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2. [bookmark: _Toc498639745]Executive Summary

This report will look to Critically evaluate the competitive and development strategies of Starbucks Corporation. It will draw on the theories within Porters Generis Strategies Model and apply these to Starbucks operation.
A critical evaluation of Starbucks business strategy will be carries out and the major concepts and themes found from this evaluation will help formulise relevant recommendations.

Starbucks’ primary business operation is as a purchaser, roaster and retailer of high quality whole bean coffee operating within the global coffee house industry.
Starbucks is considered a huge international player within the coffee industry with over 21billion US Dollars in revenues generated in FY2016 and operating profits of just under 13billion US Dollars for the same financial year.

Starbucks has achieved this huge global success in part through the implementation of sound business level strategy.

Porters Model of Generic Strategies theorises that there are three broad business strategies which an organisation can implement in order to gain a competitive advantage within a given market. These are a Differentiation, Cost leadership and Focus Strategies.

According to Porter a differentiation Strategy is one where the organisation looks to offer a unique or tailored product which meets the needs of a targeted consumer base and thus creates a competitive advantage. A cost Leadership strategy focuses on reducing the organisations costs where it can then look to either compete by undercutting its rivals prices or y charging industry standard prices to maximise marginal income. The Focus Strategy is one where the organisation looks to focus on a narrow segment or niche market by either competing on price or differentiation.

When applying Porters Generic Strategies model to Starbucks there is evidence to suggest the organisation has at some point utilised elements of all three strategies however the overriding evidence suggests that at its core Starbucks is a differentiator.

Starbucks has differentiated from its competitors in a number of ways. Firstly, the quality of its coffee and the intimacy of its customer experience is far superior to that of its rivals. Starbucks has looked to engage significantly in CSR initiatives such as recycling and ethical sourcing and in doing so has built its brand loyalty and customer retention. Starbucks has also differentiated itself through its approach innovation with initiatives such drive through windows and voice activated ordering systems adding value to their customer experience.

However, there have been times when Starbucks’ has deviated from its core strategy such as its UK accounting and tax practices where the company was deemed to have paid an unfair amount of tax in the UK which subsequently fostered significant negative PR and directly conflicted with its socially moral, ethical image.

This report additionally found there to be a number of advantages and disadvantage associated with a differentiation strategy.  Firms who opt for a differentiation strategy are able to charge premium prices as they offer an unique or superior product which customers are willing to pay a higher price for. By offering a unique product differentiators are able to build up strong brand loyalty and customer retention. However, Imitations of differentiated products can become a serious area for concern especially if the product or service is easily replicated. in such cases competition dramatically increases and has the potential to trigger severe price wars.


based on the conclusions drawn up within this report two recommendations on how Starbucks could look to move forward with its business strategy have been formulated.

1) Starbucks should continue to focus on its differentiation strategies associated with quality and an exceptional customer experience. Starbucks should only consider implementing elements of the cost leadership strategy if they have no influence on Starbucks ability to deliver on its unrivalled quality product and service. 
2) Starbucks should continue to engage in a high level of CSR in order further strengthen its brand image and customer retention. Starbucks should ensure that all facets of its business operation are working in tandem on this engagement to limit potential future negative PR that could damage the brands reputation.
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[bookmark: _Toc498639747]3.1 Report Remit

This report will look to Critically evaluate the competitive and development strategies of Starbucks Corporation. 
To aid in the evaluation of Starbucks competitive strategy this report will draw on theories put forward in Michael Porters Model of Generic Strategies. 
Initially the report will look to gain an understanding of Porters model and will subsequently look to apply these understandings to Starbucks’ operation followed by a critical evolution of the strategy.
Finally, this report will offer appropriate recommendation on potential ways that Starbucks can move forward with their competitive strategy drawn from the conclusions that are formulated from review of the relevant theories.


[bookmark: _Toc498639748]3.2 Background of Starbucks Corporation 

Starbuck Corporation is a multinational, corporate organisation operating primarily within the global food and drinks industry and more specifically the global coffee industry. Starbucks’ primary business operation is as a purchaser, roaster and retailer of high quality whole bean coffee (Starbucks UK Website, 2017). Globally, Starbucks has over 25,000 stores which are split between company operated stores and licensed stores which account for the majority of the company’s revenues. Starbucks generates additional revenues through two other channels; consumer packaged goods and food service operations (MarketLine, 2017). 

