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[bookmark: _Toc498607484]Executive Summary

The purpose of this report is to identify the competitive strategy that Starbucks utilise in order to develop their competitive position. The information within this report was collected from a variety of sources including textbooks, academic journals, the Starbucks corporate website and newspaper articles. Starbucks is the second largest coffee chain in the UK, behind Costa Coffee. Using Porter’s Generic Strategies, Starbucks mainly uses differentiation strategies with elements of cost-leadership strategies. Starbucks avoid the main criticism of Porter’s Generic Strategy model to be ‘stuck in the middle’ as they still differentiate in their operations whilst being ‘stuck in the middle’. The report will explore the ways in which Starbucks have utilised differentiation strategies mainly through product differentiation, customer experience differentiation and distribution channel differentiation. The strengths and limitations of using a differentiation strategy will be outlined and applied to Starbucks. After a conclusion is drawn, recommendations for Starbucks to improve its strategic position to gain competitive advantage will be made. 


1. [bookmark: _Toc498607485]Introduction
1.1. [bookmark: _Toc498607486]Background 
This report will aim to identify the competitive strategy that Starbuck utilise in order to develop their competitive position. Starbucks is a premier roaster, marketer and retailer of specialty coffee. The first store opened in Seattle in 1971 and today, has more than 15,000 stores in 50 countries (Starbucks, 2017). Starbucks stores offer a choice of coffee and tea beverages including packaged roasted whole bean and ground coffees, juices and bottled water as well as an assortment of fresh food and snacks (MarketLine, 2017). For the year ending October 2016, the company reported revenues of $21,315.9 million which was an increase of 11.2% from the year 2015 (MarketLine, 2017). However, Starbucks remain the second largest coffee shop chain in the UK behind Costa Coffee who has 2,121 outlets compared to Starbucks with 898 UK outlets (Project Café UK, 2017). Over 60 percent of Starbucks stores in the UK are franchises, compared to 41 percent in the US (Flanagan, 2014). 

Figure 1.1. Coffee Shops in UK (Hooker, 2017)

1.2. [bookmark: _Toc498607487]Strategy
Strategy is defined by Johnson et al, (2014, p.3) as “the long-term direction of an organisation”. This definition can be expanded into three levels of strategy: corporate-level, business-level and operational strategies (Johnson et al, 2014). Corporate-level strategy is defined by Coll and Montgomery, (2005, p.8 as cited in Furrer, 2016, p.17) as “the way a company creates value through the configuration and coordination of its multimarket activities.” By distinguishing between business and corporate level strategies, a firm can identify business level strategies that will support their corporate level strategies (Furrer, 2016). Johnson et al (2014, p.7) describes operational strategies as “how the components of an organisation deliver effectively the corporate and business level strategies in terms of resources, processes and people.”  
1.2.1. Business-level Strategy 
Starbucks would integrate and align all of these induvidual strategies as part of a wider corporate strategy but for the purpose of this analysis, the report will only look at Starbucks’ business level strategies, mainly within the UK market. Business level- strategy (or competitive strategy) concerns with individual businesses and how they should compete in their particular markets (Johnson et al, 2014). Starbucks’ mission statement shows that strategies will aim to create and expand, uniquely branded Starbucks customer experiences all over the world; “Our mission: to inspire and nuture the human spirit- one person, one cup and one neighborhood at a time” (Farfan, 2017).  
1.3. [bookmark: _Toc498607488]Competitive Advantage 
The term competitive advantage has been described in terms of the attributes and resources of an organisation that allow it to outperform others in the same industry or product market (Charharbaghi and Lynch, 1999). Starbucks would seek to gain a competitive advantage over firms such as Costa Coffee, Caffe Nero and independent coffee shops. A firm may posses two types of competitive advantage, low cost or differentiation (Porter, 1986). Porter (1986, p.20) states competitive advantage is a ‘function of either providing comparable buyer value more efficiently that competitors (low cost) or performing activities at comparable cost but in unique ways that create more buyer value that competitors and, hence, command a premium price (differentiation).” Put simply, a firm can gain competitive advantage by either being cheaper, or by being different which means being perceived by the customer as better or more relevant (The Economist, 2008). Firms create competitive advantage by perceiving or discovering new and better ways to compete in an industry and bringing them to market, which is ultimately an act of innovation  (Stanford University, 2017). 
