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There are those who question whether the spe-
cialty coffee market will continue to grow or whether
it is just a fad. Supporters maintain that the prolifera-
tion of coffee houses reflects changes in social views,
particularly with young adults. Both Starbucks and
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Second Cup hope to capitalize on the profitability
associated with catering to the time-strapped boomer
by producing, selling, and playing CDs designed to
attract people to the stores. Starbucks even maintains
designers and architects in-house who adapt the mel-
low urban look to a given site and customer demo-
graphics. The creation of such a comfortable
environment to complement the eclectic product
offerings and corporate image is proving to be quite
popular with Canadians in urban centres. Will this suc-
cess continue in other parts of the country? Is it even
sustainable over the long run in existing centres? What
changes will be necessary over the next few years?

Who are the target markets for Starbucks? How
do they differ from those of other coffee shops?

What is Starbucks’ competitive advantage? Is it
sustainable?

{3) How is the company positioned? Illustrate this
with a positioning map that reflects the major
players in the coffee market.

iih Does the proliferation of Starbucks’ brand
extension dilute the core concept and nega-
tively affect the company’s positioning and
competitive advantage?
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Starbucks Pouring
Hot in Canada*
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The battle in the Canadian specialty coffee market is
heating up. The strength of this industry can be seen
in the proliferation of coffee shops in recent years.
Although only 4 percent of adult Canadians drank
specialty coffees in 1994, this percentage doubled
within a year, and the popularity of these premium-
priced beverages remains quite strong. One of the
new kids on the block is Seattle-based Starbucks.
Since its entry into Canada in 1987, Starbucks has
aggressively sought to increase its market share in
large urban centres. Initially, Starbucks confined its
operations to Vancouver; its success there motivated
entry into other Canadian cities. In 1996, when the
company planned its entry into the Toronto market,
it stirred up considerable controversy when it
attempted to acquire prime locations for its
corporate-owned stores adjacent to existing Second
Cup franchises. The casualties in this confrontation
were neighbourhood cafes, and this resulted in con-
siderable negative press for Starbucks. Nevertheless,
the company has continued its penetration of the
Canadian market by opening stores in Edmonton and
Calgary. Observers are questioning whether this suc-
cess will continue. What is it that sets Starbucks apart
from the competition? Are such differences sustain-
able, or are they merely part of some fad?

How is it that Starbucks has been able to pene-
trate a market served by such well-known brands as
Tim Hortons, Second Cup, A.L. Van Houtte, and
Timothy'’s Coffees of the World? The specialty coffee
shops in Canada differentiate themselves according to
various aspects of coffee drinking. Tim Hortons’ pres-
ident, Paul House, identifies his company as being in
the “snack occasion” business and adds that the
growth segments are lunches and bagels. The focus of
*This case was prepared by Judith A. Cumiby, Assistant Professor, Faculty of Business
Administration, Memorial University of Newfoundland, as a basis for class discussion

