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Executive Summary
This report will:
· Identify the strategy adopted by Starbucks Corp.,
· Analyze how Starbucks Corp. Achieved the strategy adopted,
· Critically evaluate the strategy used by Starbucks Corp. and
· Offer recommendation based on the findings and discussion as a suggestion
The information within this was collected from a variety of sources including textbooks, academic journals and the official Starbucks website.
Based on the finding and research that had been done, this report show that Starbucks Corporation apply the differentiation strategy from the Porter’ Generic Strategies to obtain the current competitive advantages. In order to this strategy Starbucks Corporation had employ these following method:
· Utilization of alliances
· Marketing initiative
· High Quality and Diversification Product
There are a variety of advantages of the differentiation strategy which Starbucks have gain by adopting the strategy, these are:
· Have more potential capability to allow the sustain in the market in long-term
· Successful build a strong brand image which is very well known in many countries.
· Starbucks became dominance in the market with the large volume of market share.
However, there are also several limitations of using the differentiation strategy which can cause:
· The cost to implement of the strategy will be very high and lead to a expensive price of the product
· There will have a risk that other companies will imitate the strategy and have better resources.

1. Introduction

1.1. Starbucks
Founded in 1971, the company was a single store in Seattle’s historic Pike Place Market. From just a narrow storefront, Starbucks offered some of the world’s finest fresh-roasted whole bean coffees. The name, inspired by Moby Dick, evoked the romance of the high seas and the seafaring tradition of the early coffee traders. (Starbucks, n.d.). By the time it went public in 1992, it had 140 stores and was expanding at a breakneck pace, with a growing store count of an extra 40–60% a year. (Sholihah, 2016). In 2008 it was claimed to be opening seven stores a day worldwide. Until now, with more than 15,000 stores in 44 countries, and in 2007, accounted for 39% of the world’s total specialist coffee house sales (Euromonitor, 2008a).

1.2. Objective
This Report will:
· Identify the strategy adopted by Starbucks Corporation.
· Analyze how Starbucks Corporation approached the strategy.
· Critically evaluate the strategy apply by Starbucks Corporation.
· Offer recommendation based on the findings to Starbucks Corporation as a reference to improve their strategy decision and performance

1.3. Business Level Strategy
Strategy is defined as “a plan, method, or series of maneuvers or stratagems for obtaining a specific goal or result”. (García, 2012) In Game theory, strategy mean “ a complete plan; a plan which specifies what choices will make in every possible situation” (Mitzberg, 2001)

There are many level of strategies exist within an organization, these include:
· Corporate-level Strategy
· Business-level Strategy, and
· Operation Strategies.
The strategy level of Starbucks works is business-level- strategy. According to Porter, two competitive dimensions are the keys to business-level strategy. The first dimension is a firm’s source of competitive advantage which the firm tries to gain an edge on rivals by keeping costs down or by offering something unique in the market, while the second dimension is firms’ scope of operations. (Understanding Business-Level Strategy through “Generic Strategies”, n.d.)

1.4. Competitive Advantages
Competitive advantage is the favorable position an organization seeks in order to be more profitable than its competitors. (Rouse, 2012). Based on the Porter argue, competitive advantage is a function of either providing comparable buyer value more efficiently than competitors (low cost), or performing activities at comparable cost but in unique ways that create more buyer value than competitors and, hence, command a premium price (differentiation). (Economist, 2008)


1.5. Porter Generic Strategies
Porter Generic Strategies is a model created by an economic researcher Michael Porter in 1980s. In this model he has found out three basic strategic option to allow companies to maintain its competitiveness in long-term, these are cost leadership, differentiation, and focus. (Capsim, 2015). 
The cost leadership is the strategy that gaining competitive advantage through lowering the cost or production and administration. The cost will be reduced from the link of value chain likes production, marketing, and wastage. (TheEconomicTimes, n.d.). The out-manage the competition is the key factor to success in this strategy, and there were two type of approaches to achieving the cost leadership strategy which is increase the profit by reducing costs and gaining market share by lowering prices. (ThousandInsight, n.d.)

Differentiation is the strategy that targeting in the broad market by offering a unique products or services throughout the industry. This can be superiority within the industry by creating a specialty in design, brand image, technology, features, dealers, network, or customers services. (Tanwar, 2013). Through this strategy a business strives to be the highest value provider in its industry segment in something other than cost. In addition, the firm must present it and the offering to meet those needs more effectively than would-be rivals must. Its unique position in the mind of the customer will then create the possibility of being able to charge a higher price with resulting higher profitability for the company. (SimplyStrategicPlanning, n.d.).
Focus strategy is the strategies that company use to focusing on a very specific market niche other than the general market. This is the strategy use to create or provide precisely meet the needs of a certain group of market segment. It’s such a focused strategy that company only serving on a specific market niche, it is not necessarily to being a leader in either cost management or product differentiation. (SimplyStrategicPlanning, n.d.).