Starbucks is considered a huge international player within the coffee industry with over 21billion US Dollars in revenues generated in FY2016 and operating profits of just under 13billion US Dollars for the same financial year. Geographically Starbucks divides itself into two segments; The US, which accounts for 74% of its total revenues and all other countries accounting for the remaining 26% (MarketLine, 2017).

Starbucks was founded 1971 and originally started as a seller of premium coffee beans and spices with a handful of stores situated in Seattle (Marshall, 2015) since then and under the strong leadership of former CEO Howard Schultz, Starbucks has been elevated to unrivalled heights within the global coffee industry operating in over 70 countries (MarketLine, 2016).

The company prides itself on its quality products and unique customer intimacy (Starbucks UK Website, 2017). The company mission statement reads ‘To inspire and nurture the human spirit – one person, one cup and one neighborhood at a time’ (Starbucks, 2017).






Figure 2.1 – Starbucks Corporation key information 
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Source: (MarketLine, 2016)
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3.3 Definitions of Major Concepts 

Business Strategy 

Business Strategy can be defined as ‘the direction and scope of an organisation over the long term, which achieves advantages in a changing environment through its configuration of recourses and competences with the aim of fulfilling stakeholder expectations’ (Johnson, et al., 2008, p. 3).


Competitive advantage 

According to Porter (1998), competitive advantage is the perceived value that one firm has over another whether that be value in terms of a better price or value created by having superior products or services. Essentially a competitive advantage is the reasoning behind why a customer chooses to purchase a product from a particular company over purchasing the same or a similar product from a competing company.


Competitive position 

A competitive position refers to how a firm intends to situate itself within a market and compete successfully. This relates to the competitive advantage in that it refers to the strategy in which a firm can achieve that competitive advantage (Porter, 1998). For example, a firm may look to position itself as the best value for money option or alternatively it may look to position itself as a premium brand by offering a superior product and subsequently charging a higher price.



[bookmark: _Toc498639750]3.4 Porters Generic Strategies

Starbucks is a world leader within its industry evidenced through its shear operational size, huge revenues and year on year growth within the marketplace (MarketLine, 2017).  In order to gain such a strong presence within the market, Starbucks has developed a clear competitive advantage and position and has been able to achieve this through the implementation of specific business level strategies.
In order to best understand and to some degree, categorise Starbucks’ business strategy this report will draw on the theories developed in Porters Generic Strategies model and will look to apply these to Starbucks operation. 

Porter (2008) contends that any particular industry or market has varying levels of forces acting within it that can influence the competitiveness and subsequent profitability of an organisation operating within it. These forces coined in porters Five Forces Model (1979) depicted in figure 2.2 help an organisation to understand its market in terms of threats and opportunities and should subsequently play a key role in the formalisation of sound business strategy in terms of where the organisation should positon itself within the market (Porter, 2008).
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Figure 2.2 Porters Five Forces Model (1979). Source: https://hbr.org/1979/03/how-competitive-forces-shape-strategy 


Porter (2008) argues that once the market is understood in terms of the governing forces of competition the organisation must develop a strategy that differs in someway from its competitors such as the level of service, product quality, product features, customer support or price in order to meet the needs of different sets of customers within the same market. Through this differentiation of strategy, many organisations can compete and become profitable in what Porter describes as ‘positive sum’ competition where ‘there is a piece for everybody’ (Porter, 2008). 
Porter theorised that an organisation must offer competitive value to its customers through a business strategy that in some way differed from the competitors acting within that particular market in order to succeed (Cruz, 2006). 
According to Porter (1998), there are three generic approaches to business strategy which an organisation can follow in order to gain a competitive advantage within a particular industry; overall cost leadership, differentiation and focus strategies as depicted in figure 2.3 below.
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Figure 2.3 - Porters Generic Strategies Model. Source: Porters (1980) Generic Strategies, Performance and Risk  (2008).


