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[bookmark: _Toc498037590]Executive Summary 
1.1 Outline of the report 
This report will look at: 
· Identifying the competitive strategy Starbucks have utilised.
· A critical analysis of the strategy being utilised.
· Recommendations on ways in which the organisation can move forward.
1.2 Brief background information 
Background of Starbucks 
Starbucks opened its first store in 1971, in Seattle, Washington. It consisted of a single store, located in Pike Place Market. In 1981, Howard Schultz had first come across a Starbucks and fell in love with the store. “I moved to Seattle, Washington, with my wife Sheri, to take a job as head of marketing for a small coffee company called Starbucks”. (Schultz, 2011). “In 1987, I found myself in a position, but with not enough money, to buy my former employer’s six stores and roasting plant”. (Schultz, 2011). After some persuading and investment, Schultz could purchase Starbucks with the help of local investors. “The name Starbucks coffee company stayed, and we started off 11 stores, and 100 employees”. (Schultz, 2011). 
Starbucks’ mission is “To inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time”. (Starbucks, 2017). 
1.3 Summary of my findings 
This report found that Starbucks have implemented the differentiation strategy, they have been able to implement this through, the sourcing of the beans (coming from exotic locations), how they roast the beans, and how they only want the highest quality coffee beans. 
1.4 Advantages and disadvantages of the differentiation strategy
An advantage of the differentiation strategy is being able to charge a higher price. They do this by providing a high-quality product to their customers, and having a recognisable brand. 
A disadvantage of the differentiation strategy is having the risk of imitation. Other competitors can and will look at Starbucks, and copy their products, if it first proves high returns for Starbucks. 
1.5 Summary of my recommendations
· To expand further into China and India
· To ensure the high standards provided, do not slip 
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2.1 What is this report is trying to achieve
This report will look at: 
· Identifying the competitive strategy Starbucks have utilised.
· A critical analysis of the strategy being utilised.
· Recommendations on ways in which the organisation can move forward.
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Starbucks opened its first store in 1971, in Seattle, Washington. It consisted of a single store, located in Pike Place Market. In 1981, Howard Schultz had first come across a Starbucks and fell in love with the store. “I moved to Seattle, Washington, with my wife Sheri, to take a job as head of marketing for a small coffee company called Starbucks”. (Schultz, 2011). “In 1987, I found myself in a position, but with not enough money, to buy my former employer’s six stores and roasting plant”. (Schultz, 2011). After some persuading and investment, Schultz could purchase Starbucks with the help of local investors. “The name Starbucks coffee company stayed, and we started off 11 stores, and 100 employees”. (Schultz, 2011). 
Starbucks’ mission is “To inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time”. (Starbucks, 2017). 
Recent news articles 
Starbucks CEO sees decades of growth from its Chinese expansion
“China is Starbucks Corp’s biggest growth opportunity, and its expansions there could last decades without letting up”. (Giammona, 2017). The new CEO of Starbucks, Kevin Johnson is quoted as say this. He then goes on to say, “China is our second-largest and fastest-growing market”. (Giammona, 2017). They have already made inroads into China and they have even more stores thanks to “Buying out their partner in its East China joint venture”. (Giammona, 2017). “They paid $1.3 billion to acquire the 50% stake that they didn’t already own, and now have 1,300 cafes in Shanghai, Jiangsu and the Zhejiang provinces”. (Giammona, 2017). This is a very ambitious move by Starbucks and it is setting up the long-term vision of their company. They don’t want to be solely focused on expanding their already huge market share in their American market, which contributes up a large portion of their revenues. They are already a global company, but they want to make certain that they can maintain those levels of service and excellence. So, this buy out of their partners, is showing that they want an even bigger share of the global coffee market. 