1.4. [bookmark: _Toc498607489]Porter’s Generic Strategies 
According to Porter (1998), there are three potentially successful generic strategic approaches to gaining a competitive edge over other firms: overall cost leadership, differentiation, and focus. The cost leadership and differentiation strategies seek competitive advantage in a broad range of industry segments, while focus strategies aim to target cost advantages (cost focus) or differentiation (differentiation focus) in a narrow segment (Porter, 2004). In order to use these generic strategies effectively, a firm must make a choice regarding the type of competitive advantage it seeks to gain. Firms cannot achieve complete satisfaction by trying to ‘be all things to all people’ as this will ultimately lead to below-average performance and no competitive advantage (Porter, 2004). 
[image: ]
Figure 1.2 Porter’s Generic Strategy Model (University of Cambridge, 2016)
1.5. [bookmark: _Toc498607490]Differentiation Strategy
Grant (2005, p.35) describes the analysis of differentiation advantage as “identifying opportunities for matching the demand-side desire for differentiation with the supply-side potential for the firm to create uniqueness in its offerings”. Grant (2005) describes differentiation as an emphasis on branding, advertising, design, service, quality and new product development. Differentiation will mean customers will pay a premium price for these types of special offerings, although they do not have to be outlandish and may be something as simple as the best customer service in the industry (Allison, 2017). Differentiation creates a perception of exclusivity which is incompatible with a high market share and therefore, a firm with a differentiation strategy can focus on customer loyalty instead of trying to create a large market share (Porter, 1998, as cited in Allison, 2017). 


[bookmark: _Toc498607491]2.0. Main Findings
[bookmark: _Toc498607492]2.1. Implementation of Strategy
By applying Porter’s Generic strategies to Starbucks, they mainly use a differentiation strategy to gain competitive advantage. When using a differentiation strategy, a company will select one or more attributes that customers will perceive as important and position itself to meet those needs (Porter, 2004) Starbucks entered the UK market in May 1998 through an acquisition of 65 Seattle Coffee Company stores (Starbucks Corporation, 2017). Seattle Coffee Company shared characteristics with Starbucks, which include focusing on a commitment to customised coffee, similar company values and a mutual respect for people and the environment (Starbucks Corporation, 2017). Starbucks achieve and sustain a differentiation strategy as they are an above-average performer in their industry and their expected price premium can be maintained due to the absorption of extra costs incurred in being unique. The UK has become a nation of coffee drinkers with coffee shop visitors purchasing an estimated 2.3 billion cups of coffee per year in stores (Project Café UK, 2017). Due to the potential of market saturation of coffee shops in the UK, it is more important than ever for Starbucks to differentiate in order to sustain competitive advantage as Lavenant (as cited in Hooker, 2017) states; “you need to be different. You need to stand out from the crowd, make consumers feel like yours is the place to go, as frequently as possible”. Starbucks offer a complex package of product and service differentiation and of the capabilities and organisational systems which underlie this differentiation strategy and make it effective in an exceptionally competitive environment where imitation seems easy (Grant, 2005). Starbucks successfully achieves differentiation through product differentiation, customer service differentiation and distribution channel differentiation.
