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EXECUTIVE SUMMARY 
												
This report looks at the competitive strategy of Starbucks, and what they have done as an organisation in order to achieve there goals. To attain this the company background has been included along with their set strategies, to show a brief overview of where they position currently. As a matter of importance to this article a SWOT and PESTLE analysis has been carried out. An overview of Porter’s five forces related to Starbucks is included to show their full competitive advantage. This document will hold a strong force of main findings which joint concludes there appropriate strategies used within the organisation. Each part has been critically evaluated to identify their advantages and disadvantages. Following this recommendations have been made in order for Starbucks to move forward in the strategies. 

1. INTRODUCTION 
												
1.1 Company Background 
Starbucks an American coffee company and coffee house chain founded over forty years ago by three aspiring San Francisco University students Jerry Baldwin, Zev Siegl and Gordon Bowker. (Success story, 2017) Starbucks first opened its doors in Seattle March of 1971, its first store was located here from 1971-1976 before moving its location where it remains today. (Brewer, S. et al. 2012) Now they hold over 21,500 stores across 64 countries. It quickly became apparent that Starbucks coffee chain has enjoyed the image of omnipresence as in certain cities, reality is that the green mermaid logo can be recognised and you can quite literally walk across the street from one branch to another. (The Guardian, 2016) Now the leading coffee chain in the world. (Starbucks, 2016)  The three friends all educated in the art of roasting by Peet’s Coffee and tea founder Alfred Peet, drew the theme of their new coffee company from nautical myology picking the name “Starbucks” based on a leading play of Herman Melville’s Moby Dick. (Marshal, 2015) 

Starbucks started out only selling roasted whole coffee beans, and had not yet started to brew coffee to sell, the concept of only brewing coffee as free samples continued for quite some time. In the 1980’s the total coffee sales in the United States were falling, however sales in speciality coffee were increasing in high numbers, which formed 10% of the market by 1989, compared with 3% in 1983. (Robichaux, 1989) Having just six Operative stores in Seattle, they were still included in the competitive market between coffee sales in supermarkets, until they only began brewing and selling espresso coffee in there reformed ‘Espresso bar’ in 1986. (Fabricant 1992) 
Fabricant (1992) also reported to the New York Times newspaper “One of the first companies to feel the pulse quicken was Starbucks.” 

1.2 Objectives of the report 

Starbucks Competitive advantages have been identified throughout this report, this report looks at their strategy and business level strategy, in showing good and bad points that have come up since they were founded, how they overcome objectives and utilised the Five Forces to enable success. Following the swot and pestle analysis, it should be noted that this report identifies areas in which Starbucks can utilise this in the future, with included advantages, disadvantages and recommendations. 
1.3 Competitive strategy/ business level strategy 

Competitive strategy defined as a company’s long-term plan in order to gain competitive advantage over its competitors in the industry. Aimed at creating a defensive position in an industry and generating superior return on investment. (Mbaskool, 2017) In 1979, Michael Porter created a tool, which would allow companies to analyse an industry’s attractiveness and likely profitability. (Mind Tools, 2016) Before analysing the business and considering a competitive strategy it must first carry out a SWOT analysis, a valuable step in to devising a competitive strategy to assess the firm’s strengths, weaknesses, opportunities, threats in the industry and then go ahead which would give one a competitive advantage.” (Mbaskool, 2017) 



According to Michael Porter, competitive strategy is devised in to four main aspects. 
Figure 1. Porter’s five forces [image: ]









Porter suggests these Five Forces are the key sources to competitive strategy within the industry. It is said that he stressed that companies should not be weighed down and confused with these and other pressing factors in the industry such as growth rates and government interventions. (Mind tools, 2016) 


2. MAIN FINDINGS
												
2.1 General overview of appropriate strategy
Starbucks base themselves on four pillars of strategy
· Offering ‘Third place Experience 
· Selling coffee of the highest quality 
· International market expansion with the focus on emerging economies 
· Integrating technology into various business processes

