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I. Executive Summary
This report seeks to evaluate the development and competitive strategies of Starbucks in the context of contemporary strategic management issues. Hence, the aims of the report are:
· Assess the development and competitive strategies of Starbucks in the framework of current strategic management concerns.
· Discuss and apply Porter’s generic model that identifies three strategies including differentiation, focus and cost leadership.
· Give recommendations on how the company can enhance and sustain its competitive advantage.
The evaluation indicates that the company relies on the differentiation strategy to acquire a competitive advantage. This strategy borrows from Michael Porter’s generic model strategies. Starbucks utilises a differentiation strategy as exhibited by its speciality coffee, location as well as a broad range of high quality products. Starbucks has managed to stay ahead of its competitors by offering coffee of the highest quality and giving its customers value for their money. The company has realised differentiation through a number of measures that include:
· A focus on its image and establishing itself as a brand. 
· Strategic location of its stores.
· Effective customer service. 
To achieve the leading position in the market, however, Starbucks has had to channel significant amounts of resources to its production process. In this regard, the report finds that the company can still increase its profit margin and recommends the following:
· The company should consider negotiating with its suppliers or finding alternative suppliers who would provide raw materials of the same quality but of at a lower cost. By accessing the raw materials at a lower cost, Starbucks will be better placed in ensuring that it invests considerable amounts of resources towards production of speciality coffee a broad range of high products that give it a competitive advantage. 
· The company should rely heavily on technology in all processes and operations from coffee growing to manufacturing and packaging. Technology is an effective tool for cutting production costs by eliminating redundant processes. 
· Since Starbucks is continuously designing and introducing new, high-quality products as part of its differentiation strategy, the company should consider adopting the customer referral incentive program as a way of strengthening its brand. Through this reward, the company will occasionally give such incentives as cash rewards, big discounts and free products in order to encourage its current customers to refer new customers to its stores. 












II. [bookmark: _Toc498543759]Introduction
I. [bookmark: _Toc498543760]Starbucks Corporation
Starbucks is one of the largest retailer, marketer and roaster of speciality coffee in the globe. The company was established in 1971 as a single store located in Pike Place Market, Seattle (Starbucks, 2017). The company’s name was inspired by the book Moby Dick, with the aim of evoking the allure of the high seas as well as the early coffee traders’ seafaring tradition. Even during the time of its establishment, Starbucks was focused on offering the best freshly roasted coffee beans in the world. This quality drew Howard Schultz into the company when he first walked into one of the stores in 1981. Howard later became the chief executive officer and chairperson of the company (Starbucks, 2017).
Ever since its establishment, Starbucks has grown into the leading dealer of speciality coffee in the world. The company operates in more than 70 countries with about 24,000 retail stores. In addition, it offers a broad array of products that its customers can enjoy on the go, at home or while at the stores. The products include coffee, which is served in more than 30 blends as well as handcrafted beverages such as teas and smoothies. Starbucks also deals in fresh food such as fruit cups, salad and grain bowls, sandwiches, yogurt parfaits and baked pastries among others. The company also offers merchandise including books, packaged goods, accessories, mugs and tea- and coffee-brewing equipment (Starbucks, 2017).
Starbucks trades on the stock market and first went public on 26 June 1992 at a share price of $17 (Starbucks, 2017). Responsibility is also at the heart of Starbucks operations. Enquist et al (2008) define Starbucks as a global actor with a strong service brand and in a leading position in the utilization of corporate social responsibility as a driving force for conducting business. Enquist and colleagues add that Starbucks pays close attention to such factors as community involvement and protection of the environment. 
II. [bookmark: _Toc498543761]Objectives
While focusing on Starbucks, the objectives of this report are:
· To identify the Starbuck’s competitive strategy to assess its competitive position and the approaches used to achieve this strategy.
· Evaluate the strategy in line with the industry of its operations by assessing the advantages and disadvantages of the strategy.
· Recommend approaches that could be used to sustain the competitive advantages. 
III. [bookmark: _Toc498543762]Understanding Strategy
According to Mainardes et al., (2014), the definition of the term strategy is not actually fundamental within the context of management. This is because the concept has developed over the years through different semantic contexts and phases (Thompson and Strickland, 2008). However, it is important to note that although the term has had several meanings, it has never lost its semantic roots. Initially, strategy had a military significance and referred to the act of leading or commanding armies during times of war (Dutton and Duncan, 1987). In this case, strategy represented a tool of victory or a way of prevailing over the competition. It is only in the recent years that the term strategy has been applied to the fields of management, business, economics and human relationships. In business and management, strategy is used to refer to the manner in which an organisation prepares itself to confront the hostile business environment objectively and systematically by deploying its internal resources, qualifications and skills (Mainardes, Ferreira and Raposo, 2014). According to Casadesus-Masanell and Ricart (2010), strategy refers to a contingent set of actions that are created to realise a certain goal. 
IV. [bookmark: _Toc498543763]Understanding Business Level Strategy
Brown and Blackmon (2005) define business-unit strategy as method for decision making at the strategic business level. Hence, business level strategy identifies the manner in which strategic business unit supports the goals of an organisation. Unlike corporate strategy that focuses on the kind of businesses that companies should compete in, business level strategy focuses on the manner in which the companies should compete in these businesses (Grandy and Mills, 2004). Michael Porter (1998) described three business-level strategies enhance an organisation’s achievement of a sustainable competitive advantage. The three business level strategies according to Porter include focus on specific market, differentiation and cost leadership. 
V. [bookmark: _Toc498543764]Competitive Advantage
Wang (2013) states that competitive advantage is realised when a company acquires or develops a set of characteristics or attributes that allow it to outperform its competitors. Soloducho-Pelc (2014) adds that competitive advantage is characterised by such phrases as a unique position and a multi-level structure. In essence, the term competitive advantage in its nature represents the significance of being flexible and having the ability to deal with uncertainty. In addition, it focuses on the benefits of employing a proactive rather than a reactive strategy when dealing with competitors (Hambrick and Chem, 2007). 