[bookmark: _Toc498607493]2.1.1 Product Differentiation 
In order to differentiate, Starbucks seeks to offer unique products that add value to consumers. Products such as the ‘Flat White’ and ‘Teavana’ shaken iced teas help extend the company’s position as a “coffee authority”, according to CEO Howard Schultz (as cited in Choi, 2015). Starbucks are committed to ethical sourcing and verify the social and environmental performance of all manufactured products that end up in Starbucks stores (Starbucks UK, 2017). For example, Starbucks only use 100% cage-free and free range eggs in all products and ingredients in the UK (Starbucks UK, 2017). 99% of the coffee Starbucks sold in 2015 was ethically sourced which means that the coffee met economic, social and environmental standards for the farmers who supply the coffee (Horovitz, 2015). A Nielsen survey found that 66% of global respondents were willing to pay more for products and services from companies that are committed to positive social and environmental impact (Nielsen Global, 2015). In France, where there is a strong café culture, Starbucks struggled to impress the locals, who viewed their coffee as overpriced for lower quality compared to the French offerings (Flanagan, 2014). To combat this, Starbucks introduced the ‘Vienesse’ coffee as well as a food line more suited to the European market such as red fruit cake, brioche and foie gras sandwiches (Flanagan, 2014). 
[bookmark: _Toc498607494]2.1.2. Customer Experience
Starbucks have focused on the following factors: atmosphere, quality coffee, customer service and employee (partner) satisfaction (West, 2017). Starbucks wanted to change the mindset of their customers from a coffee shop simply being a place to buy a cup of coffee, to a place to experience a good cup of coffee (West, 2017). Starbucks recognises that its not just about the product but also about the customer experience. Every Starbucks store will have the same look and feel regardless of the location, but each store will be personalized to the geographic area (Sullivan, 2015). When Starbucks launch stores in new countries, the company researches the culture, history and local tastes of the area before partnering with local coffee companies and building stores which serve the needs of locals, without compromising on the signature brand (Flanagan, 2014). For example, in China, Starbucks have adopted innovative store designs and in Saudi Arabia, the iconic topless mermaid seen on the logo was changed to a crown on waves due to the decency laws concerning women (Flanagan, 2014). In Europe, local styles are mirrored to honour the history and architecture of the area. For example, in Amsterdam, a stage for poetry was built into a Starbucks store in a converted bank vault (Flanagan, 2014). 
Starbucks has constant communication with its customers through social media platforms and has 35 million likes on its Facebook page, 8 million on Twitter and 4.8 million followers on Instagram (Sullivan, 2015). In 2010, Starbucks used its strong Facebook presence to connect with customers in 156 countries for a virtual sing-a-long to raise money for Project Red. The campaign helped to provide over $7 million days of life saving medicine in Africa. Charity campaigns such as these will strengthen the connection between Starbucks and customers. 
In 2011, Starbucks spent more than $1 million to gain the ability to accept payments via smartphones through the Starbucks mobile app, with one in four of its transactions originating from a mobile device in 2016 (Rao, 2016). In 2014, Starbucks introduced a feature called ‘Order & Pay’ which allowed customers to use the mobile app to place and pay for an order before reaching the store. By 2016, 4% of all Starbucks transactions were made in advance and in 2017, Starbucks introduced the feature at all 2,800 locations in China (Toplin, 2017). By using the app to their advantage, Starbucks will increase engagement and boost sales by adding personalization elements that will allow the app to remember individual orders and use digital tools to help baristas give customers special treatment, such as on a birthday (Rao, 2016; Williams, 2017). 
[bookmark: _Toc498607495]2.1.3. Distribution Channels
Due to rapid expansion in 2008, Starbucks created a single, global logistics system which was important for the company as its supply-chain was widespread. Starbucks owns four US coffee plants in Washington, Nevada, Pennsylvania and South Carolina and one European plant in Amsterdam. These facilities allow Starbucks to have five day operations, rather than the previous seven, and reduce transportation costs and lead times (Cooke, 2010). Coffee beans are often sourced from Latin America, Africa and Asia and shipped to the US and Europe in ocean containers (Cooke, 2010). A more efficient way of delivering coffee beans to its processing plants was developed with the end goal of manufacturing in the region where the product is sold (Cooke, 2010). The transformation of the supply chain has meant Starbucks can execute 70,000 deliveries a week, get new products to market and manage product transitions and new product introductions successfully (Cooke, 2010). Starbucks commits itself to providing suppliers with special training and education programs, and ensures that it has direct interaction with growers which makes suppliers feel like they are integral parts of Starbucks (Sargent, 2017). The company use an automated information system that allows them to monitor demand, inventory, capacity and scheduling which means Starbucks can quickly adjust plans and operations as needed (Sargent, 2017). 