Starbucks expects India to be among its top 5 markets globally
“Starbucks says it expects India to be among the businesses it operates in”. (The Economic Times, 2017). This is a bold claim, since just after the first paragraph in the article, it says “The Indian unit posting its slowest sales growth last fiscal after it slowed down expansion”. (The Economic Times, 2017). So, there may be a problem or an overall larger problem at play here in India. However, Starbucks still expect their Indian market to grow into a dominant force, regardless of their slow growth. John Culver, who is a group president, stated “We are excited on the opportunities that India plays for Starbucks going forward”. (The Economic Times, 2017). Starbucks are thinking of the positives that India could bring to their profits, but experts are more sceptical. They have stated “That the company may not be able to keep up its high sales as it opens stores in suburbs and towns where most consumers may find Starbucks costly”. (The Economic Times, 2017). Starbucks’ strategy is still to create these stores, to drive sales and make them profitable over time, but like the quotes above state, consumers are not buying Starbucks coffee, which is having a detrimental effect on Starbucks profits. Starbucks may have to take a step back, and slow down on the number of stores that they are opening in India. If they keep going at the pace they are growing these stores, then eventually, they could end up becoming unprofitable in the long run, in India. 
New on the Starbucks menu: Buy one get one free holiday drinks
A news article that comes from Fortune has recently highlighted a campaign that Starbucks is using, to entice more customers into their store. “The Seattle-based company is offering a buy one gets one free on holiday drinks”. (Pullen, 2017). They are providing an extra benefit to the customers, by offering them a buy one gets one free offer. The article gives more information on how customers can get this offer. “If customers cosy up to the barista between 2-5pm, on the 9-13 of November, they will double their haul, if they order any one of the seven special drinks”. (Pullen, 2017). This offer, although for a limited time, will bring friends, families and work colleagues together. This in turn, will then drive up sales because, you will have all those extra people coming to the store, they may be there for the free drink, but they could also be tempted, to then make an additional purchase from the wide range of food or drinks, Starbucks offers in their stores. 



Financial and Numerical Information 
Total Revenue - $21,315,900 
Total number of employees – 254,000 
24,000 stores in 70 countries  
(Marketline , 2017)  and  (Starbucks , 2017)
2.3 Definitions of major concepts 
Strategy 
“Strategy is the long-term direction of an organisation”. (Johnson, 2014). Starbucks’ long-term focus is on China, and India. (More information about these two expansions can be found in the news articles above). 
Strategic Position 
“Strategic position is concerned with the impact on strategy of the external environment, the organisation’s strategic capability, the organisation’s goals and the organisation’s culture”. (Johnson, 2014). Starbucks’ culture within their coffee shops, are one, that puts a heavy focus on the rich aroma of the coffee they produce, for their consumers. They want these stores to be places where the customers come to have a chat, drink coffee, read books or use their laptops for work or other purposes. 
Business-level Strategy 
“Business-level strategy is about how the individual businesses should compete in their particular markets”. (Johnson, 2014). 
Corporate-level Strategy 
Corporate-level strategy is concerned with the overall scope of an organisation and how value is added to the constituent business of the organisational whole”. (Johson, 2012). The news articles above, show that Starbucks is focused on corporate-level strategy, the articles show that India and China are in Starbucks vision. They want to expand into both countries, and by doing this, they will add value to the whole of Starbucks. 
Competitive Advantage 
“Competitive advantage is “A factor which enables a firm to compete successfully with competitors on a sustained basis particularly to satisfy consumer needs and wants”. (Doyle, 2011). 
Porter’s Generic Strategies 
The model that will be applied to Starbucks for this report, is going to be Porter’s Generic Strategies. 
Porter’s Generic Strategies are: 
· Overall cost leadership, 
· Differentiation, 
· Focus. 
(Porter, 1980). 
[image: C:\Users\samue\AppData\Local\Microsoft\Windows\INetCache\Content.Word\Porter's Generic Strategies .jpg]





Figure 1.0
Source from: (Porter, 1980). 
Overall cost leadership is “Achieving an overall cost leadership in an industry through a set of functional policies aimed at this basic objective”. (Porter, 1980). To be able to be a cost leader, Porter identifies these aims “Aggressive construction of efficient-scale facilities, vigorous pursuit of cost reductions from experience, tight cost and overhead control, cost minimisation in areas like R&D, service, sales force, and advertising.  (Porter, 1980). 
Differentiation is “Differentiating the product or service offering of the firm, creating something that is perceived industrywide as being unique. (Porter, 1980). 
Focus is “Focusing on a particular buyer group, segment of the product line, or geographic market”. (Porter, 1980). 
