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[bookmark: _Toc]Executive Summary
This report will:
Identify the strategy adopted by Starbucks
Analyse how Starbucks have achieved the strategy 
Critically evaluate the strategy used by Starbucks
Offer recommendations for ways forward for Starbucks based on the findings
The information within this report was collected from a variety of sources including textbooks, academic journals and Starbucks’ website.
This report found that Starbucks use differentiation as a competitive strategy in specialty coffee market. It provides benefits that customers value and can charge a premium price. Three main benefits which customers perceive are as follows:
· High-quality coffee; By maintaining high-quality coffee and grounding coffee beans fresh for each batch, Starbucks provides customers with high-level and consistent coffee experience.
· Excellent services; Starbucks has comfy chairs, great smells, free WIFI and pretty people who are excited about coffee. It has a good reputation of in-store experience.
· Symbolic benefits; It is the customers’ feeling of prestige or superiority when they are consuming in Starbucks.
By using the differentiation strategy Starbucks can gain following advantages:
· Reducing customers’ sensitivity towards price and charge a premium price. By providing customers benefits that they value Starbucks successfully make them accept premium price.
· Gaining competitive advantage; Using differentiation strategy Starbucks performs better relative to competitors in some aspects, including quality product, services. It is easier for Starbucks to build brand loyalty.
· Building barrier to entry; Because of connections between customers and Starbucks it is difficult for later entrants to attract customers from Starbucks and other existing sellers.
On the other hand Starbucks may be under risks arising from differentiation strategy, these risks are:
· Risk of higher costs; Customers may convert to cheaper options in order to acquire cost savings, especially when there is a economic recession.
· Risk of imitation; Competitors will try their best to match Starbucks. Thus customers’ perception of uniqueness of Starbucks will weaken.
Based on above findings some recommendations may help Starbucks improve performance. they are:
· Maintain high-level coffee and services.
· Advertise other brand attributes like responsibility and innovativeness. 
· Encourage innovation in products and services among employees in order to reduce the risk of imitation
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[bookmark: _Toc2]1.1 Objectives
This report will:
Identify the strategy adopted by Starbucks
Analyse how Starbucks have achieved the strategy 
Critically evaluate the strategy used by Starbucks
Offer recommendations for ways forward for Starbucks based on the findings 
[bookmark: _Toc3]1.2 Starbucks
Starbucks Corporation is a premier roaster, marketer and retailer of specialty coffee. Starbucks opened it’s first store in Seattle in 1971 and has grown from one store to 25085 stores today (Starbucks, 2017). Starbucks retail stores are mainly located in high-traffic, high-visibility locations, such as downtown and suburban retail centers, office buildings, university campuses, and in select rural and off- highway locations(Marketline, 2017). With approximately 254,000 people worldwide Starbucks is famous for providing its clients over the world with high quality coffee and beverages, including packaged roasted whole bean and ground coffees, a variety of premium single-serve and ready-to-drink coffee and tea products, juices and bottled water (Starbucks, 2017). Starbucks stores also offer an assortment of fresh food and snack offerings. In addition, Starbucks aims to provide a place for people to chat, meet up or even work, which is in line with it’s mission to inspire and nurture the human spirit – one person, one cup, and one neighborhood at a time.
[bookmark: _Toc4]1.3 Business-Level Strategy
Johnson et al.(2008, p.9) define strategy as 
‘Strategy is the direction and scope of an 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’.
Strategies exist at a number of levels in an organization. It is easy to distinguish at least three different levels of strategy(Johnson et al.2008, p.11):
· Corporate-level Strategy
· Business-level Strategy, and 
· Operational Strategies
Business-level Strategy is about how various businesses units contained as parts of the whole corporate should compete with its competitors in certain markets(Johnson et al.,2009). For this reason, sometimes business-level strategy is called competitive strategy. Starbucks’ competitive strategy is how to compete with other such specialty coffee shops as Dunkin and some companies in fast food industry who have entered the specialty coffee segment, McDonald for instance(Marketline,2017). 
