase of 36% gross profit.
Differentiation
With a differentiation strategy, it would be down to Starbucks to make themselves stand out from their competition with a unique appeal or niche design to make them viewed as special by the general public. “Why would consumers want to go to Starbucks or why do they insist on only drinking coffee at Starbucks?” are questions that would very much remain in the picture with Starbucks implementing differentiation as their strategy.
A key feature of Starbucks differentiation is the premium quality of the goods it sells, which in turn allow Starbucks to charge a more premium price. It has the adopted the public image that it’s quality of coffee is among the best and utilise this thoroughly by expressing its dedication to buying the highest quality of coffee beans available to brew their coffee. As an example, its “Arabica beans are different from the regular ones. Found at higher altitudes where the beans are denser, Arabica has an exquisite flavor. These denser beans also have deeper and more complex flavor which is found in every cup at Starbucks”. To further exemplify its premium image, Starbucks highly train their baristas to a more than efficient level and state that they only pick their coffee cherries when they deem them as “perfect”. They are sorted several times based on colour, density and size and are tasted up to three times before they are officially approved (Pratap, 2017). The excessive limits Starbucks go through to differentiate its products from the competition mean that their obsession can generate high levels of satisfaction and its competitors find it difficult to match such an elevated standard of coffee production, giving the business a strongly sustainable competitive advantage. 
Regarding products, Starbucks prides itself on its relationships with other companies as partnerships as methods of differentiation, with partnerships with PepsiCo, Jim Beam for its Starbucks branded liqueur and acquisitions of Tazo Tea. With these relationships, they can continue to offer products the consumer will view as valuable but maintain high levels of profit due to the premium price that they can charge (Hale, 2013).
Starbucks also take a unique approach to employment and employee welfare by simply referring to their employees as “partners” and offer them the opportunity to purchase company shares. They are also one of few companies who offer part time workers health insurance benefits (Hale, 2013).
Starbucks also gives above and beyond selling coffee, stating that they “offer a selection of premium teas, fine pastries and other delectable treats to please the taste buds. And the music you hear in store is chosen for its artistry and appeal” (Starbucks). Reaching a broader audience while still maintaining its premium quality allows the company to differentiate and excel in areas its competitors do not, thus sustaining its competitive advantage. They also refer to themselves as a “neighbourhood gathering place” emphasising its image as a social hub where friends and family can meet up, rather than just a local coffee shop. 
Despite financial difficulty in the late 2000s era, Starbucks has never compromised quality and with credible employee benefits, long lasting partnerships with large brands, a unique and varied range of products available, it’s clear that Starbucks has adopted a long lasting differentiation strategy to maintain its premium image even with difficulty to continue to entice customers to its designated market niche within the coffee industry.
Focus
Implementing a focus strategy would include Starbucks targeting a smaller demographic with an implication of differentiation within the market niche to become desirable to the consumer. Before Starbucks was a massive global brand, their key target audience was narrow in orientation, targeting a wealthy and educated coffee drinker who was willing to pay a premium price for premium goods rather than looking elsewhere for a discounted price. With this narrowed focus and desire to emphasise their market of wealthy and educated customers, Starbucks generated a corporate reputation for “quality and creative flair” (Larson 2008). Lingley (2009) further exemplified this point be stating that Starbucks is an “excellent example of a company that has successfully embraced a differentiation focus strategy tailored to providing a high quality, focused product, of which, for the company customers, price is in essence, no object”.


Advantages and Disadvantages of the Strategy
While the three generic strategies applied individually can give businesses focus and direction, there is also a high possibility of risk and limitations involved with each strategic type separately. 
Cost leadership can provide companies with a certain amount of pressure it can put on its competitors and maintain a reputation as an affordable but worthwhile product. With the low costs, a company can charge a relatively lower price (Anon, ReferenceForBusiness) if it chooses to but also maintain high levels of profit, the focus of any business. While the advantage is great, the limitations and disadvantages are also relatively prominent. With the ability to pick up products at cheaper prices, competitors may follow suit and customers may choose products with elsewhere, thus devaluing the prominence of customer loyalty for the business to attract recurring customers (Vorkuka et al 2004). It’s also stated that “relatively low prices can result in creating a negative attitude towards the quality of the product in the mindset of the customers” (Anon, StrategyTrain).
The intention of differentiation is diversify a business’s product to give a premium product at a premium price. A key advantage of this generic strategy is to offer customers a product that is viewed as superior to its competitors as well as create a degree of brand loyalty due to the unique appeal and niche of the products sold (Anon, ReferenceForBusiness). Key disadvantages for this approach is simply that customer’s interests and tastes may change and other businesses within the market may use a focus strategy to appeal to a smaller demographic, capturing portions of the market, lowering the value of a differentiation approach for the business in question (Anon, StrategyTrain).
Focus strategy allows a business to capture the attention of an audience regarding a specific customer group, segmentation of a product and geographic or demographic region. “The idea behind the focus strategy is to serve that particular market more effectively than competitors on the basis of product differentiation, low cost, or both”, which allows the business to cater to customers specific needs (Anon, ReferenceForBusiness). A key disadvantage and limitation of focus is that the customer niche may disappear as tastes change. Without a key audience to focus on, businesses will fail to capitalise on the unique tastes of their once target demographic. “Moreover, it may be quite simple for a broad-market cost leader to adapt its product for competing directly” (Anon, StrategyTrain). In relation to Starbucks, a focus differentiation strategy was not applicable to stores in China as they had to close stores due to the argument that an image of a coffee shop was insulting to Chinese culture, forcing them to adopt a broader differentiation strategy to appeal to a Chinese audience (Moon, 2010). 


Conclusion
In conclusion, it is evident that though Starbucks have adopted a cost leadership strategy during its financial crisis and a focus strategy in the early days of the company, it currently operates today with a differentiation strategy. Focusing its key elements of its products on their unique value and premium quality, allowing them to charge premium prices. With high quality Arabic coffee beans, a wide varied range of high quality products available including food and beverage, they target an audience willing to pay a higher price for a product they deem as good value. With its global focus and multiple thousands of stores, cost leadership and focus will not be efficient for the company in regards to its future growth, considering its current size and brand reputation, while continuing to adopt differentiation in products will allow them to reach a higher range of customers to purchase their, deemed as, premium quality products.
Recommendations
The following recommendations for Starbucks to sustain and continue growth based on the report above are as follows.
· Continue using a differentiation strategy to appeal to a mass target audience with its unique brand reputation, image and its premium products available.
· Follow suit on competitor’s environmental care to appeal to an audience which prioritises environmental health. E.g. continue to allow customers to reuse coffee cups and recycle coffee cups to a higher percentage than current. 
· Allow broader scope for adapting to a new audience. It is imperative that in a new market where brand loyalty doesn’t exist to slowly build up a customer base by using differentiation strategies to make a product more appealing to a new mass market.
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