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CASE DESCRIPTION 
 
The primary subject matters of this case are Marketing and Branding.  Secondary issues 

examined include brand equity and brand positioning.  This case has a difficulty level of three 
(appropriate for junior level courses or higher).  This case is designed to be taught in one and 
one half class hours and is expected to require four hours of outside preparation by students. 

 
CASE SYNOPSIS 

 
When Starbucks originated in Seattle, Washington in 1971 as a purveyor of dark roasted 

coffee beans and coffee merchandise, its founding owners didn’t anticipate the extraordinary 
brand evolution to come.  Under the direction of Howard Schultz, who became sole proprietor in 
1987, Starbucks transformed into a beverage provider that mirrored the experience of Italian 
coffee houses including espresso drinks, and elegant camaraderie.  This strategy, as part of 
Starbucks’ brand positioning as the consumer’s “Third Place” to spend his/her time between 
home and work, ignited a period of extraordinary expansion. 

By the 1990s, however, Starbucks had begun offering specialty coffee-based drinks (such 
as its trademarked Frappuccino® drinks, etc.) through mass retail stores.  The company also 
licensed Sodexho to operate Starbucks on naval bases that, despite being traditional Starbucks 
stores, served a wide variety of other products including pastries, sandwiches, salads, and 
various merchandise.  

As higher-end competitors began serving gourmet coffees, Starbucks reacted by 
increasing its product offerings.  By 2005, many Starbucks locations offered a variety of pastries, 
deserts, and lunch items.  Additionally, many Starbucks had begun offering customers drive-
through service.  Each of these new additions (both the food and the drive-through additions) 
was successful in increasing immediate sales and profits and, therefore, in pleasing Starbucks 
investors.   

In 2007, Starbucks executives received a memo from Schultz expressing significant 
concerns that Starbucks was weakening its brand image with these ongoing modifications.  
Questions arose regarding a decision-making bias towards brand extensions that increased 
profitability in the short-term, but that threatened Starbucks’ long-term brand equity.  By 2008, 
Starbucks executives worried about the company’s financial declines.  
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The authors have received positive responses from upper level undergraduate students 
and from graduate students in analyzing this case.  Invariably, students’ affinity for or against 
Starbucks’ products increases their interest in the case and their satisfaction in the analysis.   

 
INTRODUCTION 

 
In early 2008, mixed emotions swirled among the executives of Starbucks.  In light of the 

company’s plummeting stock price, Howard Schultz’ memo from the previous year seemed 
almost prophetic.   

Starbucks had been enjoying the benefits of a relatively new concept: offering breakfast, 
lunch, and other food items outside of the traditional offerings of coffee, pastries, muffins, and 
biscotti that had become the Starbucks Experience.  Through strong initial sales this newly 
implemented strategy had begun offering positive returns very quickly.  Schultz, the company’s 
founder and current chairman, commented, however that “over the past ten years, in order to 
achieve growth, … we have had to make a series of decisions that, in retrospect, have lead to the 
watering down of the Starbucks experience, and, what some might call the commoditization of 
the brand.  Many of these decisions were probably right at the time, and on their own merit 
would not have created the dilution of the experience; but in this case, the sum is much greater 
and, unfortunately, much more damaging than the individual pieces.”  (See Appendix 5 for entire 
quote.)  
 

ORIGINS OF AN AMERICAN ICON 
 
Jerry Baldwin, Gordon Bowker, and Zev Siegel opened the original Starbucks (a 

precursor to Schultz’ subsequent company that took the same name) in 1971 after having 
frequently visited Peet’s Coffee and Tea in Berkeley, California.  They had become hooked on 
the dark-roasted coffee Alfred Peet advocated over the light-roasted coffee found in most large 
stores.  Peet had encouraged their desires to bring dark-roasted coffee to the Seattle, Washington 
marketplace.  He taught them that the fullest flavor is from a very dark roasting of the coffee 
beans (Schultz, 1997).   

 
The First Starbucks 

 
The three partners initially disagreed over naming their new coffee company.  Gordon 

consulted with a creative business associate, artist Terry Heckler, about naming the store 
“Pequod” after the ship in Herman Melville’s Moby Dick.  Terry told him, “You’re crazy!  No 
one’s going to drink a cup of Pequod!” (Schultz, 1997).  Eventually, the Starbucks name was 
chosen as a derivative of “Starbo,” the name of a Mt. Rainier mining camp in the 1930s (Skoog, 
2002).  Baldwin liked the additional connection to Starbuck, a character from Moby Dick. 
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The first store opened in Pike’s Place Market in Seattle.  Consistent with locating in such 
a key port city, the first Starbucks had nautical décor.  The one employee, Siegel, wore a white 
apron.  The store sold 30 varieties of coffee beans (direct from Peet’s) as well as other coffee-
related merchandise but no ready-to-drink beverages.   