[bookmark: _Toc5]1.4 Competitive advantage 
A firm’s competitive advantage is its superior performance relative to other competitors in the same industry(Barney, 1995). It is achieved if and when real value is added for customers. This often requires companies to make the most of their resources to achieve higher revenues and margins(Hamel and Prahalad, 1993). Generally, competitive strategies are built around perceived difference and cost leadership (Thompson et al.,2010). Competitive strategy develops basically out of added value exceeds the firm’s cost of creating it.(Porter, 1998).
[bookmark: _Toc6]1.5 Porter’s Generic Competitive Strategy
Porter (1998) advanced the theory first. According to him, Superior value can be gained from offering cheaper products or services with equal benefits or providing unique benefits which let customers pay a higher price. There are two basic types of competitive advantage: cost leadership and differentiation. Meanwhile, the choice of competitive scope or the range of a firm’s competitive activities can play a powerful role in determining competitive strategy. Therefore, the third generic strategy is focus, in which a firm serve a particular group of customers, a narrow market, or a segment of in certain industry(Porter, 1998). The focus strategy has two variants, cost focus and differentiation focus. The cost leadership and differentiation strategies seek competitive advantage [image: ]in a wide range of industry, while focus strategy aims to acquire cost advantage(cost focus) or perceived difference(differentiation focus).

Figure1-1 Porter’s Model of Generic Strategies(Taken from Porter ME(1998) Competitive Advantage : creating and sustaining superior performance.)

[bookmark: _Toc7]1.6 Stuck in the middle
Porter (1998) has argued that an organization should avoiding being ‘stuck in the middle’, which means that a firm doesn’t concentrate on one particular strategy that he has identified. However, a firm could differentiate all its product or services while sustaining a cost advantage(Lynch and Smith, 2007). The differentiation strategy will lead to higher market share and thus the firm can utilize the economies of scale(Miller and Dess, 1996). The firm which is the cost leader may be followed by rivals and can’t ignore added value. Similarly, differentiation is based on cost management so that  the firm can acquire higher margin. the two basic strategies can be not mutually exclusive.

[bookmark: _Toc8]2.0 Main Findings
According to Porter’s generic strategy model, Starbucks fits the differentiation strategy. Starbucks not only provides customers with differentiating in-store experience but also meets their unstated needs(Marketline, 2017).  These unstated needs are met through free WIFI, pleasant music and employees’ enthusiasm. In addition, the requirement of differentiation focus strategy sheds light on why it can not be Starbucks’s generic competitive strategy. Differentiation focus strategy requires a viable segment which must be clearly identifiable(Thompson and Martin, 2010). Starbucks doesn’t have a clearly segment to exclusion of other segments. It serves a broad range of customers who seek benefits of enjoying quality coffee in a relaxing atmosphere, a place to chat with friends and relatives and a place to work. Therefore Starbucks has to compete with not only specialty coffee shops but also quick-service restaurants(Starbucks, 2017) . All of these suggest that Starbucks use a generic strategy of differentiation. 
[bookmark: _Toc9]2.1 Differentiation Strategy
In a differentiation strategy, a firm aims to be unique in certain industry. The firm will select several factors which are perceived by customers as important and offers added value. In different industries, the factors are different so that differentiation is peculiar to each industry(Porter, 1998). However, adding value in some areas is insufficient. It is important to make your customers recognize and appreciate the difference(Thompson and Martin, 2010).  To add value means higher cost in order to achieve better performance. However, higher cost can be offset by premium price and firms using a differentiation strategy usually can achieve higher margin. Simply, a differentiator acquire higher margin through cost management and customer’s perception of value added. This shows that cost management also matters for differentiators. To sustain differentiation-based advantage, firms can improve cost efficiency, accumulate competences or intangible assets such as brand, image or reputation, and increase switching cost for customers changing the source of supply of a product or service(Johnson et al., 2008 )
[bookmark: _Toc10]2.2 Starbucks’ Differentiation Strategy
As mentioned above, firms using differentiation strategy focus on providing added value in some areas that customer are willing to pay premium price. Starbucks provides added value in in-store  experience including high quality of coffee and value-added services. In addition, Starbucks as a            brand meets psychological need of customers.
