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[bookmark: _Toc498535438]1.0 eXECUTIVE sUMMARY

This report will identify the strategy used by Starbucks and analyse how this strategy was achieved. This strategy will be critically evaluated and then recommendations based on the findings at Starbucks will be made. 

	The information within the report was sourced from textbooks, online journals, newspapers and the Starbucks website.

	The report found that Starbucks use the differentiation strategy from Porter’s Generic Strategies. For Starbucks to be able to achieve this they used the following methods:

· Demonstrate ethical values by means of their sourcing of the coffee beans and reducing their carbon footprint
· Expansion of their brand to China

The differentiation strategy has many advantages, these include the formation of competitive advantage which allows Starbucks to hold the advantage over their competitors which theoretically should result in more sales. It has also allowed for Starbucks to be able to charge premium prices as they proved a superior quality product along with excellent quality service in their stores.
	Along with advantages come disadvantages and some that Starbucks may be affected by include product imitation by means of competitors seeing the opportunity to turn a profit and utilising Starbucks strategy for themselves, and they may be affected by the high prices they charge. Although they may have an established customer base, any potential new customers may be deterred by the price as they do not know enough about the brand and may seek to find a cheaper alternative. 

Recommendations that could improve Starbucks performance include:
· Including a wider selection of healthy options into their snack and lunch menu
· Adding more local Chinese options to their Chinese stores to appeal to customers getting not just their beverages but their lunch at Starbucks too
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2.1 [bookmark: _Toc498535440]Report Remit
This report aims to identify the competitive strategy that the company have used to develop their current competitive position. Examples of how this is achieved will be given and critical analysis of the strategy will be undertaken. Recommendations based on findings of the report will be given. 

2.2 [bookmark: _Toc498535441]Background of the organisation
Starbucks is an American coffeehouse who pride themselves on providing high-quality whole bean coffee. Their first store was opened in Seattle in 1971 and by 1987 they had grown to 17 stores. In June 2015 the total number of stores was 22,519 (Starbucks, 2017). As a company, Starbucks offer a choice of hot beverages such as coffee and tea, a range of cold drinks like juices and offers fresh food and snacks (Marketline, 2017). Although Starbucks have branched out from coffee by offering the juices, snacks and merchandise, they do still encounter competition from their competitors. Dunkin Donuts are one of these competitors and figures show that Dunkin Donuts stock has gained 8.13% as opposed to Starbucks which gained 1.12% (Mourdoukoutas, 2017).
Starbucks mission statement is ‘To inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time’. It is included in their values as stated online that they want to create a ‘culture of warmth and belonging where everyone is welcome’ (Starbucks, 2017). They currently employ 254,000 staff and their turnover is 21,513.9 US$.

2.3 [bookmark: _Toc498535442]Definitions of Major Concepts

[bookmark: _Toc498535443]2.3.1 Strategy 
Strategy is defined by Johnson and Scholes as ‘the direction and scope of the organisation over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations’ (Johnson et al., 2011). According to Lynch 2007, there are three principal areas of strategy. These are strategic analysis, strategic development and strategic implementation. If a strategy is to be successful, then each of the areas should be carefully considered. 
Strategic analysis is when the organisation, along with its mission and objectives, are analysed. Corporate strategy enables the managers of the organisation to develop the organisations objectives. They would also consider the relationship between the organisation and the environment, along with analysing the resources that the organisation has access to. 
Strategic development involves selecting which options need developing. It is normal practise that the strategy would be built on the skills that the organisation already possesses, including the relationships that are formed with suppliers, customers, distributors and the government. This means that advantages over the competitors can be maintained over time. Regularly there is more than one option and it is satisfactory for more than one to be selected.
Strategic implementation is when the options have been selected and they are now to be implemented. The company may experience problems whilst doing this such as having to overcome any legal matters that many arise, the motivation of the employees and any power relationships that may be present in the company’s managerial structure. If the selected strategy cannot be implemented, then it is of no value to the company. 
 
[bookmark: _Toc498535444]2.3.2 Business Level Strategy
Business level strategy is the second level of strategy, after corporate strategy which is concerned more with the whole organisation. Business level strategy is more specific in that it is concerned with how the business sold compete in their particular market. For example, anything that considers matters such as differentiation, or pricing strategy would be considered as part of the business level strategy (Johnson et al., 2011).

[bookmark: _Toc498535445]2.3.3 Competitive advantage
Competitive advantage is achieved by offering buyers a lower cost product than their competitors or by having a unique way to distribute or offer their product, thus charging a higher price. It is argued by Porter that this is the only way competitive advantage can be achieved (Porter, 1985, cited in Bashir, M & Verma, R 2017).