The original Starbucks logo was based on a 15th century wood carving of a two-tailed 
siren, or mermaid.  (See Figures 1, 2, 4, and 5 for the evolution of the Starbucks logo)  In the 
wood carving, the siren wore a crown, was bare-chested with breasts exposed, and held the end 
of one of her two tails in each outstretched hand.  The logo encircled this image with the words:  
“Starbucks” at the top, “Coffee · Tea · Spices” at the bottom.  The main colors in the logo were 
brown and white (Krakovskiy, 2007). 
 

Figure 1:  Original Starbucks Logo 
1971-1987 

 
 
Peet’s roasted its own beans, and remained Starbucks’ coffee supplier until the company 

purchased its own roasting equipment after the first year of operations.  Starbucks soon grew to 
four stores within the Seattle area (Schultz, 1997).   

 
Early Growth 

 
Like many Starbucks suppliers, Hammarplast, a manufacturer of drip coffee makers 

among other items, began receiving consistently increasing orders from Starbucks.  Intrigued by 
the growing orders, Howard Schultz, a Hammarplast vice president, decided to visit Seattle in 
1981.  One year later Schultz joined Starbucks as the director of marketing and operations. 

While on a business trip to Italy in 1983, Schultz discovered what he described as the 
“coffeehouse culture.”  Italian coffee houses (or “espresso bars”) were neighborhood gathering 
places that brought people together over espresso-based drinks and camaraderie.  Schultz was 
enamored with the way the baristas (the coffee house servers) pulled each shot of espresso 
artfully while making casual and comfortable conversation with the customers.  The baristas 
knew most of the customers by name and they even knew some personal history of the regular 
customers.  Music was often provided by a classical instrumentalist who would be playing in or 
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near the coffee house.  With no chairs, the customers stood and mingled freely with the baristas 
and with each other.  It was more than a cup of coffee.  It was an experience.  Schultz determined 
to bring this experience back with him to Starbucks. 

 
“I wanted to blend coffee with romance, to dare to achieve what others 

said was impossible, to defy the odds with innovative ideas, and to do all this with 
elegance and style.” 

(Schultz, 1997 p. 11)  
 
 
Starbucks purchased the assets of Peet’s Coffee and Tea in 1984.  That same year, Jerry 

Baldwin allowed Schultz the opportunity to offer espresso in the newest (the sixth) Starbucks 
store, in downtown Seattle.  Despite only a small percentage of space in the store (300 square 
feet) dedicated to espresso, sales of the freshly brewed drinks accounted for a significant portion 
of the store’s revenue.  Schultz was thrilled as he shared the positive results with the ownership 
almost daily. 

Baldwin, however, believed the Starbucks' brand was best developed in selling fine, dark-
roasted, whole-bean coffees.  He told Schultz he didn’t want to be in the restaurant business, and 
felt the selling of “coffee drinks” detracted from the selling of the dark-roasted whole-bean 
coffees.  Coffee drinks were allowed, however, in four of the six stores, but always in the back of 
the store. 

As the beverage business proved increasingly lucrative and popular in the stores, Schultz 
quickly became frustrated with the owners of Starbucks.  He saw a great business opportunity in 
providing customers dark-roasted coffee drinks in every coffee store.   

 
Il Giornale: A New Brand Offering 

 
Desiring to bring the Italian espresso bar experience to America, Schultz opened Il 

Giornale Coffee Company with the goodwill and financial backing of Starbucks.  Il Giornale 
offered dark-roasted fine coffee along with live music and no chairs.  The beans were purchased 
from Starbucks, and the business became a rapid success. 

Il Giornale was branded differently from Starbucks in noticeable ways.  The aprons at 
Starbucks were brown – at Il Giornale a welcoming green was chosen.  Starbucks carried a 
nautical theme, and everything about Il Giornale was Italian.  Starbucks focused on selling dark-
roasted whole-bean coffees.  Il Giornale focused on selling espresso and espresso-based 
beverages.  Figure 2 shows the logo for Il Giornale. 
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Figure 2:  Il Giornale Logo 

1986-1987 
 

 
 
In 1987, the Starbucks founders decided to sell their interests in the company.  In August 

of 1987 Schultz, who owned three Il Giornale locations, purchased each of Starbucks’ six 
locations and adopted the Starbucks name for all nine stores. 