“The generic strategies are approaches to outperforming competitors in the industry”. (Porter, 1980).  
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3.1 Starbucks’ Differentiation Strategy  
Starbucks have been effective in implementing Porter’s differentiation strategy. They source the highest quality Arabica coffee beans, from exotic locations all around the globe. Their customer service is excellent and has been praised over many years. This equates to competitive advantage, and they have been able to stay level, and in some cases, even out compete competitors, on their coffee and service. 
3.2 Explanation of the Differentiation Strategy 
The differentiation strategy is defined by Porter as “Differentiating a product or service offering of the firm, creating something that is perceived industrywide as being unique”. (Porter, 1980).  
Another definition of differentiation strategy is “Adding value by providing enhanced performance, service, design or image; commonly linked to a higher price. (Jeffs, 2008). 
With a differentiation strategy, businesses are charging more for their products, because there is a perceived speciality to their product. Because of this, businesses are not focused on driving down costs, they are more primarily focused on achieving higher prices for their products. To be able to do this, they must make sure the way they serve the product to the customer, is to a high standard, or they need to have a recognisable and respected brand. 
3.3 How Starbucks have implemented the Differentiation Strategy
Their passion for coffee
There are four key steps in how Starbucks chooses and makes the coffee for the customer. These are sourcing, roasting, blending and finally regions. 
The first step that will be talked about is sourcing. “Starbucks samples over 150,000 cups a year, looking for the very best Arabica coffee”. (Starbucks Coffee Passion, 2017). Starbucks sample that amount of coffee, to make sure the customer is getting the highest quality cup of coffee, and not some second-rate cup. “Starbucks coffee buyers spend about 18 weeks each year visiting coffee growers and supplier. Many of our partnerships with farms and suppliers go back more than 20 years”. (Starbucks Coffee Passion, 2017). This shows there is a level of trust and respect between Starbucks and their suppliers, that goes back 20 years. “Our partnerships with farmers are critical to our future success”. (Starbucks Coffee Passion, 2017). Starbucks know this is a huge part of what makes them different, and what has kept them around for so long. It’s thanks to the farmers, that Starbucks can differentiate their product from their competitors. By having that trust, Starbucks will know which beans are the best to choose from, and which are not good enough to choose. 
The second step is roasting. “The Starbucks Roast is more than a colour – it’s a philosophy of helping each bean reach its maximum potential”. (Starbucks Coffee Passion, 2017). “We roast our coffee longer, to bring out more of the flavour”. (Starbucks Coffee Passion, 2017). They are differentiating from their competitors, by allowing the coffee beans to roast longer, this enhances the flavours of the beans, and ultimately leads to a higher quality, better tasting cup of coffee, than competitors can offer. 
The third step is blending. “One of the things we enjoy most about the work we do, is bringing you great coffees from around the world”. (Starbucks Coffee Passion, 2017). Starbucks go onto say about having unique blends, that come from different countries around the world, and different names to reflect the coffee beans origin. 
The final step is regions. “We look for the perfect combination of climate, soil, elevation, and agricultural practices that come together to produce a great coffee”. (Starbucks Coffee Passion, 2017). Starbucks are going above and beyond, to get the perfect cup of coffee for their customers. They want to differentiate their product, and by finding this perfect location, they are moving away from an ordinary cup of coffee, and differentiating it, from their competitors. Starbucks has three main regions they source their beans for use in their coffees. “Latin American coffee tends to be clean, familiar and friendly”. (Starbucks Coffee Passion, 2017). “Coffees from Africa are extraordinary and enticing”. (Starbucks Coffee Passion, 2017). “Coffees from Asia tend to be bold, assertive, and full-bodied”. (Starbucks Coffee Passion, 2017). Here there are three different regions, that supply three different types of beans that Starbucks can then turn into a range of products, thus giving them advantages over smaller coffee shops, who can’t get supplies from all over the world. 