Porter argues that in order for a firm to be competitive within a particular market it must adopt one of the strategies outlined in his Generic Strategies model in order to best defend against the five forces and thus gain a competitive position (Collins & Winrow, 2010). The Generic Strategies model is essentially split into four varying strategies depending on the targeted scope (broad or narrow) and the competitive advantage offered in the market (lower cost resulting in lower price or differentiation). A fifth strategy is additionally conceivable from the model which is a focus strategy of both cost leadership and differentiation (Ormanidhi & Stringa, 2008).

[bookmark: _Toc498639751]3.5 Cost Leadership Strategy 

The Cost leadership strategy is one where the organisation aims to achieve the lowest costs within the market through a strategy that can be centred around production efficiency, economies of scale or reduction of overhead costs depending on the structure of the industry (Eldring, 2008). Through achieving the lowest costs, the cost leader can either maximise profits by selling at industry standard prices to create grater unit margins or look to increase market share by undercutting rival firms’ prices (Porter, 1998). According to Porter (1998), organisations who are successful cost leaders offer products and services that have minimal differentiation aspects on a broad competitive scope and are sustainable by seeking to exploit all areas associated with low cost advantages. Malburg (2000) contends that in order to best implement the cost leadership strategy, often this requires sizeable market share, significant capital to invest in production efficiency technologies, and to have favourable access to raw materials all of which contribute to economies of scale. It can be argued that there can only be one true cost leader in any given market where more than one firm competing to become the overall cost leader can have detrimental impacts for the profitability of the entire market (Eldring, 2008). Once achieved however, the benefits of cost leadership are great in terms of profitability as this strategy can defend against all five competitive forces outlined in Porters Five Forces Model (Porter, 1998).


[bookmark: _Toc498639752]3.6 Differentiation Strategy

An organisation that has opted for a differentiation strategy will look to gain a competitive advantage by offering a product or service that in some way is unique from those already available in the marketplace and through this uniqueness creates enough value to the customer that they are willing to choose their product over a competitors’ (Porter, 1998). This tailoring of the product or service in order to fulfil the customers needs and wants allows the organisation to charge a premium price whilst in addition build a loyal customer base who will continue to purchase these tailored products from that particular brand (Allen & Helms, 2006). The differentiation tactic between one competitor and the other can vary with aspects such as superior product quality, specific product features, a superior purchasing experience, a particular marketing approach and the delivery system method all of which are possible ways of achieving differentiation (Porter, 1998).
According to Jennings and Lumpkin (1992), organisations who adopt a differentiation strategy will seek out competitive opportunities by conducting external analysis of the market as a pose to an organisation striving for cost leadership who may consider the internal aspects of the business more significant in terms of reducing costs. Whilst the differentiator must try to keep its costs to a minimum, unlike the cost leader costs are not the most significant factor especially as the activities involved with creating a unique product or service are often associated with high costs (Eldring, 2008).


[bookmark: _Toc498639753]3.7 Focus Strategy 

The focus Strategy is split into Cost Focus and Differentiation Focus and is concerned with gaining a competitive position within a select market segment (Porter, 1998). This strategy tries to cater to the specific needs of a relatively small segment within a much larger market and can do this by either focusing on a differentiation or cost strategy (Porter, 1998). The focus Strategy offers a narrow competitive scope in relation to the much broader strategies of those associated with Cost leadership and Differentiators but can become profitable where the business is operating exclusively within that particular niche market or where the market is one where there is an extremely diverse consumer base seeking lots of alternatives (Eldring, 2008). According to Allen and Helms (2006) the Focus Strategy is only viable where there is the potential for market growth but in additon the segment is not considered attractive by the major players in the market. 