VI. Porter’s Generic StrategiesCompetitive Scope 
Broad Target
Narrow Target 

	Cost Leadership
	Differentiation

	Cost Focus
	Differentiation Focus


Differentiation
Cost 

Competitive Advantage 


Table 1: Porter's Generic Competitive Strategies
Michael Porter’s generic strategies will be utilised in this paper to analyse Starbuck’s competitive advantage strategy. According to Tanwar (2013), Porter’s generic strategies comprises of three general strategies that businesses use in their quest to realise and maintain a competitive advantage. The three strategies include cost leadership, differentiation and focus. According to Bordean et al (2010), the Porter’s generic model allows organisations to compete by matching the target market to its unique competitive advantage. Allen and Helms (2006) add that the adopted strategy helps an organisation enhance its performance by differentiating its products or services from those of its rivals or by ensuring that it is the low cost producer in an industry. Subsequently, the company can accompany either of these two strategies by focusing on a particular market segment. Porter highlights that an organisation that fails to adopt any of these strategies risks stagnation (Davidson, 2001). 
Cost leadership involves a company managing and organising “its value adding activities so that it operates as the lowest cost producer of a good or service” (Ormanidhi and Stringa, 2008, p. 174). On the other hand, differentiation involves persuading clients that a good or service is superior in a particular way compared to that of competitors (Parnell, 2011). Differentiation is realised through creation of value through uniqueness rather than low costs. The focus strategy involves aiming at a particular market segment rather than the entire market (Hlavacka, et al., 2001). Scholars and professionals alike have criticised Porter’s generic strategy. For instance, some scholars argue that this strategy does not fit into reality, as there does not exist empirical evidence to show that the three strategies are an avenue to superior profit (Mekic and Mekic, 2014). 