 
CREATING AN INTEGRATED BRAND 

 
After the acquisition, the Starbucks brand became a blend of the two concepts.  No longer 

relegated to the back of the stores with minimal space, the beverage counter was placed 
prominently in all stores.  The new format had the feel both of an espresso bar and a fine coffee 
purveyor, thereby serving customers seeking either or both product types. 

Schultz’ objective was to target young and middle aged professionals, particularly those 
in middle to high social classes.  He desired to create a clearly differentiated brand image that 
would foster a personal connection between these customers and Starbucks.  Schultz envisioned 
customers viewing Starbucks as their “Third Place” (both physically and emotionally) – first 
home, then the workplace, then Starbucks.  In so doing, Starbucks sought to provide an inviting 
and refined place for these individuals to relax despite their demanding schedules.   

As such, every detail of the Starbucks’ experience had to provide a high class atmosphere 
where individuals would feel the same sophistication as a true coffee aficionado.  The baristas 
would enhance this sophistication effect by always smiling pleasantly and by knowing each 
customer by name.  This affordable luxury became highly appealing to America’s vast middle 
class (Adegoke, 2007). 

The high end coffee was served in a very relaxing, appealing atmosphere that invited the 
consumer to unwind while enjoying a fine coffee experience.  This strategy differed from the 
approach used by traditional fast food restaurants, which offered inexpensive products and 
sought to maximize volumes of customers by minimizing the customers’ time spent at a table.  
Fast food restaurants such as McDonald’s (the industry leader) touted convenience in designing a 
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quick customer experience that allowed for greater traffic capacity (Kowalski, 2006).  The 
perceptual map shown in Figure 3 demonstrates how Starbucks’ positioning set it apart from all 
other quick-service competitors in providing a “high-end” product in a relaxing “high-end” 
atmosphere.  Without significant competitors in the quick-service industry directly positioned 
against Starbucks on these key attributes, the company enjoyed extraordinary success.  

With the company strategically so well positioned, Starbucks grew from 9 locations to 17 
by the end of 1987.   

The logo for this newly revised Starbucks was also modified.  (See Figure 4.)  It was 
similar to the original Starbucks logo, but encircling the siren were the words “Starbucks 
Coffee.”  The siren’s hair was longer than before, covering the exposed breasts but leaving the 
exposed navel.  The art was more stylized, no longer looking like a 15th century carving.  The 
brown was replaced with the green of Il Giornale for a more “affirming” look to customers 
(Moore, 2005). 

Rapid growth continued for the next several years.  Starbucks could be found in 33 
locations by the end of 1988.  (See Appendix 2 for annual store counts from 1987 through 2006.)   

 
1990s – Embracing Growth 

 
In 1992, the logo changed again.  (See Figure 5).  This time the siren was brought closer 

to the viewer, eliminating the navel.  Otherwise, it was very similar to the 1987 logo. 
 

Figure 3:  1987 Perceptual Maps 
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Figure 4:  Starbucks Logo After Integration with Il Giornale 

1987-1992 
 

 
 

 
Figure 5:  Current Starbucks Logo 

1992- 
 

 
 
 
Looking to maintain its high growth rates, Starbucks installed a drive-through window in 

a test store in Southern California in 1994.  Prior to this test, the company had consistently 
resisted installing any drive-through windows. (Gillespie, 2006).  Consumers clearly appreciated 
the convenience of purchasing Starbucks products without ever leaving their cars.  Positive sales 
results led to a rapidly increasing number of stores with drive-through windows.  The challenge 
became implementing the “3rd Place” atmosphere via the drive-through. 

In 1998, Starbucks launched www.starbucks.com, the company web site.  Starbucks 
considered expanding its corporate image by merchandising coffee, furniture, videocassettes, and 
more through its web site, and invested in several online retailers.  In mid-1999 the stock price 
dropped over 20% which indicated that investors wanted Starbucks to refocus (Antlers, 2001).  
By 2001 online and catalog purchases combined for less than 2% of revenues.  Starbucks 
divested itself of many of the online retailers in subsequent months. 
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COMPETITION 
 

McDonald’s   
 
The competitive environment soon began to change.  Quick-service restaurants began 

developing coffee offerings to compete directly against Starbucks.  In May 2001, hamburger 
giant McDonald’s reinvigorated a concept called McCafé that it had originally started in 
Australia in the 90s (Adamy 2008).  Within the fast food industry, McDonald’s had traditionally 
positioned itself with an Americana-oriented family image.  This concept, however, called for a 
McDonald’s-run coffee counter inside of McDonald’s stores, offering espresso drinks as well as 
teas and pastries.  Starbucks considered McCafé as merely an indirect competitor since 
McDonald’s competed in a lower-end marketplace.  This concept, however, had the potential to 
alter McDonald’s image more toward expensive coffee.  In May 2007, Starbucks executives 
couldn’t have been happy when Consumer Reports magazine rated McDonald’s regular coffee as 
better tasting than Starbucks as well as other national competitors (Consumer Reports 2007).  