[bookmark: _Toc498639754]3.8 Limitations of the Model

Although Porters model for generic business strategy gives clear and rounded theories on three separate broad strategies that an organisation may wish to pursue, one argument that may give rise to a potential criticism is that the model is far too rigid and does not cater to organisations who may incorporate elements of more than one strategy or perhaps move between strategies depending on their circumstance.  
Porter (1998) argues that organisations who try to incorporate principals from both a differentiator and cost leader and position themselves within the market based on this combination are destined to fail in what he describes at being ‘stuck in the middle’. According to Porter (1998) organisations who find themselves ‘stuck in the middle’ can not compete on value for money like that of a cost leader and similarly can not compete on unique product qualities like that of a differentiation strategy. Ultimately the customer sees little to no value in the organisation and struggles to compete (Porter, 1998). However, according to Cruz (2006) many organisations must compete on both Price and uniqueness in order to remain competitive. This argument is shared by Kim (2004) who states that with the rise or e-commerce and the subsequent broadening of markets and competition, e-business who compete on both price as well as differentiation will outperform those who rely on just one of the two strategies.
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[bookmark: _Toc498639756]4.1 Starbucks Business Strategy  

It is possible to argue that Starbucks’ Business strategy has evolved over time and perhaps shifted between or combined elements of all three generic strategies put forward by Porter at various points in the organisations life. However, there is evidence to suggest that at its core, Starbucks business strategy fits best with that of a Differentiator.
From the time Starbucks opened is first store in Seattle in 1971 and up until Howard Schultz joined the company as director of retail operations and marketing in the early 1980’s (Starbucks, 2015), it can be argued that its business strategy resided best with the traits of a focus strategy and more specifically a Focus Differentiation strategy. During this time Starbucks was a seller of high quality coffee beans and spices and operated within a local market, targeting a niche market segment (Schultz, 2017). It can be argued that at this time Starbucks best fit with the focus differentiation strategy as it was able to compete on a very small scale by offering a high quality product that satisfied the needs of a small market segment.
It wasn’t until 1983 when Schultz visited Italy and saw the potential of the coffeehouse culture and popularity of Italian espresso bars (Starbucks, 2015) that Starbucks strategy started to shift away from the narrow scope associated with Focus strategy and more towards the broad more expansive Differentiation strategy. Schultz saw a product and an experience in the Italian coffee bars that was not yet available in the US, an experience that centred around a place ‘in-between work and home’ where the customer could get a quality cup of coffee in a local, friendly environment (Marshall, 2015). Essentially what Schultz saw was a highly differentiated experience, product and service from anything available in the US with the potential to capture significant market scope which fits well with the concepts and principals that encapsulate the differentiator strategy in Porters generic strategies model. 
Today Starbucks has over 25,000 coffee outlets in over 70 countries (Starbucks, 2015) and records billions in annual revenues (MarketLine, 2017), something the organisation has been able to achieve through the implementation of a Differentiation strategy. 

[bookmark: _Toc498639757]4.2 Implementation of Starbucks’ Differentiation Business Strategy 

[bookmark: _Toc498639758]4.2.1 Starbucks Quality 

In 1985 Howard Schulz opened the first Starbucks coffee bar (originally Il Giornale) in Seattle at a time in the US when it was very difficult to get a quality cup of coffee on the high-street (Schultz, 2017). From the outset Starbucks vision mission and values centred around a passion for quality, a sense of community and creating a place ‘in-between work and home’ where customers could enjoy not just the quality of product but the quality of the entire experience (Schultz & Jones, 1997). Starbucks were able to achieve this quality product and service by striving for excellence in every aspect of the business operation. One example of this passion for excellence is the organisations commitment to an extremely high level of employee training and subsequent quality coffee. Starbucks Coffee Master training involves vigorous training and skills examinations which incorporate the whole coffee journey, from its history and geography right through to the coffee roasting and blending (Entertainment Clsoe Up, 2012).  Another example of Starbucks’ passion for delivering excellence is the quality of the coffee beans they use which are sourced from the top three percent of the worlds coffee supply and incorporate Starbucks’ own technology to preserve the coffee taste, quality and freshens (Pharma Business Week, 2009). 
Starbucks quality product and unique customer experience centred around this third place between work and home was a highly differentiated concept which can be argued is the most significant factor behind the organisations success. Through bringing this differentiated product and service to the US coffee market, Starbucks was able to fulfil an unsatisfied consumer need and was subsequently able to thrive in what we now know to be a highly competitive industry. 
However, it is not just the quality product and customer experience that gives an indication as to what strategy Starbucks has adopted. There are examples of Differentiation strategies in a variety of Starbucks’ business operations that have helped shape the company and brand into the global success story that it is today.