[bookmark: _Toc498535446]2.4 Porters Generic Strategies 
Porter’s generic strategies include three main categories. These are overall cost leadership, differentiation and focus. 
The overall aim of implying the cost leadership strategy would be that in comparison to the company’s competitors, they have the lower cost. Albeit, service areas and excellent quality products are still a principal factor and must not be overlooked. Cost leadership involves a lot of managerial attention, particularly in the cost control aspect of the business. If this is attained it enables the company to achieve the main objectives of the strategy which include rigorous construction of efficient facilities, tight cost and overhead control and the avoidance of marginal customer accounts (Porter, 1998). 
	A low-cost positioning for the company means that the company can gain returns that are above average even though they have competitors. The lower costs mean that the company still makes a profit, and the rivals are left without as their profits have been consumed by them in the strive to beat the competition (Porter, 1998). A low-cost position can act as a defence mechanism for the company against suppliers too, as it provides the company with more flexibility to cope with any price increases that may occur (Porter, 1998).
	Differentiation is where products or services that provide a different benefit to the customer in comparison to the company’s competitors are provided. This may be by offering a better level of customer service, a higher quality coffee or a wider range of menu options so therefore offering them at a higher price. A phrase commonly used by Porter is ‘perceived uniqueness’ (Porter,1985, et al 2011). As stated by Scholes, ‘the aim is to achieve competitive advantage by offering better products or services at the same price or enhancing margins by pricing slightly higher. In public services the equivalent is the achievement of ‘a centre of excellence’. (Johnson, et al, p.229, 2011)
	Focus Differentiation. A company who choose to follow the focus differentiation strategy would be convincing their customers that their product is adequately different to its competitor’s product. This enables them to justify the higher prices. Businesses who use this strategy are normally offering a niche product. Issues with this strategy include choices that need to be made between using a focus strategy or a differentiation strategy. For example, a company that have chosen a differentiation strategy by means of targeting a global customer base may choose to avoid using the focus strategy as cultures and values across the globe differ substantially therefore the focus element is eliminated do to having such a broad target customer (Johnson et al., 2011).
[image: ]

Figure 1. Diagram showing Porter’s Generic Strategies. Porter, M. (1998). Competitive Strategy: Techniques for Analysing Industries and Competitors. 2nd ed. New York: The Free Press.
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3.1 [bookmark: _Toc498535448]Implementation of the strategy

3.1.1 Expansion of products
Starbucks have adapted the strategy of differentiation by offering several types of products and services alongside their coffee such as merchandise, excellent customer service and its worldwide offering of locations. These all contribute to Starbucks being a valued brand which is often too high a cost for competitor to compete with. An example of Starbucks demonstrating the differentiation strategy would be the release of two new drinks in spring 2017. These two drinks contain less calories than the average coffee, targeting those who are conscious of their health and wellbeing (Rodionova, 2017).  

3.1.2 Expansion of business to China
Another example of Starbucks demonstrating differentiation would be the expansion of its brand to China. The first store was opened in China in 1999, and by 2001 the launch of the green tea Frappuccino proved a remarkable success with it being a local product (Starbucks, 2017). In 2004, Starbucks released a statement claiming that due to China’s ‘large population, rising economy and increased in coffee consumption’ that it could be one of its largest markets (Business Wire, 2004). This has proven to be true as according to Chief Executive Kevin Johnson, Starbucks is aiming to open 5000 stores in China by 2021. This is almost double their current store count of 2800 (Forbes, 2017). 

3.1.3 Price differentiation
Starbucks products retail at some of the most expensive prices on the market for coffee as can be seen in appendix A which shows a list of Starbucks coffee prices in comparison with appendix B which shows a list of prices at Greggs. Substantial differences in price can be seen between the two companies, with Starbucks being the most expensive. This is an example of Starbucks showing focus differentiation. Their product is not a ‘niche’ product and they have heavy competition from many other coffee houses, whether they are chain or local businesses. Evidence of Starbucks using the focus differentiation strategy can be seen not only from their significantly higher prices but also from information on their website stating that they have the ‘best beans’ (Starbucks, 2017).



3.2 [bookmark: _Toc498535449]Advantages & Disadvantages of the strategy

3.2.1 Advantages of the Differentiation Strategy
Differentiation allows a company to be able to charge a premium rate for their product or service. Starbucks, for example, have been able to use this strategy as they have demonstrated that they are an ethical brand by means of recycling, farmer support and by trying to reduce their carbon footprint (Starbucks, 2017). This helps them to appeal to customers who may be more interested in where their coffee is coming from and what impact that this has on the environment. These values enable the Starbucks brand to establish brand loyalty which in turn helps them maintain stability as a company. Brand loyalty involves customers becoming loyal to their preferred brand and they then continue to purchase goods or services from this specific brand (Block and Roering, 1979. For example, if a new brand of coffee was to be introduced which was cheaper than Starbucks, Starbucks have already established themselves as a company therefore have a higher chance of maintaining its customers loyalty. Customers may also have a view that the new brand’s pricing is less, consequently portraying the image that the quality is also less meaning that the risk of customers loyalty being lost is minimized.
	 Brand loyalty also means that the customers will return, allowing for repeat sales and therefore increased profits. Branding can also help the customer decide on the quality of the product, for instance if Starbucks branding was applied to a new product that customers were unsure of they would trust that the quality would be the same as Starbucks products they are already familiar with. This is supported by Dibb and Simkin who also argue that a brand represents status and for this reason customers may feel that a brand such as Starbucks may show them in an affluent way and for this reason they would remain loyal to the brand to main their image (Dibb and Simkin, 2012).  