and is not intended to reflect either an effective or an ineffective handling of man-
agement problems.
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Second Cup is on street-level stores—takeout coffee
bars in commuter stations, hospitals, and shopping
malls.Van Houtte, primarily a wholesale distributor to
supermarkets and a supplier of coffee machines in
offices and institutions, operates a number of retail
outlets. Paul-Andre Guillotte, president of A.L. Van
Houtte, says that his establishment caters to 18-25-
year-olds who are increasingly using coffee shops as
meeting places. Van Houtte’s customers view its cof-
fee shops as young, hip places serving high-quality
coffee. The focus for Timothy’s Coffees of the World
is on the standard cup of fresh-brewed coffee. While
Starbucks offers espresso-based products such as caffe
latte, caffe mocha, and cappuccino, some would argue
that Starbucks’ success is attributable to its ability to
offer customers a total brand experience that extends
beyond the consumption of a beverage. This process
_ has involved a positioning of the company—its ideals
and image—with various stakeholder groups: the
community, its employees, and its customers.
Starbucks’ ability to transform coffee into a
lifestyle choice flows from its mission statement,
which directs the company to a role of environmen-
tal leadership in all facets of its business. These words
have been transformed into a variety of socially
responsible actions, including sale of a reusable coffee
tumbler designed to commemorate the 100th
anniversary in 1997 of the YWCA in Vancouver. In
1996, Starbucks and the Hospital for Sick Children in
Toronto forged a long-term partnership that resulted
in Starbucks making an annual contribution to the
hospital foundation and opening a Starbucks location
in the hospital’s lobby. Starbucks actively supports
organizations that benefit children’s welfare, AIDS
outreach, and environmental awareness; is involved in
a variety of community cultural events; and supports
a variety of programs in Guatemala, Indonesia, Kenya,
and Ethiopia—all coffee-growing countries.This pro-
tection of the environment can be seen within the
individual stores, where “everything” that can be
recycled is: from the cardboard butter patties to the
used coffee grounds. Stale-dated coffee is donated to
charitable organizations such as women’s shelters.
The positive press that the company receives from
such community involvement extends to its internal
marketing efforts. Despite the recent unionization of
workers at some Canadian locations, Starbucks is
known for its progressive personnel policies and gen-
erous compensation packages. In a proactive move,
Starbucks offered all employees, or “partners,” the
same wages regardless of whether they were union-
ized. The company’s claim that it is in the “people
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development” business as much as the coffee business
is evidenced by its training programs, in which part-
ners are encouraged to share their feelings about sell-
ing, about coffee, and about working for Starbucks.
They are also encouraged to take personal responsibil-
ity for all aspects of their work, including the produc-
tion of beverages to exact specifications and the
encouragement of recycling and conservation wher-
ever possible. Partners devote special attention to edu-
cating consumers about the explanations for
Starbucks’ Italian drink names, the necessity to buy
new beans weekly, and the requirement to never let
coffee stand for more than twenty minutes. The rela-
tionship marketing efforts between Starbucks and its
partners have translated into annual staff, or “barista,”
turnover of 60 percent, compared with 140 percent
for hourly workers in the fast-food business.

This affinity toward Starbucks is also felt by cus-
tomers, 10 percent of whom visit the store twice a day;
the average customer visits 18 times a month. The
strength of such customer loyalty has provided the
company with the luxury of using very little traditional
advertising. Instead, the company has concentrated on
creating an experience that customers are happy to
promote. Starbucks devotees feel that the brand is
defined as much by attitude as by products. It is
Starbucks’ treatment of its employees, the community,
and the environment that has earned it respect with
customers. This positive image is backed by premium
products, including traditional specialty coffees and the
new Frappuccino, a frozen coffee drink that is tremen-
dously popular during the summer. Customers can buy
Starbucks ice cream and bottled drinks in the super-
market. Some argue that the proliferation of brand
extensions could serve to dilute the core concept.
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What have other coffee companies been doing in
the wake of Starbucks’ aggressive marketing cam-
paigns? Distribution is critical and has been extended
beyond traditional retail outlets. There are Second Cup
kiosks in all Borders bookstores in Canada, while
Starbucks has opened outlets in Chapters bookshops.
Second Cup coffee is served on all Air Canada flights,
an alliance that accounts for 10 percent of the com-
pany’s coffee sales in Canada. Second Cup and Tim
Hortons operate franchises in hospitals. Tim Hortons
coffee is available at over 1,100 company and franchise
restaurants, many in rural locations, and through some
Esso gas stations, and is promoted with the theme of
“You've always got time for Tim Hortons."This is sup-
plemented by the use of an emotional appeal in recent
advertising campaigns in which the focus is on the
unique role of Tim Hortons stores in the community.
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Lillian, age 86, is shown walking through Lunenburg,
Nova Scotia, on her way to enjoying her daily cup of
Tim Hortons coffee. Customers have found Lillian to
be warm and charming—just the image that the
advertising creators were looking for. Another adver-
tisement includes a spot on Sammi, a dog from Saint
John, New Brunswick, who picks up her master’s cof-
fee from the local drive-through window. The use of
such true stories is quite popular with customers in
Atlantic Canada.