[bookmark: _Toc498639759]4.2.2 Starbucks Corporate Social Responsibility

 Starbucks has built a brand perception amongst its consumers centred around a strong corporate social responsibility (CSR) where sustainability, environmental welfare, social impact and ethical sourcing are key to the companies ongoing strategy (Starbucks, 2016). 
Bowen (1953) defines CSR as ‘a fundamental morality in the way a company behaves towards society’ and more specifically as the ethical relationship between an organisation and its stakeholders. According to Chouthoy and Kazi (2016) consumers are becoming increasingly interested in an organisations CSR and how an organisation gives back to the environment in which they co-exists. Furthermore, an organisation can build favourable consumer perception, brand trust and commitment through relevant and well delivered CSR (Chouthoy & Kazi, 2016).
Starbucks have used their CSR strategy to help build up their brand loyalty and have often been at the forefront of conservation and sustainability initiatives which have helped differentiate the company from its competitors and thus strengthened its market capture and customer retention.
One such initiative  in 2006 was the introduction of the recyclable coffee cup which was an industry first (Business Wire, 2006). Starbucks have further developed their recycling activities by introducing a waste separation system where coffee cups are separated from the rest of the companies waste products (Starbucks, 2015). Additional recycling schemes have been implemented by Starbucks such as in the UK where stores sell reusable coffee cups which when used enables customers to benefit from a 25p discount on all hot drinks (Smithers, 2013). 
Starbucks have further strengthened their CSR reputation through an unrivalled focus on the ethical sourcing of their coffee beans and other related products (Business Wire, 2016) and social responsibly initiatives such as partnering up with Neighbourly allowing the formulation of strong relationships between Starbucks and local community groups, charities and people (Starbucks, 2016).
Through these CSR initiatives Starbucks have been able to differentiate themselves from other coffee retailers and in doing so have strengthened their competitive positon within the global coffee industry. Starbucks engagement with CSR is a relatively costly activity  evidenced by the millions US Dollars it has invested into its Ethical sourcing initiative (Business Wire, 2015) and is again evidence of its differentiator characteristics. Starbucks is evidently not looking to cut costs and subsequently compete on pricing like that of a Cost leader but more so to satisfy consumer needs through a means of differentiation which enables the company to absorb the higher costs by charging a premium. 


[bookmark: _Toc498639760]4.2.3 Innovation and Digital Technology

Another strategy which Starbucks has adopted as a means to further differentiate itself is its eagerness to incorporate new technologies and innovations for the benefit of its customers and their experience. 
An example of this is when Starbucks teamed up with Microsoft and MobileStar to incorporate free Wi-Fi within a significant number of its company operated stores (Business, Food and High Tech Editors, 2001). This innovation ties into Starbucks’ strategy to deliver a unique customer experience and additionally serves to uphold the company’s values centred around creating a ‘place between work and home’. 
Another innovative initiative that Starbucks has implemented is the drive through window which allows its customers to purchase a Starbucks hot drink ‘on the go’ and serves for a more convenient customer experience (Montgomery, 2004). In 2014 Starbucks launched its mobile ordering system in the US which allows its customers to pre order their beverages using the Starbucks App and thus save time on queuing (Roderick, 2015). Starbucks has continued to try to incorporate new technologies in order to meet the desires of the evolving ‘digital customer experience’ and in 2017 looked to build on their already hugely successful mobile ordering system by introducing voice ordering capabilities (Starbuck Newsroom, 2017). Starbucks’ approach to new digital technology and its awareness of the upward trend in consumer digitalisation has allowed it to prosper at a time where many bricks and mortar organisations have struggled to adapt (Johnson, 2017). Starbucks’ innovative approach is apparent throughout the organisation and is not just restricted to its technological initiatives. Its variety of products for both food and beverages is vast and is continuously updated (Business Wire, 2004) and its coffee shop designs which aim to bring ‘mass customisation’ and a sense of local ownership expressed as ‘my Starbucks’ rather than ‘that Starbucks’ (Sleeth, 2014) are further evidence of Starbucks forward thinking, innovative strategy with differentiation at its core.
Similarly, with Starbucks approach to CSR, being an innovative organisation by nature will incur significant costs however these innovations allow Starbucks to compete on their uniqueness rather than their prices or margins which in essence fits perfectly with Porters principals set out in the differentiation strategy.