[bookmark: _Toc11]2.2.1 Maintain High-Quality coffee
Starbucks believes that customers choose among specialty coffee retailers primarily on the basis of product quality, service and convenience, as well as price(Marketline, 2017). It takes a lot of measures to maintain high-quality coffee and consistent coffee experience.
Firstly, Starbucks make sure its coffee beans meet the highest standard of quality. Starbucks use arabica coffee beans growing in high altitude, which have more complex flavours(Starbucks, 2017). 
Also, Starbucks has established farmer support centres to provide advice, free, to coffee farmers because Starbucks recognized the need to do more to ensure the long-term supply of the high-quality coffee on which their business depends.(Starbucks, 2014). With the help of Conservation International, Starbucks developed guidelines for the sustainable production of high-quality coffee in 2001. Now Starbucks has built close relationship with coffee farmers and a resilient supply chain which can reduce risk of climate change.
In the process of expansion, Starbucks also face the problem how to ensure that customer experience is roughly the same every time. Starbucks took a strange step but made a difference: the firm has ordered its baristas to slow down. Coffee beans will not be ground in morning but ground fresh for each batch. The result is a more consistent coffee experience(McArdle, 2017).
[bookmark: _Toc12]2.2.2 Provide Value-Added Services
Starbucks is well known for its excellent in-store services. In Starbucks, customers can get access to free WIFI and download or control the music in the store, thanks to the collaboration with Spotify and itunes (Starbucks, 2017). This not only improves customers’ experience but also increases times of customers using Starbucks application on their mobile phones or iPads. Therefore Starbucks is able to gain customers’ loyalty. More importantly, customers will encounter people who are informed and excited about coffee in stores of Starbucks(Schultz, 1997).  Starbucks believes that it can’t succeed without the passion and determination of their partners, which is the what Starbucks’ employees are referred to as. In an effort to make everyone in the company feel more united and equally as valued, Starbucks offers many benefits to employees, including stocks, health plan, education support etc(Rella, 2016).
When people think about Starbucks, it’s natural to  think about comfy chairs, great smells, pretty people and WiFi, which form the third place. The third place is between home and office where people can chat, meet up or even work. That is how Starbucks bring the feeling of connection to their customers (Matthew, 2008). Through Starbucks’ success it has changed the mindset of coffee customers worldwide: from a coffee shop being a place to buy a cup of coffee to a place to experience a good cup of coffee. These let Starbucks earn a good reputation of excellent in-store experience, which is Starbucks’ advantage over competitors. So Starbucks can expand quickly over the world. Starbucks is by far the leader in this industry although customers are not so satisfied with its in-store experience as before (Temkin Group, 2017).
[bookmark: _Toc13]2.2.3 Symbolic Benefits
According to Keller’s (1993) classification of benefits that customers attach to product or service, symbolic benefits are the third type of benefits beyond functional and experiential benefits. They relate to customers’ need for social approval, personal expression and self-esteem. In case of Starbucks the benefits are the feeling of prestige or superiority when consuming Starbucks products,  at least for Asian customers (Paek et al., 2012). This comes from Starbucks’ initiative actions that everything in stores should seem to be superior, including the arts in stores, music and aroma of coffee(Schultz, 1997). All these are part of Starbucks’ brand image. In addition, it’s no doubt that Starbucks is innovative and professional in serving specialty coffee. It established innovative stores over the world and encourage partners to create new flavor coffee combining with local culture. For example, Green Tea Frappuccino is created by employees in Taiwan and has been popular over the world(Schultz, 2011). 
In addition, Starbucks has gone digital and connect the millennials through social media and Coffee has become almost synonymous with Starbucks for the Millennial generation(Millennial Marketing, 2017). For young people, modern and trendy aspects of Starbucks are important and will raise their satisfaction when enjoying coffee in stores.