Originally, Starbucks owners purchased Pete’s coffee, before buying directly from growers, after deciding to purchase and concentrate on Peet’s (Starbucks, 2013, the original owners sold chain to manager Howard Schultz. Schultz, who had a vision and an interest in Italian coffee chains and he very quickly began to expand Starbucks. (Starbucks, 2015) As stated in 1.1, it is clear Starbucks competitive market changed when they decided in 1986 to not only selling coffee but brew it to sell, thereafter Newspapers all over began to report the rapid increase in the speciality coffee market. (BBC NEWS, 1998) 

Cost leadership, focuses on gaining an advantage by reducing economic costs below its competitors. Although they believe in product differentiation as their main business strategy Word press suggests they have implemented cost saving strategies in an effort to maximise profitability. (Word press, 2013) ‘International market expansion with the focus on emerging economies’

An example of Starbucks cost saving strategy can be identified between 2007 and 2008 when they were dragged into the economic downturn. Starbucks sales began to dramatically dip and in the same period there, operative expenses began to increase by more than $125 million. There outsourcing and distribution costs accredited to 70% of Starbucks operational expenses, as they were heavily spending on their conventional strategies like opening new stores and redoing store layouts. (Husain, et, al. 2014) In addition to Starbucks trying to outsource in the effort to bring down costs, they also sought out to reduce their own costs by opening up an additional manufacturing plant in South Carolina to support their business in the U.S. As a result of making numerous cost saving strategies Starbucks reported a saving of around $500 million in operating expenses in a two-year period. (Word press, 2013) 

Starbucks product differentiation allowed them to set themselves apart from other companies very quickly, in the effort to offer more, they strategically repositioned coffee as a luxury good, comparable to good wine. (BBC News, 1998) 

Offering differentiation, has enabled them to gain a competitive advantage in the market. (Forbes, 2016) Product differentiation, defined as a way of marketing mostly comparable variant products that are used by customers when making a choice; if used correctly differentiation makes a product more attractive by contrasting its uniqueness to competing products. (Investopedia, 2017) “A firms attempt to gain competitive advantage by increasing the willingness of customers to pay for the products or services they sell.” (Word press, 2013)

 Porter suggests that these generic strategies are not compatible with one another, this particular piece highlights that if a firm was to try to achieve an advantage on all fronts, it could end up achieving nothing at all. (Porter, 1985) However, Starbucks have clearly implemented and executed both strategies of cost leadership and product differentiation very effectively.  (Word press, 2013) 

It appears Starbucks main core strategy is product differentiation as shown in section 2.2 of what is there strategy, Starbucks strategy analysis. As highlighted in cost leadership, as Starbucks sales decreased there competition increased with firms such as McDonald’s, therefore Starbucks strategy was to keep their costs down to in turn increase profits to remain competitive. As a result of this Starbucks re-evaluated there supply chain management which then enabled them to reduce costs and stabilize pricing thus gaining a competitive advantage without sacrificing their strategy of product differentiation and ‘Selling coffee of the highest quality’

Starbucks achieved this by “branding their image as the leader in quality by providing the finest quality coffee bean coupled with a state of the art brewing process” (Starbucks, 2013) With their effort to differentiate their products rather than just a coffee shop, it seems Starbucks wanted to create a home away from home for its customers, somewhere to relax and enjoy good coffee. Away from home or work, Starbucks offers a place to relax, socialise or even work from as they offer free Wi-Fi.  ‘Offering a third place experience’. “Starbucks stores are meticulously designed to make customers stay longer buy more and return for another visit.” (Peterson, 2015)

In October 2013, Starbucks took to social media and began using it as an advertising and promotional tool, which lead to the launch of their ‘Tweet a Coffee’ promotion, which allowed people to send a Starbucks gift card to their friends via Twitter. The advantage of using this system meant that people all over were ‘Tweeting’ about their Starbucks gift, which in turn worked as free advertising for the brand. (Krashhinsky, 2014) Along with their Mobile App, they began to take full advantage of mobile technology. (Etherington, 2013) Research and monitoring found that 27,000 people had participated and made over $180,000 of purchases. (Ajani, 2013) This campaign brought interesting finds worth discussing, rather than a brand building campaign this allowed Twitter to become there direct response marketing tool. Secondly, Starbucks now has the information of all the gifters and recipients in there system, which there can use in the future (Ajani, 2013) Starbucks strategy of ‘Integrating technology into various business processes’ really worked well when implementing this. 