In January 2008, McDonald’s announced it would begin installing coffee bars with 
“baristas” throughout its US stores over the next two years.  McDonald’s estimated that its 
baristas (who were easily identifiable since they wore aprons) would add an annual $1 billion in 
sales of cappuccinos, lattes, mochas, and “frappes” to its previous revenues of $21.6 billion.  
McDonald’s priced these drinks between $1.99 and $3.29 (Adamy, 2008).  By comparison, 
Starbucks’ comparable drink versions were priced between $2.65 and $4.15, a premium of 
approximately one-third.   

  
Dunkin Donuts 

 
Throughout its history, Dunkin Donuts was known for quick, inexpensive no-frills 

donuts.  Doughnuts, not coffee, was the primary focus of Dunkin Donuts’ positioning (Manning-
Schaffel, 2008).  Like McDonald’s, Starbucks viewed Dunkin Donuts as an indirect competitor 
that competed only within the lower-end convenience-oriented fast-food market. 

Throughout the decade of the 00s, however, Dunkin Donuts pursued an aggressive 
growth strategy that shifted its positioning to coffee.  In the midst of rapid store expansion, 
Dunkin Donuts began a promotional campaign entitled, “America Runs on Dunkin” (Dunkin 
Donuts Press Release, 2006), a direct reference to its coffee products.  By 2006, Dunkin Donuts 
was the top selling retailer of coffee-by-the-cup in America at 2.7 million cups a day, close to 
one billion cups a year (Dunkin Donuts, Press Release 2006).  

Although Dunkin Donuts didn’t introduce a vast array of new coffee offerings with fancy 
names to rival Starbucks, it did introduce sandwiches that were similar to paninis in look and 
feel.  The company also began offering free Wi-Fi and piped-in music.  These changes increased 
the warmth within the retail stores (Manning-Schaffel, 2008).  
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Panera Bread Company 

 
Competition also began increasing dramatically within the higher-end segments of quick-

service food offerings, some of whom included high-end gourmet style coffees.  Early in the 
2000s, Panera Bread Company became a nationwide provider of quick-serve food and high-end 
coffee with a pleasant, relaxing atmosphere.  Panera Bread also began offering free wireless 
internet connections in most of its stores.  Other regional fresh café-style restaurants also began 
growing rapidly throughout the 2000s with no slowdown in expansion for the foreseeable future. 

Over time, consumers perceived less brand differentiation between Starbucks and other 
options.  The perceptual map in Figure 6 displays how Starbucks was perceived on its own two 
key attributes as compared to other quick-service providers as of 2007. 

 
Figure 6:  2007 Perceptual Maps 

 

 
 
 

2000S -- EVOLVING STRATEGY MODIFICATIONS 
 
As competition intensified, Starbucks sought new ways to increase revenues.  To 

complement its store expansion and leverage its loyal customer base (Restaurants, 2005), 
Starbucks chose to focus on two strategies for additional revenue growth.   
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Licensing and Joint Ventures 
 
In the early 2000s, Dreyer’s (ice cream) began producing a Starbucks-branded ice cream 

through a licensing agreement with the growing coffee company.  Concurrently, Starbucks also 
began distributing Frappuccino® and DoubleShot® beverages through the mass retail segment 
throughout the US.   

Hyatt Hotels announced in September of 2005 that room service coffee would be 
Starbucks in a personal pot with a French press (a traditional and popular style of coffee maker 
in which the grounds are added directly to hot water, then a filter is “pressed” through the water, 
removing the spent grounds).  The program was to roll out to all Hyatt properties in the United 
States.  The personal pot of Starbucks was also to be offered at all Hyatt Hotels restaurants. 

In late 2005, Sodexho (a giant in the food distribution industry) and Starbucks announced 
that Sodexho would operate up to 30 Starbucks stores on U.S. naval bases.  In response to 
demands for full-service Starbucks Coffee operations, the ten-year Navy contract required stores 
to operate as traditional Starbucks stores complete with coffees, teas, and other beverages, as 
well as pastries, sandwiches, salads, and even select merchandise (Elan, 2005; Sodexo Press 
Release, 2005). 