[bookmark: _Toc498607496]2.2. Cost Leadership 
Although Starbucks target differentiation as their main business strategy, they have also implemented cost saving strategies in an effort to maximise profitability. Cost leadership is defined by Lynch (2012, p.306) as ‘the low-cost leader in an industry has built and maintains plant, equipment, labour costs and working practices that deliver the lowest costs in that industry.” As a result of the global recession in 2008, Starbucks CEO Howard Schultz announced that 300 stores would be closed in order to try and recover profit lost from a 9 percent loss in sales (Miller, 2009). Starbucks implemented strategies which renegotiated prices with landlords and suppliers, and adjusted the way individual stores operated (Miller, 2009). While operational costs were cut, Starbucks wanted to appeal to value-conscious customers by offering loyalty cards which provided discounts, sold prepaid debit cards in bulk at a 20 percent discount at Costco and introduced new combination meals which challenged misconceptions about affordability (Miller, 2009). Through the reorganization of their operational systems Starbucks was able to make savings of over $500 million between 2007 and 2008 and their profit margins rose by 4.5 percent in the first quarter after the implementation of the new strategies (Cooke, 2010; Miller, 2009). 
[bookmark: _Toc498607497]2.3. Stuck in the Middle
A firm that engages in generic strategies but fails to completely achieve any of them is described as being ‘stuck in the middle’. Porter (2004, p.16) describes that firms that are stuck in the middle “will compete at a disadvantage because the cost leader, differentiators, or focuser will be better positioned to compete in any segment…such a firm will be much less profitable than rivals achieving one of the generic strategies.” Starbucks use both differentiation and cost leadership strategies, however they go against the traditional theory of being stuck in the middle as they use successful differentiation strategies. Starbucks use differentiation to their advantage by creating products and supreme customer service that their rivals usually try to imitate, whilst creating unique distribution and manufacturing channels which creates the quality products they pride themselves on. Their cost leadership strategies applies only to the time following the recession, whereby they reduced operational costs in order to reduce costs, and therefore, reducing the costs that were passed onto their consumers. 
[bookmark: _Toc498607498]3. Strengths of Differentiation Strategy
[bookmark: _Toc498607499]3.1 Brand Loyalty
Differentiation safeguards a company against competitors to the level that customers develop brand loyalty (Hill and Jones, 2012).  Branding has been the underpinning strategy for Starbucks with the company investing significantly in creating the standardized look and feel of its stores, merchandise, food and drinks (Roll, 2017). A differentiator offers the buyer a unique product, and therefore, because it is the only firm that can supply the product, it commands brand loyalty (Hill and Jones, 2012). Differentiation creates no perceived substitute in the buyer’s eyes, as competitors fail to create a substitute product to compete which ultimately leads to more customers, higher profit and higher market share. However, in the UK, Starbucks have struggled to complete this fully as Costa have the highest market share. 
[bookmark: _Toc498607500]3.2 Premium Price Offerings
Differentiated products are usually offered at a higher price due to the perceived uniqueness that follows differentiation. Starbucks offer a premium product mix of high quality beverages and snacks, using the finest quality products to produce them, whilst providing each customer with a unique Starbucks experience. The creation of a product that can command a higher price that exceeds the extra cost of creating that product is something that Starbucks does well. By raising prices of higher-end, more complex drinks such as ‘Frappuccino’s’, Starbucks can make the most profit from the current demand from its most devoted customers who are already loyal to the brand (Mohammed, 2009). 