 “Even tech companies have struggled so far with creating a link between these different IDs for their customers, let alone consumer brands. This Starbucks campaign was about a lot more than just $180k in EGift sales. It was about customer understanding, identification and targeting that will help them for a very long time!” (Ajani, 2013)


2.2 Starbucks Strategy Analysis 
PESTLE Analysis of Starbucks 
Impacts of political factors 
· Government 
· Tax 
· Legislation
· Foreign influences 
The main political factor seems to be sourcing raw materials; they must do this to keep up with the social and environmental norms. There is an importance to their ethical and Fairtrade sourcing. They also must keep up with government policies, law and regulations in all cohering countries 
Impacts of Economic factors 
· Different economic environments 
· Tax 
· Local currency 
Global economic recession could return, in the last recession Starbucks had to pull back on their spending, buying, and even lower prices in order to survive it, working on a loss. Rising labour costs. Lower wages means consumers could cut back on purchasing or choose cheaper alternatives. 
Impacts of social factors 
· Consumer preference
· Change in lifestyle 
· Influences of trends
· Value changes
Starbucks must stay ahead and be are of the ‘green’ and ‘ethical’ trends of today while still not overcharging. If they were to offer cheaper products, they would have to cut back on quality. 
Impacts of Technological impacts 
· Technology 
· Innovation 
· Agriculture 
Starbuck have a good position here, as they offer free Wi-Fi, are in partnerships with apple, and have their own App in the app store. Taking mobile payments and encouraging a high reach on social media with promotions. All of this adds value to the brand and enhances customer experience.
Impacts of environmental factors 
· Rules 
· Regulations 
· Global warming 
· Disasters in countries of suppliers and farmers 
Impacts of legal factors
· Strict trade regulations
· Licensing regulations 
Starbucks must abide by laws in all different counties, and follow all regulations of health authorities.  
Porters Five Forces 
· Analysing Starbucks bargaining buyers power 
Primarily Starbucks put a lot of power into their consumer’s hands because of the service they provide. Many of the purchases made in Starbucks must be fairly small payments, with each customer being similar and undoubtedly purchasing goods at an average price of five pounds, however, there sales are regular. Customer perception plays a big part here, which is not only effected by personal experiences, but social media and reviews as well. Starbucks is a more upmarket brand so customers of the 21st century expect more for their money, not just a coffee, but a place to sit relax and enjoy it to; if not more. “Convenient food experience in a comfortable environment at a good price.” (Investopedia, 2016) In saying this, Starbucks must keep up with customer perception, with décor changes, new flavours and products continually joining there menu and even the selection of music they play inside stores will allow them to stay on trend. 

For Starbucks consumers to switch brands (different coffee house), the amount they pay would not affect them. Although Starbucks sit near the top in the most expensive coffee rankings, other coffee houses are not far behind them. As with most of the market if a consumer feels they are not getting a good, enough experience for their money they will go elsewhere, and let us face it there is not a shortage of substitutes available. Starbucks also has a wide distribution network where it sells its coffee to supermarkets. (Greenspan, 2017) 

· Analysing Starbucks bargaining supplier power 
Although coffee is Starbucks main point of sale, they also retail a variety of other products. Just taking a look at Starbucks you could presume that suppliers have a lot of power, however taking a stronger research approach to the relationships Starbucks has with suppliers it seems this is not so. Surely, suppliers would have a profound need/want a contract with, a company as big as Starbucks is too big to ignore. Starbucks may buy beans and milk from suppliers but it does all of its own roasting and blending. Beans can be supplied from anywhere and milk can come from many different diaries, leaving suppliers with very little power at all. (Starbucks, 2017) 

