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Critically evaluate the competitive and development strategies of Starbucks in the context of contemporary strategic management issues.
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EXECUTIVE SUMMARY 

Starbucks mission is “to inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time” (Starbucks, 2017). With almost 25,000 stores across the globe, Starbucks is renowned for its high quality coffee, delicious food and variety of cold drinks. Thanks, to its cunning creations with different syrups, Starbucks is the largest Coffee House in the World.  
The purpose of this report is to analysis the differentiation strategy and how Starbucks, as a company, as adopted this strategy through their employees, technology and the overall Starbucks Experience. The report will go into depth in regards to rewards for employees and what it is like, to work for Starbucks in general. How the introduction of voice ordering has benefitted the company and how the overall Experience of Starbucks affects Customer’s choice. 
The report will look at the strategy as a whole, the advantages and disadvantages of the strategy such as charging premium prices for products, costs involved in differentiation strategy, how it can prevent new entrants from entering the market and brand loyalty. 
The report will finish on a recommendation for Starbucks, which will help them to grow as a whole, this recommendation will look at Costa and how they have a slight upper hand when it comes to providing for the farmers who make their coffee beans. 
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2. INTRODUCTION 

This report will provide a critical evaluation of the competitive and development strategies of Starbucks. The report will pay particular attention to important theories surrounding strategic management, how Starbucks have implemented such strategies, the advantages and disadvantages of the strategies implemented. The report will critically analyse these strategies and will end on recommendations for Starbucks. 

2.1 REPORT REMIT

The report will seek to identify the competitive strategy that Starbucks have utilised in order to develop their current competitive position, critically evaluate the competitive strategy that Starbucks has utilised in the development of their competitive position and make appropriate recommendations for ways forward for the organisation based on the findings in the report. 

2.3 BACKROUND OF THE ORGANISATION 
Starbucks can be seen on almost every corner in every City across the world, with the major success of the coffee giant, they are now considered the most successful Coffee Company in the World. “With more than 21,500 stores in 64 countries and territories, the Starbucks coffee chain has enjoyed the image of omnipresence for so long that jokes about walking across the street from one branch straight into another have themselves become clichéd” (Marshall, 2015). 
On the 30th March 1971, three friends opened up the very first store in Seattle. Later, in 1981, a man called Howard Schultz entered his first ever Starbucks Store. He later became the Chairman, President and Chief Executive Officer of Starbucks. In August 1987, Howard returned from a trip in Italy where he attempted to open his own coffee shop, and purchased Starbucks. 
Starbucks mission is “to inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time” (Starbucks, 2017). 
“In 2011/12, Starbucks is estimated to support a gross value added contribution to UK GDP of £338 million” they were also estimated back in 2011/12 to employ “8,810 directly, 3,200 work in its supply chain and 1,100 are in jobs dependent on its staff spending their wage income” (Oxford Economics , 2013). 
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2.3 DEFINITIONS OF MAJOR CONCEPTS

A strategy can be defined as “the set of actions through which an organization, by accident or design, develops resources and uses them to deliver services or products in a way which its users find valuable, while meeting financial and other objectives and constraints by key stakeholders” (Haberberg, 2008).
Strategic Management is the “art and science of formulating, implementing, and evaluating cross- functional decisions that enable an organization to achieve its objectives” (David, 2017) 
Business Level Strategy are “actions taken to provide value to customers and gain competitive advantage by exploiting core competencies in specific, individual product markets” (Dhankhar, 2010). Competitive advantage can simply be defined as “any activity a firm does especially well compared to activities done by rival firms, or any resource a firm possesses that rival firms desire” (David, 2017). 

