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[bookmark: _Toc498445747]1.0 Executive Summary
This report considers Starbucks and which of the Porters Generic Strategies they fall under. This report will look at how Starbucks have implemented this strategy. This report will then give a detailed analysis of the given strategy with advantages and disadvantages and providing recommendations for Starbucks to work on.
Starbuck is a global coffee chain, which is known worldwide. Founded in 1971, Starbucks set out to be a different kind of coffee company. They set out to achieve that feeling of connection, whilst respecting the rich culture and tradition of coffee.
Differentiation is the generic strategy that Starbucks have adopted, implementing the strategy in vast amounts in key areas. These areas include; Expansion, for example the way Starbucks expand and exploit new untapped markets such as the way they expanded to Asia and Australia. The way they blanket an area, to help create smaller queues and cut the walking distance for the customer. Starbucks have invested in many ideas regarding technology such as their loyalty card, which at the time set them apart from the competition. Finally, Starbucks try to differentiate their product by only using the most premium resources as they only use the top 3% of suppliers in the world in terms of quality, for their coffee beans.
This report will identify many advantages and disadvantages to the differentiation approach. There are many advantages to differentiation, such as the ability to make the product unique and set it apart from competitors, whilst creating demand from the targeted markets. Another key advantage to differentiation is the ability to retain customers, by having a recognisable brand and a product which is unique, customers will keep on coming back to buy more of the product or service available. Also, when applying a differentiation approach, the company can focus on the product to try and improve the quality and design of the product without the need to lower the price. However, there are many disadvantages to the differentiation strategy, such as the risk that the product may not be worth the selling price and fail to sell. Then there is the possibility that they could lose investments on ideas and products which were designed to differentiate themselves from the competition, but fail to live up to their potential, and the company lose out on any potential return and investments. Also, there is the possibility for companies to expand into new markets, without fully researching into the new market and potentially not appealing to the new market segment and then failing to sell. Finally, this report brought to light the danger of imitation from competitors, when a company creates and idea which is unique and is successful and has low barriers to entry, then rival companies will try to imitate the product in a hope to gain the same success themselves, this then leads to the rival companies potentially stealing some of the company’s customers.
Executive Summary

This report also provides recommendations to Starbucks on how they can implement differentiation better. Firstly, Starbucks could offer a cheaper product which would appeal to all market segments. Starbucks should also research more into the markets which they plan to expand to, by looking at the culture and the economic situation of them markets. Another recommendation which Starbucks could pursue is to ensure that all products will meet their targets, Starbucks could create trials for their products to help ensure that they can meet their targets. Finally, Starbucks are at risk to companies imitating their product, to help decrease 
3

the chance of imitation they could place patents on their products and image, whilst also exploiting their brand to raise the barriers for entry for new competitors.
	
Executive Summary	
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[bookmark: _Toc498445748]2.0 Introduction
[bookmark: _Toc498445749]2.1 Report Remit 
This report will identify the competitive strategy that Starbucks Corporation has utilised to develop their current competitive position, this report will look at how Starbucks relate to Porters Generic Strategies and which category they fall under, (Porter, 1998) whilst giving examples of how this company displays this kind of strategy. The findings of this report will be used to identify the current advantages and disadvantages of the generic strategy Starbucks falls under. Then the report will offer up a conclusion with recommendations on how Starbucks can improve on their strategy and their competitive position.
[bookmark: _Toc498445750]2.2 Background of the Organisation
Starbucks is a famous coffee company, which is known worldwide. Founded in 1971, Starbucks set out to be a different kind of coffee, one that celebrates coffee and the rich tradition, but also bring that feeling of connection. Starbucks currently now has 15,000 stores in 50 countries (Starbucks Coffee Company, 2017) and currently employ 254,000 employees which is based in Seattle, Washington. Starbucks Corporation is currently worth $84.6 billion (£65.45 billion) (Forbes.com, 2017). In terms of revenue generation, the company has company-operated stores, licensed stores, consumer packaged goods and food service operations. (MarketLine, 2017)
[bookmark: _Toc498445751]2.3 Overview of Industry
The North American hot drinks market registered strong growth during the review period of 2012-2016, however it is expected to decelerate over the next forecast period. An increasing demand for ready to drink coffee, rising disposable income and the popularity of green tea has helped allow the market to drive on and consumers are currently showing major interest in single cup brewer systems such as Starbucks. (MarketLine, 2017)
The US hot drinks market generated total revenues of $17,126.8m in 2016 with a compound annual growth rate (CAGR) of 5.3%, with the European and Asia-Pacific markets recording respective CAGR’s of 2.8% and 7.1% to value $52,584.1m and $57,471.4m. Hot Coffee in US has accounted for the highest value in the US hot drinks market in 2016, with sales of $14,815.1m, equivalent to 86.5% of the markets overall value. The forecast period for this market in the US has a CAGR of 2.5% to value of $19,370.5m in 2021. The European and Asia-Pacific markets will register CAGR’s of 3.1% and 7.9% to the value of 61,327.7m and $84,183.8m respectively. The global market value for hot drinks globally as of 2016 is 151,929.6m (MarketLine, 2017)
[bookmark: _Toc498445752]2.4 Definition of Major Concepts
There are three major concepts to this report; strategy, business level strategy and competitive advantage. 
Introduction