[bookmark: _Toc498639761]4.2.4 Growth

One strategy which is clearly at the core of Starbucks objectives is growth. Since Starbucks opened its first coffee bar in the US in the mid 1980’s it has experienced exponential and far reaching global growth which has been unrivalled by any of its competitors as depicted in figure 3.1.
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Figure 3.1 Coffee Shop Global Share 2015. Source: http://blog.euromonitor.com/2016/04/coffee-shops-around-the-world-three-key-insights-for-2016.html (2016).

Even from the outset Schulz’ planned to open 100 stores at a time when the entire concept of the espresso bar was untested in the US and the organisations recourses were minimal (Schultz, 2017). Starbucks’ objective for growth is a strategy which has continued throughout its evolution and has driven it become the global force that is is today with a strong presence in five global segments; the Americas, China/Asia Pacific (CAP) channel development, EMEA (Europe, the Middle East and Africa) and other countries (MarketLine, 2016). Starbucks’ drive for growth is clearly evidenced during the the early to late 1990’s where on average the company opened two stores every day (Marshall, 2015).
Starbucks desire to expand and grow in both current and new global markets has been facilitated by its highly differentiated products and services which according to Schultz (2014) have universal appeal and satisfy consumer needs and wants regardless of the geography or culture. 
However, it is possible to argue that Starbucks’ mission for growth in itself is a differentiation strategy which has set it apart from its competitors evidenced in figure 3.1. By implementing this differentiated strategy with growth at its core Starbucks has been able dwarf its competitor’s revenues and position itself within a much broader market scope than that of any of its competitors.

[bookmark: _Toc498639762]4.2.5 Starbucks Stuck in the Middle 

Although there is ample evidence to suggest that of the three broad generic strategies Starbucks fits best with that of a differentiator, there are cases where Starbucks has incorporated elements of a Cost Leader into its strategy, having both negative and positive impacts on the image and profitability of the company. 
After Howard Schultz stepped down as CEO the organisations focus and strategy started to shift away from its original values associated with quality and an all round exceptional customer experience to becoming increasingly driven by maximisation of revenues and growth (Schultz, 2017). As a result efficiency rather than quality and experience became the most significant driving force within the organisation and the differentiated selling points that had fostered such success for the company started to suffer as a result (Schultz & Gordan, 2011). This focus on efficiency is a strategy that could be seen to share more similarities with that of a Cost Leader where an emphasis on efficient mechanisms are put in place to ultimately reduce the costs of output. This conflict between efficiency and differentiation described by porter (1998) as being ‘stuck in the middle’ had a detrimental effect on Starbucks profits and in 2007 saw the company’s share price fall to the lowest point in its history (Schultz, 2017) and prompted Schultz to send a critical memo to the then CEO Jim Donald as seen in appendix A.
Another example of where Starbucks has incorporated cost leadership traits into its strategy is with its UK tax minimisation practices which saw the company pay only £8.5 million in corporation taxes over a 14 year period despite sales of £3 billion for the same period (Neville, 2012). Porter (1998) argues that in order for an organisation to successfully implement its strategy all sections of the company must be pulling in the same direction with the same objectives. In this example Starbucks’ UK accounting and tax practices directly conflicts with the socially responsible ethical image the company tries to portray to its customers and resulted in a substantial amount of negative PR (Campbell & Helleloid, 2016).
However, there are examples of where the mixture of both Cost leader and differentiation elements have benefitted the company. One such example of this was in 2008 when Starbucks implemented a complete re-organisation of its supply chain structure with the objectives being to reduce costs and improve efficiencies (Cooke, 2010) both of which are more easily associated with a cost leader strategy rather than a differentiator. This re-organisation process which involved better negotiations on ingredient costings, more focus on regional distribution and an integration of Starbucks’ global logistics system was a huge success with company recoding savings of over 500 million US dollars as a direct result without compromising on the level of service it delivered to its customers (Cooke, 2010). 