Within the business level strategy, there are four key components: Cost Leadership, Differentiation, Focused Cost Leadership, Focused Differentiation. These can be found is Porter’s Generic Strategies:
[image: ]
Figure 2.1 – Diagram showing Porter’s Generic Strategies (MBA, 2011).
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The cost leadership strategy focuses on producing “standardized products at a low per-unit cost for consumers who are price sensitive” (David, 2017). Within this strategy there are two types of cost leadership, the first is a low-cost strategy which will offer a product or service to consumers for the lowest price. The second is best – value strategy which will offer a product or service to consumers for the best price on the market. An example of a company that has used this strategy is Ryan Air, they offer the cheapest plane tickets e.g. £9.99 to Europe. 
The second segment of Porter’s model is Differentiation, this strategy aims at “producing products and services considered unique to the industry and directed at consumers who are relatively price insensitive” (David, 2017). The main example of differentiation is Coke, who have differentiated their product by bringing out new flavours. 
Lastly, we have Focus which simply means “products and services that fulfil the needs of small groups of consumers” (David, 2017). Within this section, there are again to types of focus. The first type is the low – cost strategy, this means that a company offers their product or services to a small range of customers at the lowest price. The second type is best – value focus strategy, which offers products or services to a small range of consumers at the best price available in that particular market. 
There is a danger of Companies, becoming “stuck in the middle” when they follow Porter’s Generic Strategy model, some Companies fall in between Cost Leadership and Differentiation.
[image: ]
2.2 Diagram showing Stuck in the Middle (Hughes, 2017).
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 Companies become stuck when they are initially designed to be a “low cost” business but they start to add “little extra frills” which unfortunately, do not balance out with the customer value of a product (Simister, 2011). Another reason a Business can become stuck in the middle is when a “differentiated business comes under pressure on prices” (Simister, 2011). This could happen if an overseas business offers lower prices for a product you are selling. Customers are going to go to the competitor because they will save money; this will leave your business effectively stuck. 
Even though Porter’s model is simply to follow and easy to understand, it does come with its limitations. Firstly, cost leadership “does not sell products itself” (Setia, 2011). Cost leadership solely focuses on the price of the products and its competitors; there is no mention on the quality of the products. 
“Differentiation can be used to increase sales volume rather than charging a premium price” (Setia, 2011). If we look at coke for example, they have differentiated by bringing out new flavours, however they have maintained the same selling price throughout the process. 
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3.  MAIN BODY 

Following Porter’s generic strategies, we can say that Starbucks have a differentiated approach. As previously, stated differentiation can be described as a strategy that produces “products and services considered unique to the industry and directed at consumers who are relatively price insensitive” (David, 2017). However, differentiation is also about “identifying and understanding every possible interaction between the firm and its customers” (Grant, 2016). 
According to Forbes, there are four main ways to differentiate your company from the competitors. The first point is to identify your strengths and build on them, this simple means, “Pinpoint your core company strength, whether it’s your customer service or simply the quality of your product” (Dumontet, 2015). 
Secondly, Dumontet suggests that a business should make its “company a club” (Dumontet, 2015). By making, the company feel like a club, customers will believe that they belong to company. For example, Starbucks have a loyalty card, which allows customers to collect points and then eventually, receive a free drink. 
Thirdly, “invest in your employees to create a positive company culture” (Dumontet, 2015). Employees are the first point of contact for your customers and are essentially the “faces of your company” (Dumontet, 2015). By having a positive company culture, employees will be happy and motivated in the workplace, which will reflect positively on potential customers. 
Lastly, “be fanatical about quality” (Dumontet, 2015). As long has you have high quality products/services, you will always out do your competitors, as customers will constantly revisit your company. 
The points listed above are just a handful of ways in which a company could have a differentiated strategy. Following on from the points, the report will now go into detail in regards to Starbucks and how they, differentiate from their competitors. 

3.1 IMPLEMENTATION OF THE STRATEGY
Employees
Following on from Dumontet point of a “positive company culture”, recent research on Glassdoor has found out that Starbucks is very generous when it comes to its employee’s benefits. From the reviews left on this website by previous employees you can see just how much Starbucks care for their employees. Starbucks offer the following: “free drink on, before and after a shift, 50% off food whilst on a shift, 30% off food and drinks not on shift, 
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discount on cups, free bag of coffee beans every week, bean stock shares in the company” (Glassdoor, 2017). By having all of these benefits, employees will feel like they are respected by Starbucks and will feel motivated to provide a great service for customers. 
If we compare the benefits Starbucks employees get compared to Costa employees, there is a massive difference. From feedback from ex-employees of Costa, it can be seen that they do not receive much in the way of benefits. As Costa is part of the Whitbread Plc, all employees of Costa, receive a Whitbread card. The card allows employees to have 50% off food at other Whitbread companies such as the Premier Inn. Although this can be seen as very beneficial to some, this compared to what Starbucks offer just does not compete. 
Secondly, it seems from recent reviews that working in Starbucks is far better than working in Costa. An employee recently said the following issues with working in Starbucks: “We are running around like crazy, long shifts, rude customers and trying to remember a customer’s name whilst trying to spell it” (Glassdoor, 2017) whereas working in Costa it “can get busy, no employees holidays during national holidays, no overtime pay rate” (Glassdoor, 2017). 
From the above, we can see how Starbucks differ from Costa in regards to their employees. It seems that Starbucks takes the time to focus on its employees and find ways in which they can be supported or rewarded for their hard work, whereas, Costa just have a basic approach to its employees.
The feedback from previous employees will have a positive impact on Starbucks as a whole. People, who are looking for jobs, are able to understand and get a better picture of what it is like to work in Starbucks, rather than rely on the bias information on their website. 