3.2.2 Disadvantages of the Differentiation Strategy
	Although customers may become loyal to their chosen brand, it is possible however for competitors to copy its methods thus focus differentiation isn’t always the best strategy. If a competitor was successful in copying a company’s strategy it may result in the loss of customers and consequently revenue. There are two different ways in which a company could copy another’s strategy, these are substitution or duplication. Duplication is the most popular of the two and it happens when one company sees that another has a competitive advantage and they then use similar ways to achieve the competitive advantage for themselves (Barney, 2012).  


3.2.3 Disadvantages of Cost Leadership
[bookmark: _GoBack]	Cost leadership may be hard to sustain due to competitors copying or replicating the design. Any advances in technology may mean that it becomes cheaper for new companies to produce or offer the same products. There are also risks with the cost leadership strategy due to there being so many different companies all competing in the same market, making it harder to become either the cheaper brand or the most valued brand (Hooley et al., 2012). Companies who charge more for their products tend to incur a higher cost from their suppliers as the products are of better value. This can be a charge that the company either passes on to the customer or reduces their profit margins in order to keep their prices down (Meek, et al., 2003). 
	MAIN BODY	
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4.0 [bookmark: _Toc498535450]Conclusion

From the report Starbucks have been successful in achieving a competitive advantage in the coffee market. This has enabled them to charge a premium price for the ‘best beans’ and their customers remain loyal to the brand. It has also helped Starbucks establish themselves as a brand name, and therefore gaining brand loyalty and from the brand loyalty come repeat sales and larger profits. 
	The differentiation strategy has been successfully implemented by expanding their business to China, introducing new products and by ensuring they appear as ethical which allows them to justify the premium prices that they charge. 
	Although the differentiation strategy has worked favourably for Starbucks, it is not without its limitations. The premium prices may work well for Starbucks profit margins, but may be a deterrent to any new potential customers who don’t know that much about the brand and may seek to find cheaper alternatives.      


4.1 [bookmark: _Toc498535451]Recommendations

· In line with Starbucks releasing the two low-calorie drinks, they could continue to branch out the low-calorie range and introduce low-calorie snacks and lunch options. 
· Based on Starbucks intention to continue expansion throughout China and the production of a local green tea drink, Starbucks could incorporate more of China’s local food preferences into their food menu to encourage more customers to have their lunch at Starbucks as well as getting their beverages from the chain. 
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5.0 [bookmark: _Ref498535667]APPENDICES

APPENDIX A – Table showing selection of coffee prices at Starbucks
	
	Tall
	Grande
	Venti

	Espresso Beverages
	
	
	

	Vanilla Spice Latte
	3.25
	3.55
	3.75

	Caffe Americano
	2
	2.29
	2.5

	Flat White
	2.6
	
	

	Caffe Latte
	2.25
	2.6
	2.95

	Caffe Mocha
	2.8
	3.1
	3.4

	Espresso Con Panna
	1.7
	2.1
	

	Iced Caffe Latte
	
	1.9
	

	Capuccino
	2.25
	2.6
	2.95

	Caramel Machiato
	3.05
	
	

	Espresso
	1.6
	1.9
	

	Espresso Machiato
	1.6
	2
	

	[bookmark: _Hlk498087846]Table showing selection of coffee prices at Starbucks

Veys, Y. (2017). ✅ Starbucks Menu Prices UK - Price List 2017. [online] Fast food menu & prices UK. Available at: https://fastfoodprice.co.uk/starbucks-menu-prices-uk/ [Accessed 9 Nov. 2017].



APPENDIX B – Table showing selection of drinks prices at Greggs
	Coffee



	Latte (Regular)
	 
£1.75
	 


	Latte (Large)
	 
£2.00
	 


	Cappuccino (Regular)
	 
£1.75
	 


	Cappuccino (Large)
	 
£2.00
	 


	Mocha (Regular)
	 
£1.75
	 


	Mocha (Large)
	 
£2.00
	 


	Americano (Regular)
	 
£1.50
	 


	Americano (Large)
	 
£1.75
	 


	White Coffee (Regular)
	 
£1.50
	 


	White Coffee (Large)
	 
£1.75
	 


	Espresso (Regular)
	 
£1.35
	 


	Tea (Regular)
	 
£1.00
	 


	Tea(Large)
	 
£2.00
	 


	Hot Chocolate (Regular)
	 
£1.65
	 


	Hot Chocolate (Large)
	 
£1.90
	 

	[bookmark: _Hlk498087864]Table showing selection of drinks prices at Greggs
Uk.menuwithprice.com. (2017). Greggs Prices and Menu in the United Kingdom - Menu with Price. [online] Available at: https://uk.menuwithprice.com/greggs-menu/ [Accessed 9 Nov. 2017].
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