 
Expanding Product Offerings 

 
The expanded menu in the Navy contract reflects the changes Starbucks had been making 

in its product strategy.  Throughout the ‘00s decade Starbucks had been accelerating its product 
line to include a variety of food offerings such as sandwiches, pastries, and candies.  (See 
Appendix 3 for a timeline of product changes.)  To drive food sales Starbucks had also begun 
offering wireless Internet connectivity in its stores for a fee in 2001.  The goal was to bring 
customers back to Starbucks to use the Internet for work or play while enjoying an afternoon 
snack or coffee (Antlers, 2001). 

With food offerings accounting for approximately 12% of company sales by 2003 
(Matthews and Braitman, 2004), Starbucks decided to focus ever increasing attention on its non-
core product offerings.  In September 2003, shareholders in Starbucks Coffee Japan even 
approved the sale of alcohol in its stores.  The Kobe, Japan store began offering coffee-themed 
mixed drinks.  Starbucks Coffee Japan also planned to offer hot foods starting in October of the 
same year.  Starbucks was encouraged by the favorable reviews these concepts received in US 
publications such as Datamonitor, which noted in 2003 that “ideas such as the introduction of 
more extensive menus and hot foods could easily find their way into US Starbucks outlets.”   

Confirming the Datamonitor prediction, by mid-2005 Starbucks had rolled out several 
new US offerings.  Black Apron, a higher-end exclusive coffee, was introduced.  New flavored 
drinks and teas were also introduced.  Restaurants & Institutions, a leading industry magazine, 
wrote on its web site:  “New pastries, desserts, and lunch items were launched to appeal to diners 
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beyond the morning day-part crowd.  But it’s not only the menu that keeps customers so rabidly 
devoted to the brand.  Starbucks locations are being reinvented with music and Wi-Fi 
connectivity.” 

Steve Forbes lauded Starbucks in 2005 for execution and marketing in a commodity 
market.  He was impressed that Starbucks remained a high margin brand, and that the customer 
experience was well-executed and consistent across the stores (Forbes, 2005).  He also was 
impressed with the naming of the drink sizes:  a small is a “tall,” a medium is a “grande,” and a 
large is a “venti.”   

During the Christmas season in 2006, Starbucks announced it would begin selling a 
limited number of books in its stores.  The rollout began with a single title: For One More Day 
by Mitch Albom, a well-known contemporary author.  Drinking coffee and reading a book 
seemed a natural combination upon which Starbucks could capitalize (Nawotka, 2006).  Some 
stores were also equipped with Hear Music (Starbucks’ music label) areas for customers to create 
custom CDs for purchase.  Appendix 4 provides a list of Starbucks product offerings. 

 
EFFECTS OF STRATEGY CHANGES 

 
By the end of 2007 more than two-thirds of company-owned US Starbucks locations 

were serving lunch items such as sandwiches.  Some Starbucks baristas began expressing 
concerns, however, that their managers had begun instructing them to ask customers if they 
would like a breakfast sandwich with their coffee.  This technique for upgrading a customer’s 
order, however, had long been popular within the fast-food industry (Adamy, 2008).  Starbucks 
even began considering expanding its menu to include more beverages aimed directly at children 
and teens (Linn 2007).  

Overall, Starbucks appeared to be profiting from its strategic changes (see Starbucks’ 
operating results in Table 1).  The company’s changes in product strategy seemed well aimed at 
the American culture’s desires for convenience, even if they may not have been perfectly true to 
Schultz’ original “Third Place” branding concept. 

In February 2007, Schultz wrote an internal memo to CEO Jim Donald entitled “The 
Commoditization of the Starbucks Experience.”  (See Appendix 1 for entire memo).  In the 
email, Schultz noted two specific trade-offs that had been made to gain efficiency and scope of 
operations: manual pulling of espresso shots was replaced by machine; and beans were shipped 
in special packaging instead of being stored in bins in sight of the customer.  His message further 
stated that “some people even call our stores sterile, cookie cutter, no longer reflecting the 
passion our partners feel about our coffee.”  After the e-mail was eventually leaked to the media, 
it became national news and it triggered many articles speculating the future direction of 
Starbucks. 
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Table 1:  Starbuck’s Operating Results 
$Millions 

(except per share 
data) 

2007 2006 2005 2004 2003 2002 

Total Revenue  9411.50 7786.94 6369.30 5294.25 4075.52 3288.91 
Total Operating 
Expense  8357.55 6892.99 5588.78 4687.75 3654.67 2974.68 

Operating Income  1053.94 893.95 780.52 606.49 420.85 314.23 
Income Before Tax  1056.36 906.24 796.35 620.63 432.47 336.89 
Net Income  672.64 564.26 494.37 388.88 265.36 211.39 
Income Available to 
Common Incl. Extra 
Items  

672.64 564.26 494.37 388.88 265.36 211.39 

Diluted Normalized 
EPS  0.87 0.73 0.61 0.47 0.33 0.27 

 
 