The Starbucks Experience 
“A loyalty card programme is an incentive plan that allows a retail business to gather data about its customers. Customers are offered product discounts, coupons, points towards merchandise or some other reward…” (Rouse, 2009). 
Even though, many companies offer loyalty cards they all differ from each other. Starbucks have a loyalty card, which consists of customers purchasing drinks and collecting points in the process. Starbucks offer a “Free drink every 15 stars” (Starbucks, 2017), which encourages customer’s to return. In addition, recent research has shown that the Starbucks Reward Scheme is the most up to date as it allows customers to purchase their items via the app. By having this method of paying via your phone, it puts Starbucks further up the top within the coffee market. 
As an added extra for the customers of Starbucks, Starbucks provide customers with a free iTunes/Android card at the till point. The card allows customers, to download the app of the week, book of the week or song of the week for, free. Starbucks is the only café that offers 
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this to their customers, adding to the overall “Starbuck Experience”. By having this available to the customers, this gives Starbucks a Competitive Advantage over Costa, Café Nero etc.  

Technology at Starbucks 
Recently, Starbucks have introduced a new voice ordering service on apps connected to iOS and Amazon’s Alexa. The app allows customers to order their drinks using voice recognition, pay for the drinks via the app and then collect in store, “The messaging interface would allow a user to speak or text just as if they were speaking to a human barista at the restaurant. They can also modify their drinks to match their preferences like asking for a larger cup” (Kell, 2017). It is estimated that within the next five years, Starbucks will almost “double in revenue” (Kell, 2017) due to their advances in technology. 
From having this app, Starbucks are again gaining competitive advantage with their customers. The app is tailored to fit the needs of the customers, as it is quick and convenient, especially as “49%” of their customers are people aged “25 to 40” (O'Farrell, 2017), who tend to visit Starbucks for a quick coffee during their lunch breaks. 
The introduction of this app, can have both positive and negative impact on Starbucks. As previously mentioned, the app has its benefits however, the major disadvantage of this app is that it could create more congestion in the shops as more and more people will be awaiting their coffee. This could put customers who have not yet purchased their coffee, off ordering. This could lead to revenues and sales declining. 

3.2 ADVANTAGES AND DISADVANTAGES OF THE STRATEGY 
“A company that employs a differentiation strategy does so with the intention of creating a product or service that is valued and perceived by its customers as unique and better than the competition” (Saint-Leger, 2017). 
The main advantage of a differentiation strategy is that a company can “charge a premium for its product of service” (Saint-Leger, 2017). In order to achieve this, a company must have the sufficient attributes with the main being high within the current market. If a company is at the bottom of the market, they will be unable to charge high prices for products as customers will look as well, for example, a small coffee shop could not charge the prices that Starbucks do, as people would not go there. However, for a large company like Starbucks for example, this would be the main advantage of working with this strategy. 
If the differentiation strategy is successful within a company, it can lead to a “buyer loyalty” (Kong, 2016). This is created because customers will become non-price sensitive meaning that customers will not leave the company for another, even if the other company is 
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charging a lower price. For example, people tend to go for Coca-Cola rather than Pepsi even though Pepsi charge a lower price and have more offers on. Due to the quality of the product that Coca- Cola produce, customers are unlikely to switch. 
Following on from the loyalty from customers, differentiation strategy also makes it harder for new entrants to enter the market. For example, Apple have a large market share however, even with the prices they charge, it is almost near impossible for another company to produce a similar product and out sell Apple (apart from SamSung).  Even though this is good for a large market leader, it does prevent newer, upcoming companies to enter the market. This in turn could be a disadvantage of the strategy, as you will be preventing new entrants from entering the market.  

Differentiation can be expensive as you are constantly trying to find ways in which the company can grow. For example, in order to have the best Customer Service a company would need to spend a sufficient amount on training programmes to make sure the Customer Service is of a high level. Also with product differentiation comes cost. For example, Starbucks will bring out specialist drinks during periods of the year such as Christmas, Halloween etc. By doing this, Starbucks can endear a cost of advertising the products. 

Overall, a differentiation strategy will only be effective if a company has a large market share, however once in place can be a very successful strategy. 











CONCLUSION 

4. CONCLUSION 

Overall, we can see that Starbucks use a differentiated strategy in order to function as a company. We can see this from the ways they deal with their employees in regards to rewards etc, how they adhere to the overall Starbucks Experience, with the likes of free apps/music/books in stores and their new voice recognition app. By having these few things, Starbucks are able to differentiate from their competitors and gain an advantage in the market. 

4.1 RECOMMENDATIONS 

Even though Starbucks are very successful in the way they differentiate from other Coffee Shops, upon research it seems that, Starbucks lacked care for the farmers who source their beans. Starbucks provides “farmer support centres on four continents where our agronomists test soils, examine samples and provide advice, free, to any coffee farmer who asks” (Starbucks, 2017) whereas Costa in 2006 “set up the Costa Foundation to provide communities with access to education in subjects such as health, literacy and income management” (Costa, 2017). 
For the future, maybe Starbucks could look into supplying more for the communities who provide their beans. 
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