2. Main Findings
In this report will applying Porter Generic Strategies model to explain how Starbucks gaining competitive advantages through using the differentiation strategy within the Porter Generic Strategies model. There are three approaches that Starbucks has implemented to achieve the differentiation strategy. 

2.1. Utilization of Alliances 
Starbucks has a good strategic partnership to allow them to sustain the competitive advantages by utilized the alliances or partnership which can help the company build a stronger market position. Through this utilization of alliances, its provides Starbucks a better opportunity to expand beyond the resources and capabilities to captures more market shares or strengthen the position in the industry. (Khor, 2013)
Based on the research done by Rebecca Lingley, assistant Professor of Business at Liberty University. In her research she found that Starbucks started partnered with Barnes and Nobles bookstores in 1993 to provide in-house coffee shops, which benefiting both retailers. Then in 1996 Starbucks partnered with PepsiCo to bottle, distribute and sell the popular coffee-based drink, Frappuccino. In the same year, Starbucks coffee also offered on flight with the Starbucks logo on cup after forming alliances with United Airlines and a partnership with Kraft foods has resulted in Starbucks coffee being marketed in grocery stores. While in 2006, Starbucks had formed an alliance with the NAACP, the sole purpose of which was to advance the company's and the NAACP's goals of social and economic justice. (Lingley, 2009) This strategic alliance will enable Starbucks and the NAACP to support programs and activities reflecting both organizations' on-going commitment to social and economic equality. (Starbucks Commits $2.5 Million Over Five Years to NAACP; Strategic Alliance Affirms Starbucks Commitment to Diverse Organizations, 2006)
It is important to Starbucks form a good alliances strategy to maintain the position in the industry and allow them to expand their business faster and stable. Isidro (2004) asserts that the strategic alliances of Starbucks are one of the foundational reasons for the corporation’s long-term success and growth.

2.2. Marketing Initiative
Compare with others competitor, Starbucks Corporation did not market themselves aggressively like intense advertisement on printed media or electronic media. Instead, they are using a proper segmentation strategy to target their market and providing exceptional customers services. All of this effort has successfully improved company reputation and strengthen the brand image. 
The Starbucks has developed a demographic segmentation's main group is between 25 and 40 years of age with high incomes, the second target group is 18 to 24-year-old of age and belongs to richer families. (Haskova, 2015). In general, the customers belong to the Generation Y born between 1977 and 2000; this is where most profit is made as claimed by Fromm (2014). In this affluent market, its targeting strategy offer them a comfortable and pleasurable experience with every visit. Through understand what the customers need and wants, Starbucks successfully capture the market share and continue to build a rapport with each and every customer beginning with their drink order and preference. (Luong, 2011)
Their brand merchandise also play an important role in customer retention and satisfaction. With attractive design of the merchandise and unique logo can be found generally in the merchandise, it creates a relaxed customer experience and aa value to the brand’s service. (Pratap, 2017)
Other than that, Starbucks has invested heavily in technology especially in digital innovation, they believed strongly in mobile marketing that can help gain more market share and customers loyalty. By developing and rolling out a Starbucks app for paying for products, tipping baristas, earning and redeeming rewards. (The Secret to Starbucks’ Brand Success, 2017). With emphasizes rewards, both as part of its loyalty program and as ad hoc efforts designed to gather new business. (Berman, 2017).
The Starbucks Rewards program offers a free item for every 12 transactions, and the company also holds promotions for those who may not be in the formal program -- for example, via promotions offering a free coffee for those who buy one for someone else.
Starbucks continues to promote a highly friendly and interactive relationship with its customers; by launching the MyStarbucksidea.com website (2013) they show that the level of relationship formed with the customer is at the partnership level. On this website customers can provide continuous feedback on products or suggest new products or services. Some of the suggestions are taken into consideration by Starbucks, and the customers can follow its development online

2.3. [bookmark: _Hlk498645411]High Quality and Diversification Product
Starbucks always promote themselves serving high quality coffee to the customer using the high quality of arabica beans. The bean Starbucks using are different from the regular arabica bean, the go through intensely of quality check of the bean to meet highest standard quality before roasted it. Starbucks also has launching a campaign focused on the quality of its coffee beans and how and where they're sourced to the customers and public who curious about the origins of their food. (Morrison, 2013). Starbucks differentiate themselves to choosing quality over the speed, the process of brewing the coffee bean also take longer time to make sure the quality taste of the drinks. Despite 5-6 minutes to wait for a drink won’t matter much to the customer because customers will get a same taste and high-quality of drinks every time. (Mcardle, 2010). 
To successfully employ this strategy, Starbucks provides differentiated quality and service in the coffee sales and shop industry while diversifying their offerings to include: a variety of coffee product sales outside their stores through partnership  (Starbucks - Pursues a Broad Differentiation Strategy, 2013)