POTENTIAL CROSSROADS 
 
One year later, Schultz’ memo still posed a potential dilemma for Starbucks.  Many of 

Starbucks’ product and branding evolutions were generating profitable returns.  While the 
majority of Starbucks’ revenues were still driven by sales of coffee drinks, these newer revenue 
sources offered some interesting advantages: 

 
 
• Licensing sales represented margins that were close to 100% contribution. 
• Merchandising sales were closely correlated with customer traffic within the stores, 

which Starbucks believed to be a positive sign. 
• Sales for sandwiches and other food products were going well 
• Drive-through service windows were making a dramatic difference in sales almost 

everywhere they were opened.  Stores with drive-through service, now more than 
30% of company-owned stores (Rothbort, 2007), derived a majority of their sales 
from the drive-through window as opposed to walk-in sales.   

 
Total company sales were at or near historical highs and still increasing.  In many 

regards, the company’s decisions appeared to be working.   
 
However: 
• Food sales offered much lower contribution margins than did sales of coffee.  

Consistently, company profit margins had dropped each year from approximately 
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8.7% in 2004 (Palmer, 2007) to approximately 7.1% in 2007 (Hoovers, 2008) and 
were a mere 3% in the first quarter of 2008 (Hoovers, 2008). 

• Although food products added an average of roughly $35,000 to a store’s sales 
volumes in 2006, same store sales only rose 7% that year.  By comparison, same 
store sales had grown at a rate of 10% in 2004 (Palmer, 2007). 

• Same store sales had grown only 1% in the final quarter of 2007 (Goldman, 2008).  
 
Such news was particularly alarming to a company with approximately 85% of all 

revenues derived from the company-owned stores (Valuecruncher, 2007).  Investors seemed 
alarmed as well: Starbucks stock price dropped roughly one third in 2007 to end the year around 
$20 per share.  It closed the first quarter 2008 around $17.50 per share, approximately half its 
value of late 2006.  By comparison, the Dow Jones Industrial Average had risen in 2007, but 
closed the end of 2008 near its ending 2006 level.  Panera Bread’s stock price had dropped 
significantly in 2007, but it gained in the first quarter 2008 to close at approximately two-thirds 
its ending 2006 level.  McDonald’s stock price rose in 2007 and ended the first quarter 2008 
significantly higher than its 2006 value.  (See Appendix 5).  Dunkin Brands was not publically 
traded. 

Some industry forecasters foresaw Starbucks’ disappointing performance as an early 
indicator of a weakening economy (Adegoke, 2007), arguing that a slowing economy could have 
been leading consumers to resist high priced lattes in favor of less expensive offerings from 
Starbucks’ competitors.  Starbucks’ internal research, however, indicated that the company had 
not been losing customers to competitor brands due to a slowing economy (Stelter, 2008).  This 
research demonstrated that Starbucks customers continued to purchase at Starbucks, but unlike 
America’s previous economic downturn of the early 1990s (when US sales of specialty coffee 
drinks actually increased significantly (Maxwell, 1993)), the slowing economy might have led 
customers to purchase fewer of the more expensive coffee drinks such as lattes and cappuccinos 
in favor of other Starbucks offerings (Stelter, 2008).  These findings indicated that a weakening 
economy was not likely the primary cause of the company’s disappointing performance. 

Starbucks appeared to be facing a potential trade-off between extending the brand to 
increase immediate short-term profitability vs. potentially moving away from the brand name at 
the expense of its long-term competitive distinction.  The value of Starbucks to its customers; to 
its partners; and to its shareholders; hung in the balance.  
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APPENDIX 1 
“THE COMMODITIZATION OF THE STARBUCKS EXPERIENCE” 

 
Text of an internal email from Howard Schultz on February 14, 2007. Recorded at Starbucks Gossip web site: 
 
From: Howard Schultz 
 
Sent: Wednesday, February 14, 2007 10:39 AM PST 
 
To: Jim Donald 
 
CC: Anne Saunders; Dave Pace; Dorothy Kim; Gerry Lopez; Jim Alling; Ken Lombard; Martin Coles;  
 Michael Casey; Michelle Gass; Paula Boggs; Sandra Taylor 
 