III. [bookmark: _Toc498543766]Report Findings
An analysis of the provided case study shows that Starbucks’s competitive advantage can be attributed to the company’s utilisation of the differentiation strategy as well as the intensive growth strategy. 
I. [bookmark: _Toc498543767]Differentiation
The strategy borrows from Porter’s generic matrix that identifies three strategies as discussed above. Differentiation in Starbucks is evident in the company’s focus on speciality coffee as well as in its offering a broad range of products that differentiate it from its competitors. By offering speciality coffee, the company has managed to stay ahead of its competitors that include Dunkin Donuts and McDonald’s by providing coffee beans of the highest quality. To achieve such quality, Starbucks has invested in a state of the art brewing process that has been effective in improving the coffee experience. In addition, the company relies on responsible sourcing to ensure that the raw coffee used guarantees the best products. In this regard, it has set in place measures to ensure that its coffee is grown under the highest standards of quality (Starbucks, 2017). In essence, Starbucks has realised differentiation by putting in place a number of measures. 
a) [bookmark: _Toc498543768]Brand and Customer Perceptions
First, throughout the years, the company has been keen on customer perceptions and its image. For this reason, Starbucks has managed to establish itself as a brand. Boardean et al (2010) state that the emphasis of the differentiation strategy is more on creating value through uniqueness rather than on lower cost. In this regard, and through superior service and speciality coffee, Starbucks has ensured that its customers are less sensitive on prices but more on the uniqueness of its products. Furthermore, Porter noted that to secure a competitive advantage, a company can only bank on either differentiation or cost leadership as a combination of the two can result in failure in both (Tanwar, 2013). In essence, Porter (1985) noted that a company should choose between differentiation and cost leadership or else it will be stuck in the middle. Porter (1985) added that achieving differentiation and cost leadership are inconsistent because differentiation is usually costly. On one hand, differentiation is provided on the provision that for a company to be successful its clients must be willing to pay more for the uniqueness of a product or service than the company invested in its creation (Borden et al., 2010). On the other hand, the cost leadership strategy is founded on the provision that a company can manage and organize its value adding activities so that it is the lowers producer of a service or product (Borden et al., 2010). In this regard, a company that would attempt to utilize both strategies would end up confusing its customers. 
b) [bookmark: _Toc498543769]Buyer-Seller Relationship
Second, Starbucks has achieved differentiation by establishing a cordial relationship with its buyers. Through this relationship, the company is able to capture the views of the customers and subsequently adapt its products according to their preferences. The broad array of products including more than thirty blends of the best coffee, merchandise such as accessories and books as well as a variety of fresh food are all tailored according to the preferences of the customers. Tawar (2013) states that firms that implement the differentiation strategy benefit by realising higher profit margins compared to their rivals due to loyalty from their customers. 
c) [bookmark: _Toc498543770]Product Mix
The third way that Starbucks has established differentiation is by offering a mix of products. Pulaj, Kume and Cipi (2015) a company can achieve differentiation by focusing on company relationships such as after-sale services, distribution channel and mix product. As stated earlier, Starbucks offers a broad range of products that the clients can enjoy either in the stores, on the go or at home (Starbucks, 2017). By offering a mix of products, the company is able to capture a wider market segment. 
d) [bookmark: _Toc498543771]Customer Service Skills
Tawar (2013) states that for an organisation to adopt a differentiation strategy successfully, it ought to have effective skills in customer service. Similarly, Starbucks acknowledges the significance of effective customer service. For instance, the company has an effectively working customer service department that encourages the company’s clients to provide feedback about the services and raise any complaints about bad experiences that they have had in its stores (Starbucks, 2017). In addition, the company has an online customer service team that works from Monday through to Saturday (Starbucks, 2017). Susanty and Kenny (2015) state that there exists a positive correlation between effective customer service, customer satisfaction and increased profits. That is, when a company invests in enhancing the customer service skills of its employees, its customers are more likely to be more satisfied with its services and products and, hence, more purchases. Susanty and Kenny also state that through effective customer service, Starbucks has managed to stay ahead of its competitors such as Excelso through superior service. 
e) [bookmark: _Toc498543772]Location
Location is yet another differentiator that has enabled Starbucks acquire a competitive advantage. Through the strategic positioning of its store, the company has managed to establish a conducive environment for its clients where they can spend quality time in a conformable environment. In addition, the company positions the stores in a way that they are easily accessible by the clients. For instance, the case study states that most of the company’s stores are located in high traffic and high-visibility locations such as university campuses, office buildings, suburban retail centres, downtown and in select off-highway and rural locations. The company also ensures convenience by operating express retail and drive-thru stores. 