[bookmark: _Toc498639763]4.3 Advantages and Disadvantages of a Differentiation Strategy 

There are many advantages to both the firm, the market and the consumer that can be associated with differentiation strategies. According to Porter (2008) a market that has multiple differentiators competing within it allows each differentiated firm to experience success and profitability as they bring a unique value offering to the marketplace. This subsequently benefits a wide variety of consumers as multiple firms look to satisfy different consumer needs in order gain a share of the market. Porter (2008) argues that as these firms are competing on varying product features rather than price this allows for profitability to remain high and eliminates the issues associated with price wars and so the market itself is seen as more sustainable in contrast to a highly price sensitive market.

One advantage to firms who opt for a differentiation strategy is increased brand loyalty, where the firm is able to meet the specific needs of the consumer and in return the consumer continues to engage with that particular firm over a rival (Porter, 1998). This increased brand loyalty also helps the firm defend against the threat of new competitors entering the market as well as against external threats such as an economic downturn (Porter, 1998).
Another advantage to firms that differentiate is the ability to charge a higher price for their product than their competitors as they are able to offer unique or superior value by tailoring their products and services to meet the needs of their targeted market (Allen & Helms, 2006).
However, there are additionally numerous potential disadvantages to firms who look to compete on the basis of differentiation. One of the most significant factors firms should consider when undertaking a differentiation strategy is the threat of imitation. This can become a major disadvantage to an organisation if the unique aspect of their product can be easily replicated resulting in intense competition and stimulating price wars (Reynald-Alexandre, 2008). Another disadvantage of a differentiation strategy is the high costs associated with research and development, new technologies and other components used in the manufacturing of a superior or unique product and this coupled with the threat of imitation or potential changes in consumer behaviour may result in the firm no longer being able to offset the higher costs against the premium prices (Porter, 1998).



5. [bookmark: _Toc498639764]Conclusion

Starbucks corporations began its journey as relatively small chain of stores selling premium coffee beans and spices in the Seattle in the USA in the early 1970’s. Today Starbucks is a world leader, dominating the coffee chain industry, operating in over 70 countries around the world and recoding billions US dollars in annual revenues. It has achieved this huge success through clear strategic objectives centred on a quality product, service and customer experience that is unrivalled by any of its competitors.
Porter (1998) argues that that there are three broad business level strategies; Cost Leader, Differentiation and Focus which organisations can use in order to best positon themselves within a market and gain a competitive advantage over their rivals. After critically evaluating Porters model of generic strategies and applying them to Starbucks’ operation this report found evidence to suggest that Starbucks has at some point utilised elements off all three however, the overriding evidence suggests that at its core Starbucks fits best with that of a differentiator. 
Through clear differentiation in its quality, its CSR approach, innovation and desire for growth Starbucks has built a company and brand that offers value and fulfils the needs of a huge cross boarder consumer base which has seen the company leave its competitors behind and become a world leader within its industry. 


6. [bookmark: _Toc498639765]Recommendations 

This report will offer two recommendations on how Starbucks could look to move forward with its business strategy based on the conclusions drawn up within this report.

3) Starbucks should continue to focus on its differentiation strategies associated with quality and an exceptional customer experience. Starbucks should only consider implementing elements of the cost leadership strategy if they have no influence on Starbucks ability to deliver on its unrivalled quality product and service. 
4) Starbucks should continue to engage in a high level of CSR in order further strengthen its brand image and customer retention. Starbucks should ensure that all facets of its business operation are working in tandem on this engagement to limit potential future negative PR that could damage the brands reputation.
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Memo from Howard Schultz to Jim Donald raising concerns about the Starbucks Experience 