Subject: The Commoditization of the Starbucks Experience 
 
As you prepare for the FY 08 strategic planning process, I want to share some of my thoughts with you. 
Over the past ten years, in order to achieve the growth, development, and scale necessary to go from less than 1,000 stores to 
13,000 stores and beyond, we have had to make a series of decisions that, in retrospect, have lead to the watering down of the 
Starbucks experience, and, what some might call the commoditization of our brand. 
Many of these decisions were probably right at the time, and on their own merit would not have created the dilution of the 
experience; but in this case, the sum is much greater and, unfortunately, much more damaging than the individual pieces. For 
example, when we went to automatic espresso machines, we solved a major problem in terms of speed of service and efficiency. 
At the same time, we overlooked the fact that we would remove much of the romance and theatre that was in play with the use of 
the La Marzocca machines. This specific decision became even more damaging when the height of the machines, which are now 
in thousands of stores, blocked the visual sight line the customer previously had to watch the drink being made, and for the 
intimate experience with the barista. This, coupled with the need for fresh roasted coffee in every North America city and every 
international market, moved us toward the decision and the need for flavor locked packaging. Again, the right decision at the 
right time, and once again I believe we overlooked the cause and the affect of flavor lock in our stores. We achieved fresh roasted 
bagged coffee, but at what cost? The loss of aroma -- perhaps the most powerful non-verbal signal we had in our stores; the loss 
of our people scooping fresh coffee from the bins and grinding it fresh in front of the customer, and once again stripping the store 
of tradition and our heritage? Then we moved to store design. Clearly we have had to streamline store design to gain efficiencies 
of scale and to make sure we had the ROI on sales to investment ratios that would satisfy the financial side of our business. 
However, one of the results has been stores that no longer have the soul of the past and reflect a chain of stores vs. the warm 
feeling of a neighborhood store. Some people even call our stores sterile, cookie cutter, no longer reflecting the passion our 
partners feel about our coffee. In fact, I am not sure people today even know we are roasting coffee. You certainly can't get the 
message from being in our stores. The merchandise, more art than science, is far removed from being the merchant that I believe 
we can be and certainly at a minimum should support the foundation of our coffee heritage. Some stores don't have coffee 
grinders, French presses from Bodum, or even coffee filters. 
Now that I have provided you with a list of some of the underlying issues that I believe we need to solve, let me say at the outset 
that we have all been part of these decisions. I take full responsibility myself, but we desperately need to look into the mirror and 
realize it's time to get back to the core and make the changes necessary to evoke the heritage, the tradition, and the passion that 
we all have for the true Starbucks experience. While the current state of affairs for the most part is self induced, that has lead to 
competitors of all kinds, small and large coffee companies, fast food operators, and mom and pops, to position themselves in a 
way that creates awareness, trial and loyalty of people who previously have been Starbucks customers. This must be eradicated. 
I have said for 20 years that our success is not an entitlement and now it's proving to be a reality. Let's be smarter about how we 
are spending our time, money and resources. Let's get back to the core. Push for innovation and do the things necessary to once 
again differentiate Starbucks from all others. We source and buy the highest quality coffee. We have built the most trusted brand 
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in coffee in the world, and we have an enormous responsibility to both the people who have come before us and the 150,000 
partners and their families who are relying on our stewardship. 

Finally, I would like to acknowledge all that you do for Starbucks. Without your passion and commitment, we would 
not be where we are today. 
 
Onward 

 
 

APPENDIX 2 
STORE COUNT 

End of Year Total number of  
Starbucks stores 

% increase from prior year 

1987 17  
1988 33 94.11% 
1989 55 66.66% 
1990 84 52.73% 
1991 116 38.10% 
1992 165 42.24% 
1993 272 64.85% 
1994 425 56.25% 
1995 677 59.29% 
1996 1015 49.93% 
1997 1412 39.11% 
1998 1886 33.57% 
1999 2498 32.45% 
2000 3501 40.15% 
2001 4709 34.50% 
2002 5886 24.99% 
2003 7225 22.75% 
2004 8569 18.60% 
2005 10241 19.51% 
2006 12440 21.47% 

Source:  Company web site, “Company Timeline,” accessed May 2007 

 
 

APPENDIX 3 
PRODUCT DEVELOPMENT OVER TIME 

1971 Coffee beans 
Coffee equipment 

2000 Fair Trade Certified coffee program 
extended 

1982 Coffee provided to fine restaurants and 
espresso bars 

2001 Starbucks stored-value card 
Hyatt Hotels agreement 

1984 Caffe Latte 
Christmas Blend 

2002 Ready-to-drink Starbucks Double-Shot 
espresso 
Commitment to Origins coffees 
Crème, non-coffee blended beverage 
T-Mobile wireless rollout begins 
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APPENDIX 3 
PRODUCT DEVELOPMENT OVER TIME 

1986 Eggnog Latte (Il Giornale) 2003 Starbucks Card Duetto (Visa & 
Starbucks card in one) 
Acquires Seattle’s Best Coffee 
Iced Shaken Refreshments (iced coffee 
drinks) 