· Analysing Starbucks degree of rivalry among competitors 
Although Starbucks holds a large share of the market, and stands by its product differentiation, it has many competitors not just coffee chains like Costa and Café Nero but fast food outlets (McDonalds) and supermarkets. Starbucks supply the shops, in this case, some supermarkets can offer products lower to their customers, and this could case competitiveness. Starbucks are labelled a ‘premium brand’ but have many other brands are a ‘just as good’ alternative.  (Routers, 2016) 

· Analysing Starbucks threat of substitutes 
However, large Starbucks customer base is they will always need to adapt and have new ideas and be making continuous changes. For example when smoothies and iced drinks were all the range, Starbucks had to adapt to this to meet customer perception and gain customer loyalty. (Investopedia, 2017)  I would like to take in to consideration here that Starbucks have stated they are 99% ethical, where is the other 1%? The niche amount of Consumers are looking for products that are more ethical repeatedly, with this part of the market growing daily. (Starbucks, 2017)

New places that other customers a similar need could pop up, Starbucks have labelled themselves as a place, home away from home. (Pijttersen, 2013)

· Analysing Starbucks threat of new entrants 
Realistically the threat of new entrants is moderate at best. With Starbucks and many other coffee houses having been around so long; could a new substitute just open and be able to grow and maintain a strong rapid healthy worldwide business as Starbucks have? The answer quite crucially must be yes, we see it every day all around us, fast growing markets and the birth of new products we did not even know we wanted until it was designed produced and advertised all around us. However, unique product offering is hard as coffee is all around us, not just in coffee shops, but cafes, supermarkets and restaurants. In addition, power of sales with new competitors could be low as Starbucks are able to charge what they do because of their substantial place in the market as an iconic brand. 



2.3 Swot Analysis
	Strengths		
· Ethical trading 	
· Profitability
· Quality 
· Efficient and reinvestment strategy 
· WIFI offering (Starbucks experience)
· Internationally well known

	Weaknesses 
· High prices 
· Lack of uniqueness 
· Health conscious people (Unhealthy products)
· Natural disasters effect supply 
· Quality doesn’t meet reputation

	Opportunities 
· Continuous expansion 
· New product innovation 
· Co-Branding with other manufacturers 
· New markets 
· Extend supplier range
· Increase in tourism 
	Threats 
· Fierce competition from other brands, coffee houses, restaurants, supermarkets 
· Specific market 
· Economic conditions 
· McDonalds, Café Nero, Dunkin Doughnuts
· Missing market segmentation 
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CONCLUSION 
												
In conclusion competitive strategic approaches used by Starbucks are what enabled them to survive in this business environment. Most of critical evaluation and conclusion has been devised within the main findings. It is clear Starbucks massively changed in the competitive market when they began brewing coffee. It can be noted that they have a large competitive environment, however have strategically maintained their position by having so many stores and offering there coffee in supermarket so it can be purchased and brewed at home. Competitive strategic advantages that have allowed them to succeed are because of following every aspect of Porters five forces. 
Corporate social responsibility seems to be high on Starbucks agenda, they are very aware and ensure their suppliers are to. As a whole they involve there stakeholders moreover determine their commitment to their responsibility. They support local communities and are ethically aware, all that can be recommended is that they work on the remaining 1% ethical standard. 
Advantages of Starbucks strategy are that they listen to what there consumers want, they follow trends, selling coffee of the highest standard, offering a third place experience, integrating technology and international market expansion.
A disadvantage would be there lack of innovative products and the likeliness of them being able to gain an advantage with the ever growing market of coffee and convenience of it being served with many different establishments at much lower price. 
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About Us

It happens millions of times each week - a customer receives a drink from a
Starbucks barista - but each interaction is unique.

ABOUT US

Its just a moment in time - just one hand reaching over the counter to present 3 cup to another outstretched hand.

Butit's a connection.

We make sure everything we do honors that connection - from our commitment to the highest quality coffee in the world,

to the way we engage with our customers and communities to do business responsibly.

From our beginnings as a single store nearly forty years ago, in every place that we've been, and every place that we touch,

we've tried to make it a ittle better than we found it.
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