[bookmark: _Toc498607501]3.3 Competitive Advantage
The characteristics of a differentiation strategy will ultimately create competitive advantage as competitors will fail to attract customers due to a lack of uniqueness compared to the differentiator (Porter, 2004). A barrier to entry is created through being a differentiator as competitors fail to compete with a brand that offers a unique product (Hill and Jones, 2012). Starbucks has held a competitive advantage in the US by making the most of innovative product lines, such as the re-launch of the ‘Pumpkin Spice Latte’ encouraging an extra 150,000 visits in 2016, and capitalizing on changing consumer preferences, for example, introducing almond milk and other non-dairy milk alternatives into its stores which Starbucks are able to charge extra for (Forbes, 2016). 
4. [bookmark: _Toc498607502]Limitations of Differentiation Strategy 
4.1. [bookmark: _Toc498607503]Risk of Imitation
When perceived value is created through differentiation, there is always a risk that competitors will seek to imitate a product in order to earn more profit. A firm may struggle to sustain long term perceived uniqueness as competitors move to copy successful differentiators and as the overall quality of products offered by all companies’ increases, brand loyalty declines (Hill and Jones, 2012). A firm that possesses valuable resources can gain competitive advantages, but firms will face the risk of other firms imitating the value of these resources and using them against the firm that originally used them (Barney, 1995). Dunkin’ Donuts have launched an app that allows loyalty program members to order and pay via a mobile app, similar to the Starbucks ‘Order & Pay’ app but Dunkin’ Donuts may struggle to compete with the success of the Starbucks alternative with 24 per cent of orders made via mobile (Taylor, 2016). 
4.2. [bookmark: _Toc498607504]High Costs
A major disadvantage of differentiation strategy is the high costs that are associated with producing unique, premium products. A differentiated competitor will be abandoned by buyers if the price premium becomes too high unless the firm shares some of the value created with the buyer in the form of a more reasonable price (Porter, 2004). Firms must also keep competitor prices in mind or face the risk of the price premium growing beyond sustainable levels even if differentiation is maintained (Porter, 2004). Starbucks main costs driver is the price, per pound, of coffee beans which Starbucks sources from numerous places in order to keep up with demand (Jones, 2014). However, Starbucks are able to pass on any cost rises on to their consumers with a 1% increase in prices able to raise profits by an average of 11% (Dawson, 2013). 
5. [bookmark: _Toc498607505]Conclusion
By using a differentiation strategy, Starbucks have been able to gain competitive advantage, except fully in the UK where Costa still has the biggest market share. Starbucks are able to charge a premium price for their offerings as the quality of the products have added perceived value to consumers. Starbucks use ethically sourced, Fair Trade products where possible which attracts customers and builds a positive reputation for brand loyalty. Starbucks pride themselves on the ‘Supreme Customer Experience’ that they offer and they fully understand that their competitive strategy relies heavily on customer experience, alongside their product ranges. Starbucks have invested large amounts of money in using technology in their operations, allowing customers to pay via a mobile app which boosts sales and engagement with customers. Following the recession, Starbucks found themselves adopting a cost-leadership strategy. Starbucks reorganized their distribution channels in order to reduce costs and control the logistics operations with one global system. The reduction in their operational costs meant that Starbucks were able to reduce the costs that were passed onto their consumers and appeal to more value-conscious consumers. Starbucks go against traditionally being stuck in the middle of their competitive strategies as they continue to differentiate whilst also adopting elements of a cost-leadership strategy. 
6. [bookmark: _Toc498607506]Recommendations
In order to expand their competitive advantage, Starbucks could benefit from focusing on one, specific strategy. If they were to focus on a differentiation strategy in the UK, Starbucks may be able to gain a higher market share from their main competitor, Costa.  
Starbucks could also establish a firmer strategy with regards to the use of technology. If Starbucks were to invest more money in their mobile app, they would be able to raise profit margins and in turn, market share. Raising engagement levels from consumers will make Starbucks appear to be more social which will encourage customers to purchase from them. 
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