3. Advantages of the Strategy

3.1. Sustainability
Compare with cost leadership over the differentiation strategy, differentiation is more attractive and suitable to the Starbucks to expand their business in long term. The attraction of differentiation over low cost as a basis for competitive advantage is its potential for sustainability. (Starbucks - Pursues a Broad Differentiation Strategy, 2013). With a good sustainability strategy, Starbucks has increasing their profit with a magnificent growth rate. 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. (Sustained Competitive Advantage of Starbucks, 2013).

3.2. Strong Brand Image
According to Herzog (1963), he has identified that brand image is the sum total of impressions that consumers receive from many sources, all of which combine to form brand personality. The differentiation strategy has help Starbucks build a strong and popular brand in the world’s and lead to the increasing of loyal customers who prefer Starbucks based on quality and the brand. (Lombardo, 2017) It became a very well know company because of the “Starbucks Experience”, which through its well-designed stores with good ambiance and well-trained staff. According to a study conducted by Daily Mail, Starbucks stores provided a more welcoming decor with friendlier baristas compared with other independent coffee houses. (Sustained Competitive Advantage of Starbucks, 2013)

3.3. Market Dominance
Due to the differentiation strategy, Starbucks has successfully gaining the market dominance quickly. Now have more than 20 million customers per week, this is the highest frequency of visiting customers and the sales having a 20% growth rate every year. (Strategy and Competitive Advantage of Starbucks, 2015). Besides that, with the sheer size of Starbucks which has more than 21,000 stores in worldwide, over 70 million customers a week and over 9 million loyalty program members. With this such strong of market dominance it a daunting task for anyone bold enough to take on Starbucks head-to-head. (Basulto, 2015)

4. Limitation of the Strategy

4.1. Expensive Cost and Product
To make sure the quality of the product and staff performance, the cost of the raw material will be higher and the machine with the expensive maintenance cost. Other than that, it is not cheap to train a employee. Training programs must be comprehensive to support the customer service differentiation but can be expensive. (Jurgens-Kowal, 2015). An increase in the federal minimum wage will adversely impact the company and its already thin margins, especially at licensed stores. (Forbes, 2016). By providing the customers with the differentiate quality product with the higher price, Starbucks will be suffering from losing customer opportunity due to consumers to have so switching costs to competitor’s products with lower prices and forgo paying a premium especially in tough economy. (Kokemuller, n.d.)

4.2. Risk of Imitation
As the differentiation strategy is not a unique strategy to the Starbucks, the risk of imitation might cause the company suffering loses and reducing in market share. A company that succeeds in implementing a differentiation strategy must worry about competitors' copying its business methods and stealing away its customers. (Saint-Leger, n.d.). The risk of imitation always will exist and high potentially happen, it’s very easy for other companies imitate the same differentiation when they have enough resources and found another market segment to penetrate. To mitigate this risk companies pursuing a broad market Differentiation Strategy need to have an agile product development process where constant innovation helps keep specialized players at bay. (ThousandInsight, n.d.)

5. Conclusion

By applying the differentiation strategy Starbucks has successfully expand their business quickly and stable. They also gain competitive advantage and dominance the market in the industry and capable to leading in the market for decades. The distinctive product also allows them to charge a premium price as the customers are willing to pay for the “Starbucks Experience”.

Starbucks approached the strategy through:

· Utilized with alliances to form a strong foundation in the industry and alternatively expand the business 
· Initiative marketing that using a proper segmentation strategy and different marketing skill to promote and attract the customers
· High quality and diversification product with various type of flavour to offer to the customers

By using the differentiation strategy Starbucks reap certain advantages, these are:
· Have more potential capability to allow the sustain in the market in long-term
· Successful build a strong brand image which is very well known in many countries.
· Starbucks became dominance in the market with the large volume of market share.

On the other hand, the differentiation strategy will cause some limitation and risk such as:
· [bookmark: _Hlk498645105]The cost to implement of the strategy will be very high and lead to a expensive price of the product
· There will have a risk that other companies will imitate the strategy and have better resources.


6. Recommendation

· Starbucks must develop a new strategy that can compatible with the differentiation strategy to have more opportunities to exploit global expansion
· Find out another way to solve the issue of competition with low-cost product, such as acquire small company or develop more innovation product to differentiate them.
· Starbucks can also increase efforts for trademark and intellectual property protection to reduce the threat of imitation.
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