[bookmark: _Toc14]2.3 Advantages of Differentiation Strategy
[bookmark: _Toc15]2.3.1 Reduction of  customers’ sensitivity towards price
When customers select sellers for certain product or service, price is an important aspect to consider. However, customers’ sensitivity towards price can be reduced by high quality of product or service. And For customers who place high levels of importance on symbolic image which products or services represent, price plays a minor role in the decision process (Leigh and Gabel, 1992). In return, companies tend to set higher price to connote a higher level of quality. Similarly, companies using differentiation strategy tend to charge a premium price. For Starbucks, it not only provides customers with high-level coffee and excellent experience but also offer symbolic benefits for customers who value the reference group Starbucks represents. These reduce customers’ sensitivity towards price and Starbucks can charge a higher price for its coffee. This means greater margin for Starbucks.
[bookmark: _Toc16]2.3.2 Creation of competitive strategy
Michael Porter defined the two types of competitive advantage an organization can achieve relative to its rivals: lower cost or differentiation. This advantage derives from attribute(s) that allow an organization to outperform its competitors, such as superior market position, skills, or resources (Porter, 1998). Company using differentiation strategy provides customers with unique product or services that competitors are not able to offer so that can gain competitive advantage. In case of Starbucks, excellent in-store experience is what competitors can not offer. As long as customers value experience in stores, Starbucks can build brand loyalty and encourage repeat visits, which means that Starbucks can sell more coffee in relative to its competitors.
[bookmark: _Toc17]2.3.3 Building barriers to entry
Barriers to market entry are critical environmental factors that influence firm profitability by preventing new competitors from entering markets (Bain, 1956; Porter, 1980, 1998; Karakaya and Stahl, 1989).  Existing sellers’ product differentiation is an important barrier as it creates loyalties and relations among buyers and established sellers, and accompanying obstacles for the entrant trying to access customers. (Pehrsson, 2009). 
Starbucks acquire loyal relationship with customers through offering better services than competitors’. It is hard for later entrants to attract customers from Starbucks because of Starbucks has already internationally recognizable mainly by word of mouth. As a result, if there is one new entrant, it would cost a great amount of money to advertising its product and its new brand. There will be less entrant in coffee industry considering of the great cost.
[bookmark: _Toc18]2.4 Limitations of Differentiation Strategy
[bookmark: _Toc19]2.4.1 Risk of higher costs
As Porter pointed out, buyers may give up some of the features, services, or image possessed by the differentiated firm in order to gain large cost savings(Porter, 1980).  For Starbucks, its customers may sacrifice great services or superior decoration for cost savings, especially in gloomy economic environment. This can be opportunities for competitors to attract customers from Starbucks and decrease Starbucks’ revenue.
[bookmark: _Toc20]2.4.2 Risk of imitation
Because every brand try its best to match competitors, it is difficult for a firm to achieve substantial differentiation(Sharp and Dawes, 2001). A new product launched by a leading firm often leads to followers’ imitation. Competitors tend to follow leading firm closely in certain industry. If other competitors could also provide excellent service and high quality coffee, then Starbucks’ brand identity will be undermined. Price may be the final determinant for customers’ decision on which cafe they will go to.

[bookmark: _Toc21]3.0 Conclusion
Starbucks use differentiation as a competitive strategy in specialty coffee market. It provides benefits that customers value so that charge a premium price. Three main benefits that customers perceive are as follows:
· High-quality coffee; 
· Excellent services;
· Symbolic benefits; It is customers’ feeling of  belonging to a superior social group because of Starbucks’ globally recognizable  brand image.
By using the differentiation strategy Starbucks can gain following advantages:
· Reduce customers’ sensitivity towards price and charge a premium price.
· Gain competitive advantage.
· Build barrier to entry.
On the other hand Starbucks may be under risks arising from differentiation strategy, these risks are:
· Risk of higher costs.
· Risk of imitation.

[bookmark: _Toc22]4.0 Recommendations
· Maintain high-level coffee and services.
· Advertise other brand attributes like responsibility and innovativeness. 
· Encourage innovation in products and services among employees in order to reduce the risk of imitation
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