1991 First licensed airport store 2004 In-store CD burning service 
Tazo® teas introduced to grocery stores 
Hear Music music bars launched 
Seattle’s Best in Borders bookstores 
Black Apron exclusives 100% Kona 
coffee 

1993 Starbucks in Barnes & Noble bookstores 2005 Starbucks Coffee Liqueur 
Starbucks Cream Liqueur 
Acquires Ethos Water (bottled water 
company) 
Ready-to-drink beverages introduced 
overseas 

1995 CDs 
Frappuccino® 
Starbucks located in Chapters bookstores 
Starbucks Super-Premium Ice Cream 
(Dreyer’s) 
First Starbucks in Japan 

2006 
 

Starbucks DoubleShot® Light espresso 
Rwanda Blue Bourbon Black Apron 
Exclusives 
Pomegranate Frappuccino® juice blend 
Strawberries & Crème Frappuccino® 
(non-coffee, bottled) 
Tangerine Frappuccino® juice blend 
Plans to roll out hot vending machines 
announce 

1996 JV with Pepsico to sell bottled 
Frappuccino® in stores 

  

1997 Starbucks home espresso machine 
Frappuccino® Lowfat Ice Cream Bars 

  

1998 Milder Dimensions (lighter and milder 
than  original roasts) 
Agreement with Kraft through grocery 
channels www.Starbucks.com 
Doonesbury Starbucks (playing cards, etc.) 
Doonesbury Starbucks discontinued 

  

1999 Acquires Tazo® tea company: adds Tazo® 
tea to Starbucks product offerings 
Shade-grown Mexican coffee 
Acquires Hear Music (music company) 
Starbucks Barista Aroma Solo 
coffeemaker 
Starbucks in Albertsons grocery stores 
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APPENDIX 4 
PRODUCTS 

 
Coffee:  
More than 30 blends and single-origin coffees. 
 
Handcrafted Beverages:  
Fresh-brewed coffee, hot and iced espresso beverages, coffee and non-coffee blended beverages, and Tazo® teas. 
 
Merchandise:  
An exclusive line of Starbucks Barista® home espresso machines, coffee brewers and grinders, a line of premium 
chocolate, coffee mugs and coffee accessories, and assorted gift items. 
 
Fresh Food:  
Baked pastries, sandwiches and salads. 
 
Starbucks Entertainment:  
A selection of the best in music, books and film from both emerging and established talent, offering Starbucks 
customers the opportunity to discover quality entertainment in a fun, convenient way. 
 
Global Consumer Products:  
Line of bottled Starbucks Frappuccino® coffee drinks, Discoveries™ Coffee Drinks (in Japan and Taiwan), 
Starbucks DoubleShot® espresso drinks, Starbucks® Iced Coffee drinks, whole bean coffees and Tazo® teas at 
grocery, Starbucks™ Coffee Liqueurs and a line of superpremium ice creams. 
 
Starbucks Card:  
Starbucks Card, a reloadable stored-value card, surpassed the $2.5 billion mark for total activations and reloads 
since its introduction in 2001. With more than 120 million cards activated to date, the Starbucks Card has continued 
to grow as a percentage of tender used in Starbucks stores. Due to its success in North America, Starbucks Card 
programs have launched in other international markets, including Australia, Greece, Hong Kong, Japan, Spain, 
Thailand and the United Kingdom. 
 
Brand Portfolio:  
Starbucks Entertainment, Starbucks Hear Music, Tazo®, Ethos Water, Seattle’s Best Coffee and Torrefazione Italia 
Coffee. 
 
Source: Company website, “Company Fact Sheet” accessed May 2007 
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APPENDIX 5 
STOCK PERFORMANCE 

SELECTED YEAR-END ADJUSTED CLOSE SHARE / INDEX PRICES 
2002-2007 (ADJUSTED FOR DIVIDENDS / SPLITS) 

 McDonald’s 
MCD 

Panera Bread 
PNRA 

Starbucks 
SBUX 

Dow Jones Industrial Average 
DJIA 

2002 $13.17 $34.81 $10.05 8341.63 
2003 $20.66 $39.52 $16.36 10,453.92 
2004 $27.17 $40.32 $30.76 10,783.01 
2005 $29.16 $65.68 $29.60 10,717.50 
2006 $39.27 $55.91 $34.94 12,463.15 
2007 $53.56 $35.82 $20.19 13,264.82 

FIRST QUARTER (MARCH 31) 2008 CLOSE SHARE / INDEX PRICES 
1stQ 2008 $51.06 $41.89 $17.50 12,262.89 

Source:  Yahoo! Finance (2010), accessed December 30th, 2010 
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