IV. [bookmark: _Toc498543773]Advantages and Disadvantages of Starbuck’s Competitive Strategy
By utilising the differentiation strategy, Starbucks has managed to derive a number of benefits as discussed below. 
a. [bookmark: _Toc498543774]Market Entry Barrier
For instance, the strategy has assisted the company in creating an entry barrier for new firms that would have otherwise created more competition (Larson, 2008). Porter (1998) states that the main deterrents to new entrants in any industry are the barriers to entry. Porter adds that many barriers lessen the threat of a new entrant into that particular market or industry. By offering speciality coffee and a broad range of high-quality products, Starbucks has managed to establish a brand that acts as a barrier to entry. As a result, the company has continued to enjoy higher returns while the rivals have been forced to operate in a less contestable market.  
b. [bookmark: _Toc498543775]Loyal Customer Base
The strategy has also enabled the company to establish a loyal customer base through its provision that are perceived throughout the industry as unique. Starbucks has a base of loyal customers who are always willing to pay more as long as the products retain their uniqueness and high quality. Tanwar (2013) concurs that differentiation is an effective strategy through which a company can generate above average earnings by creating a brand loyalty that lowers the sensitivity of customers to price. For this reason, Starbucks has managed to generate profits by selling its products for more than it used to create them. 
Although the differentiation strategy has been effective in ensuring that Starbucks has acquired a competitive advantage, the strategy has also presented some disadvantages:
c. [bookmark: _Toc498543776]Costly to implement.
The fact that the differentiation strategy is costly to implement and maintain cannot be ignored. For instance, creating a loyal customer base requires that an organisation is always conducting research on the changing customer preferences (Marius, 2008). Conducting such research and continuously reinventing the products requires intensive financial capital. Ultimately, the burden of these costs is transferred to the customers who pay more for the products. Similarly, the intensive growth strategy through international market penetration has enabled Starbucks generate more profits by capturing untapped markets. However, this strategy is also capital intensive and hindered by such factors as political instability and inflation in some countries.




V. [bookmark: _Toc498543777]Conclusion
Starbucks is the leading retailer, marketer and roaster of speciality coffee in the globe. Ever since its establishment, the company has consistently managed to have a competitive advantage over its competitors. To ensure such success, the company has relied on some key strategies. One of the strategies that Starbucks has relied on is differentiation. In this regard, the company has utilised such differentiators as speciality coffee, a broad range of high quality products and location. Over the years, Starbucks has managed to stay ahead of its competitors by offering coffee of the highest quality and giving its customers value for their money. To ensure such quality the company has set in place such measures as ensuring that its coffee is grown under the highest standards of quality. To realise differentiation, Starbucks has put in place a number of measures. For instance, it has focused on customer perceptions and its image to establish itself as a brand. In addition, the company acknowledges the significance of strategic location of its outlets. For this reason, its stores are located in areas that are convenient for its clients. Starbucks has also utilised intensive growth strategies to achieve a competitive advantage. In this regard, the company has invested in international market penetration by focusing on emerging economies. By utilising the differentiation strategy, Starbucks has realised a myriad of benefits including creating an entry barrier for new firms that would have otherwise created more competition. The strategy has also meant some disadvantages including the intensive capital required to create products of such high standards and tailored to the clients’ preferences. 


VI. [bookmark: _Toc498543778]Recommendations
Starbucks should put in places measures to reduce its production costs and increase its profit margin. In this regard, this report recommends the following:
· The company should consider negotiating with its suppliers or finding alternative suppliers who would raw materials of the same quality but of at a lower cost.
· The company should rely heavily on technology in all processes and operations from coffee growing to manufacturing and packaging. Kumar and Peterson (2006) concur that technology is an effective tool for cutting production costs by eliminating redundant processes. 
· Since Starbucks is continuously designing and introducing new, high-quality products as part of its differentiation strategy, the company should consider adopting the customer referral incentive program as a way of strengthening its brand. Through this reward, the company will occasionally give such incentives as cash rewards, big discounts and free products in order to encourage its current customers to refer new customers to its stores. 
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