Starbucks High Arabica Standards
“Starbucks go to great lengths to make sure our beans meet the highest standard of quality”. (Starbucks High Arabica Standards, 2017). “The best beans grow at higher altitudes. The cold nights and warm days create denser beans. And denser beans have more deep, complex flavours”. (Starbucks High Arabica Standards, 2017). Starbucks source the highest quality beans, this makes them distinct from their competitors because their coffee, is of a richer, more flavoursome quality. “Starbucks has farmer support centres on four continents, where our agronomists test soils, examine samples and provide advice to coffee farmers”. (Starbucks High Arabica Standards, 2017). Starbucks is differentiating from the smaller coffee shops, as the smaller coffee shops can’t compete with this level, of commitment to their farmers, through the information they give, and commitment to their customers, through the high-quality coffee they provide. “We work to get farmers a fair price and to make sure everyone in the community can benefit from the coffee industry. It leads to better livelihoods for farmers and a better cup of coffee for all of us”. (Starbucks High Arabica Standards, 2017). They are focusing on the betterment of farmers, which in turn, will benefit their customers, because they can have a better experience and better tasting coffee, all thanks to the work Starbucks put in, at the heart of their supply chain. 
Starbucks Roast Spectrum 
There are three main roasts, that Starbucks use for their coffees. These are Blonde Roast, Medium Roast and Dark Roast coffees. “Years of focus and expertise have led to the Starbucks Roast Spectrum”. (Starbucks Roast Spectrum, 2017). “Each coffee bean requires a unique balance of temperature and time, to reach its individual peak of aroma, acidity, body and flavour”. (Starbucks Roast Spectrum, 2017). Starbucks want to get the richest flavour, from the individual beans, and that is why the Roast Spectrum has been created. It has been created, with the exact intent of delivering on excellent quality, regardless of which roast Starbucks uses for the specific customer. Blonde roast coffees are “Lighter-bodied and mellow, that awaken the senses greatly and deliver an approachable and flavourful cup”. (Starbucks Roast Spectrum, 2017). The medium roast coffees are “Smooth and balanced”. (Starbucks Roast Spectrum, 2017). Dark roast coffees are “Fuller-bodied and bold, these coffees feature robust flavours”. (Starbucks Roast Spectrum, 2017). Starbucks offers 3 different coffee roasts, which cater to a diverse range of customers. With a small coffee shop, or competitor, they may not be able to offer, this wide range of coffee bean roasts, or they may not show the care that Starbucks has, with creating this spectrum, to make sure they maximise the taste and quality of the coffee. This is moving away from just a standard cup of coffee, this is moving into a higher quality cup of coffee. 




3.4 Advantages and disadvantages of the Differentiation Strategy 
Advantages 
Charging a higher price
When a brand provides a high-quality product, this brings with it the ability to charge a higher price. Brand loyalty or a recognisable brand, can also bring about a higher cost because there is a perceived quality to that product, which in turn, can guarantee there will be a bigger price tag on that product or service. With competitors who offer a lower cost product, customers will expect that the product the competitor is offering, must be of an inferior quality, and that means it must not be good enough to compete with the high-quality offering of the other company. 
In the case of Starbucks, they have a high-quality product, they have a high-quality product because of the way they source their beans, they only want the best beans for their coffee. They choose their beans from exotic locations, which brings with it unique flavours. The way they roast the beans, three different ways, gives their coffee a uniqueness in the flavour, but also goes above and beyond their competitors. 
Disadvantages
Risk of Imitation 
“Imitation narrows perceived differentiation”. (Porter, 1980). Porter is saying that once a competitor copies the company, there will not be a difference in the companies versus the competitor’s product. This has an effect for the first company. In the form loss of profits and customers. On the other hand, the second company gains profits and customers because they may undercut the first company, and offer a lower price for basically the same product. 
Starbucks’ main competitor is Costa. Starbucks may offer a certain product that is unique and hasn’t been seen before. From this they can gain market share and profits. In turn this takes away from Costa’s market share and product, who will then have to imitate Starbucks to draw back the market share, lost to Starbucks. 



[bookmark: _Toc498037593]Conclusion 
In conclusion to this report, by implementing the differentiation strategy, Starbucks have provided a recognisable product that is of a high quality. This draws in customers because of the high quality of their coffee, this in turn means they can charge a higher price for their coffee, mainly because of the perceived higher quality, they can charge a higher price, but also must charge that higher price because of sourcing those beans from exotic locations, and making sure only the best quality comes to their stores.  
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