Strategy is the direction and scope of an organization over the long term, which achieves advantage in a changing environment through its configurations of resources and competences with the aim of fulfilling stakeholder expectations. (Johnson, Scholes and Whittington, 2008)
5

Business level strategy refers to the plan of action that strategic managers adopt for using a company’s resources and distinctive competencies to gain a competitive advantage over its rivals in a market or industry. (Hill and Jones, 2001)
Competitive advantage is fundamentally about the positioning and fit of an organisation in its industry or market, and that success is based on distinct differences and sound cost management. (Thompson and Martin, 2010). 
Michael Porter created theory of generic strategies is designed to help cope with competitive forces. These generic strategies are designed to outperform other firms in an industry. These generic strategies are as follows; overall cost leadership, differentiation, focus cost leadership and focus differentiation. Sometimes the firm can successfully pursue more than one approach, however the possibility of this quite rare as will be discussed further in the report. (Porter, 2004) 
Cost leadership strategy is to outperform competitors by trying to produce goods or services at a lower cost than theirs. (Hill and Jones, 1998)
Differentiation strategy is a company that performs value creating functions for the customer in a way that they perceive the product as unique, then the company are able to command a premium price for the product. (Stead, 2014)
Focus strategy leadership is where the firm concentrates on a particular segment of the market and then they apply either differentiation or a cost leadership strategy.  (Hill and Jones, 1998)
[image: ]
Figure 2‑1 Porters Generic Strategies, Porter, M. (1998). Competitive advantage. New York: Free Press, pp.11-12.
Porter’s view of generic strategies is that he does not believe companies can have more than one approach to this model and adopt two strategies. Porter described the situation as being ‘stuck in the middle’ is being muddled in two dimensions. However, it became clear that 
6

there are very few companies can ignore cost and focus on differentiating their company. On the flip side, few companies will admit that their product is the same as others as they will lose the appeal of their product. (Macmillan and Tampoe, 2000)
Introduction	
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[bookmark: _Toc498445753]3.0 Main Body
[bookmark: _Toc498445754]3.1 Implementation of the Strategy
Starbucks approach to the Generic Strategy theory is regarded as differentiation. Howard Schultz, recognised for his servant leadership and entrepreneurship, Schultz was a key figure in helping build Starbucks Coffee Company into one of the world’s most recognisable and respected businesses. Resuming the role of Chief Executive Officer in 2008 only to transition to Executive chairman in April 2017 (Starbucks Newsroom, 2017). Schultz provides evidence of how Starbucks is a differentiation company, stating that it doesn’t matter if you’re a high-tech company or a coffee company, your responsibility as a company is to provide a level of excitement that provides differentiation and separation in the marketplace. Schultz carries on to state that a company shouldn’t innovate for innovations sake, but to innovate when it’s relevant, usable and in Starbucks case, core to the culture. (Lee Yohn, 2010)
[bookmark: _Toc498445755]3.11 Expansion
Starbucks were expecting to open up 500 new stores in China in 2016, expecting it will bring its specialty tea brand Teavana to India, and entering the Chinese ecommerce market. Starbucks Corporation seem to have a strategy in place to expand its international operations. Global expansion could be one of the key growth drivers for the company (FMCG Industry Snapshot, 2016). This is one area which Starbucks can differentiate itself from its competitors as compared to most coffee shops, Starbucks is known and available almost worldwide and because they are expanding they are making their product more accessible to the customers, whilst expanding their image. 
[bookmark: _Toc498445756]3.12 Location
Starbucks is also known for their strategy to completely cover areas with stores or “blanket an area completely”. This approach cuts down on management and delivery costs, shorten customer queues and increase foot traffic for all the stores in an area (Talpor and Boscor, 2011). This is another aspect where Starbucks differentiate themselves from their competition, as they try to make them available for customers and make it easily accessible for customers, we can see this strategy in action in Appendix A, Map of Cardiff, as in such a small area around Cardiff, there are twelve Starbucks available to customers.
[bookmark: _Toc498445757]3.13 Technology
Main Body	