From: Howard Schultz
Sent: Wednesday, February 14, 2007 10:39 AM Pacific Standard Time
To: Jim Donald
Cc: Anne Saunders; Dave Pace; Dorothy Kim; Gerry Lopez; Jim Alling; Ken Lombard; Martin Coles; Michael Casey; Michelle Gass; Paula Boggs; Sandra Taylor
Subject: The Commoditization of the Starbucks Experience
As you prepare for the FY 08 strategic planning process, I want to share some of my thoughts with you.
Over the past ten years, in order to achieve the growth, development, and scale necessary to go from less than 1,000 stores to 13,000 stores and beyond, we have had to make a series of decisions that, in retrospect, have lead to the watering down of the Starbucks experience, and, what some might call the commoditization of our brand.
Many of these decisions were probably right at the time, and on their own merit would not have created the dilution of the experience; but in this case, the sum is much greater and, unfortunately, much more damaging than the individual pieces. For example, when we went to automatic espresso machines, we solved a major problem in terms of speed of service and efficiency. At the same time, we overlooked the fact that we would remove much of the romance and theatre that was in play with the use of the La Marzocca machines. This specific decision became even more damaging when the height of the machines, which are now in thousands of stores, blocked the visual sight line the customer previously had to watch the drink being made, and for the intimate experience with the barista. This, coupled with the need for fresh roasted coffee in every North America city and every international market, moved us toward the decision and the need for flavor locked packaging. Again, the right decision at the right time, and once again I believe we overlooked the cause and the affect of flavor lock in our stores. We achieved fresh roasted bagged coffee, but at what cost? The loss of aroma -- perhaps the most powerful non-verbal signal we had in our stores; the loss of our people scooping fresh coffee from the bins and grinding it fresh in front of the customer, and once again stripping the store of tradition and our heritage? Then we moved to store design. Clearly we have had to streamline store design to gain efficiencies of scale and to make sure we had the ROI on sales to investment ratios that would satisfy the financial side of our business. However, one of the results has been stores that no longer have the soul of the past and reflect a chain of stores vs. the warm feeling of a neighborhood store. Some people even call our stores sterile, cookie cutter, no longer reflecting the passion our partners feel about our coffee. In fact, I am not sure people today even know we are roasting coffee. You certainly can't get the message from being in our stores. The merchandise, more art than science, is far removed from being the merchant that I believe we can be and certainly at a minimum should support the foundation of our coffee heritage. Some stores don't have coffee grinders, French presses from Bodum, or even coffee filters.
Now that I have provided you with a list of some of the underlying issues that I believe we need to solve, let me say at the outset that we have all been part of these decisions. I take full responsibility myself, but we desperately need to look into the mirror and realize it's time to get back to the core and make the changes necessary to evoke the heritage, the tradition, and the passion that we all have for the true Starbucks experience. While the current state of affairs for the most part is self induced, that has lead to competitors of all kinds, small and large coffee companies, fast food operators, and mom and pops, to position themselves in a way that creates awareness, trial and loyalty of people who previously have been Starbucks customers. This must be eradicated.
I have said for 20 years that our success is not an entitlement and now it's proving to be a reality. Let's be smarter about how we are spending our time, money and resources. Let's get back to the core. Push for innovation and do the things necessary to once again differentiate Starbucks from all others. We source and buy the highest quality coffee. We have built the most trusted brand in coffee in the world, and we have an enormous responsibility to both the people who have come before us and the 150,000 partners and their families who are relying on our stewardship.
Finally, I would like to acknowledge all that you do for Starbucks. Without your passion and commitment, we would not be where we are today.
Onward…


Feb 23, 2007 12:43:00 PM

Source: http://starbucksgossip.typepad.com/_/2007/02/starbucks_chair_2.html (Schultz, 2007)
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TOP TEN GLOBAL SPECIALIST COFFEE SHOP CHAINS BY 2015 SALES (US$ MN)

Brand Operator 2015 Sales (US$ mn)2015 Outlets
Starbucks Starbucks Corp 21,095 22557
Costa Coffee Whitbread Plc 1809 3036
McCafe McDonald’s Corp 1462 5044
Doutor Coffee Shop Doutor Nichires Holdings Co Ltd718 1108

Coffee Bean & Tea Leaf, Thelntemational Coffee & Tea LLC 520 925

Caffe Nero Caffe Nero Group Ltd 242 683

Tully's Tully’s Coffee Corp 440 605

Ediya Espresso Ediya Co Ltd 361 1240
Caribou Coffee Caribou Coffee Co Inc 3n 522

Gloria Jean's Coffees Retail Food Group 303 666
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Head office:

2401 Utah Ave S, Seattle, Washington, USA

Telephone: 1206 4471575
Website: www.starbucks.com
Financial year-end: October
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Stock exchange: NASDAQ
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