Technology is an area which Starbucks are always trying to innovate. Former President Howard Behar stated, “We always had this rule: If it’s not illegal, immoral or unethical, and you’re not going to poison anyone, try it”. Behar and Starbucks have put this rule into practice on many occasions. Behar on one occasion had come across a chip enabled card which is used by the U.S military in Israel to buy food. Behar brought one of these cards back to create a similar program and now the system is being used Starbucks reloadable loyalty/ gift card (Restaurant Business, 2015). Here Behar has only further emphasised on how Starbucks wish to innovate and differentiate themselves from the competition, showing that they are constantly experimenting with new ideas to try and gain a competitive advantage on the competition as the customers who use this new system will most likely return for rewards and more products.
8

[bookmark: _Toc498445758]3.14 Product Differentiation
While some instant coffees use lower quality coffee beans and add chemicals and by-products, Starbucks strive for only the highest quality coffee beans as they only brew with only 100% natural roasted coffee made without preservatives. Starbucks Ready Brew is made with only the highest quality coffee beans from the top 3% of the world’s coffee supply (Starbucks Coffee Company, 2009). Starbucks clearly try to produce a product which they feel is at a premium value so that they can offer it at a premium price, this again shows that by them looking to create a product at the highest possible quality, that they are trying to create a gap in the quality from their competitors, thus creating a competitive advantage.
[bookmark: _Toc498445759]3.2 Advantages and Disadvantages of the Strategy
[bookmark: _Toc498445760]3.21 Advantages
An advantage of differentiation is being able to make the product unique and set it apart from the competition. Through adding value to the product or service, organisations can provide a service which is unique/ superior compared to its competitors, and when the product is differentiated to its competitors so consumers will not go to other brands, then they are able to charge a premium price which would be able to cover the extra costs of the product being unique or superior and results in a competitive advantage (Hodgkinson, 2013). Starbucks are a clear example of this advantage as Starbucks ensure that their coffee is made with only the top 3% of coffee bean suppliers and ensure that their product is at a superior standard to its competitors, then they can sell at a premium price to help cover the costs of the product. All of Starbucks products such as their cakes, Frappuccino and regular coffees are at a premium standard as they try to differentiate themselves from competitors by offering them at a higher standard.
Another advantage of the differentiation approach is the ability to retain customers better. Due the relationship between competition and loyalty only increases to become more intense, that differentiators can only come up with new ideas and create a loyalty which makes the consumer bias towards the company in question, and in result keeps the consumer coming back to company for more service (McMullan, R and Gilmore, A, 2008). With relation to Starbucks they have built an almost cult-like following over the past 20 years or so, that not only do customers pay $4 for a cup of coffee, but they wait in line to do so. And with the prepaid card, consumers pay in advance to wait in line to get a cup of coffee as they launched the Duetto card (prepaid/loyalty card), which is just another example of the superficial relationship-building programme by Starbucks, which already have a natural-relationship programme (Duffy, D, 2005). Having the ability to retain customers will increase revenue, by creating a bias mindset in the customers head then you are able to maintain a regular income from the customer and Starbucks exploit this aspect.
Also, differentiation gives the business the ability to compete in other areas than price and focus on the quality and design of the product, and gain a competitive advantage without decreasing the price (Kelchner, 2017). Starbucks can relate to this strategy due to their ability to manipulate their product for different situations. For example, the way they created the Frappuccino in 1993 due to the weather in California, the heat made a cup of coffee fall out of demand. Then came the launch of the Frappuccino, a new cold drink with caffeine ideal for summer, which fits to the Starbucks culture and sets Starbucks apart from its competitors 
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(Starbucks Newsroom, 2017). This also provides a seasonal beverage which will attract customers all year around.
[bookmark: _Toc498445761]3.22 Disadvantages
A major disadvantage of having a differentiation approach is not being able to ensure that the product represents value and showing the customer that the product is worth the cost. Sophisticated buyers with higher incomes may go for the higher selling product for the quality, however a low-income consumer may feel that the price gap is unnecessary and may choose to go for a lower priced product, thus then labelling this market sector as untapped (Parnell, 2006). Starbucks relates to this disadvantage as they offer a premium price, they will easily attract customers who are willing to spend more to get the quality of coffee they desire. However, they don’t take into the consideration of customers not being able to afford the premium price of Starbucks, and those who find the cost of the coffee is not worth the selling price. Thus, missing out on a huge sector in the market.
A disadvantage for differentiation can be expanding too quickly, such as not researching into the new market can lead to a low demand by the consumers, or spreading the company too thin and expanding before the company has the resources or the manpower to perform (Kokemuller, 2017). Starbucks have been guilty of expanding too quickly themselves as on 29th July 2008, they announced that they would be shutting 61 of its 84 stores in Australia. This was partially to the result of expanding too quickly as they tried to force themselves on to an unwilling public and when they opened in Australia, they immediately tried to impose themselves, setting up like the US-model and opening stores in every city. They took a Coca-Cola strategy of being everywhere the consumer looked, but this quickly led to market saturation. By becoming too commercial and to widely used it began to lose its initial appeal and because of the mass brand feel, it lost the warm feeling of a neighbourhood café (Patterson, Scott and Uncles, 2010). 
A company like Starbucks who adopt a differentiation approach will feel the strain if they don’t invest in new ideas and products, and to invest in them they require capital to finance the operation and if the product or operation doesn’t succeed, then this creates risk of failure and the loss of the investment. Starbucks have already suffered from this risk, going back to what Howard Behar had to say on investment of technology, he states that they once spent $250,000 on an air-filtration system, which was only placed in one store and was later abandoned due to all stores being smoke free environments. Behar goes on to state that he wishes that he could have all the money back which went towards failed investments (Restaurant Business, 2015). This only emphasises the risk of investment.
Another disadvantage for companies who adopt the differentiation approach is that they’re in danger of competitors imitating their product. Companies who adopt this approach must try to build a high barrier of entry. Otherwise another company can come in with a similar idea and steal the original company’s customers at a potentially lower price. This is due to them witnessing the first companies move for innovation, and then capitalising on the idea and improving the system by potentially lowering costs and this allowing them to lower the price of the product (Reinhardt, 1998). Starbucks have fallen victim to this situation themselves in the past, where a Chinese company name Shanghai Xingbake was forced to pay $62,000 in compensation against Starbucks and issue a formal apology in a local newspaper. This was due to the company having a too similar name and logo to Starbucks. The Chinese company 
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tried to claim it was just a coincidence, however Shanghai Number Two Intermediate Court stated that Xingbakes actions were a clearly malicious attempt of improper competition. Although Starbucks won this case they could have easily become victim of another company trying to steal some of their success by using a similar brand and would of stole some of their customers and find a decrease in revenue generation in their Chinese stores (Dickie, 2006).



11

[bookmark: _Toc498445762]4.0 Conclusion
This report has identified the generic strategy which Starbucks falls under as differentiation. Following many examples, we can see Starbucks using the differentiation approach in four key areas; location, expansion, product differentiation and technology. Also with little evidence supporting Starbucks taking a Cost leadership or a Focus strategy, it’s clear to see that they take a differentiation approach. Following identifying that Starbucks fall under the differentiation strategy, this report has identified advantages and disadvantages for the differentiation approach which have a direct relation with Starbucks. This report has helped bring to light that the strategy has some major advantages, such as being able to create a product which is unique compared to rival brands, the ability to retain customers and the way they can focus on their product without worrying so much on cost. However, this report has also uncovered some risks and disadvantages of the strategy such as the risk of not making a product which is worth the price to cover the costs, the risk of expanding to quickly and spreading to thin. Also, there is the possibility of the loss of investments in failed products which should have differentiated themselves from other companies and then there is the danger of imitation of their product, where other companies try to copy the product or brand and exploit the idea to steal sales. In contrast, we can see that the differentiation approach is a great strategy to stay ahead of competitors, however the strategy does have its drawbacks, although many companies such as Starbucks are examples of how this strategy can achieve success.
[bookmark: _Toc498445763]4.1 Recommendations
Starbucks could offer a more affordable product for all market segments, like that of the saver menu in McDonalds. This would help bring in customers who are less likely to pay more for the premium products.
Before Starbucks expand into new markets they should research more in to the culture of where they are planning to expand. This will potentially increase sales and decrease the chance of the product getting overlooked by the potential new customer.
Starbucks should ensure that every product that they plan to sell should be of considerable value to the customer. To ensure that they don’t lose out on investment, they should run trials for new products to ensure that the products meet the targets set to cover the costs and make a potential profit.
Conclusion	

To decrease the risk of imitation, Starbucks could create patents and licenses for their products and exploit the fact that they are an established brand which could help raise the barriers for entry for new competitors. 
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