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CASE

Two global drinks brands are
trying to revitalise themselves

Pepsi and Starbucks share a problem. The second-biggest maker of cola and the world’s
largest chain of coffee shops are both worried about how customers perceive their brands.
Pepsi has always been about “experience”, says Ron Coughlin, a Pepsi marketing execu-
tive. The trouble is that consumers are increasingly experiencing healthier soft drinks and
bottled water, rather than sugary cola. Starbucks, meanwhile, may have expanded too quickly,
which is why Howard Schultz, its chairman, worries that the “Starbucks experience” is
under threat.

In an internal memo sent to senior Starbucks executives on February 14th, which was
leaked onto the internet, Mr. Schultz says that the expansion from 1,000 to more than 13,000
shops over the past ten years has led to a watering down of the Starbucks experience and to
“what some might call the commoditization of the brand”. One result, says Mr. Schultz, is
that some people find its stores “sterile, cookie-cutter, no longer reflecting the passion our
partners feel about coffee”.

In his memo Mr. Schultz suggests that the company needs to go back to its roots. From
its beginnings in the 1970s Starbucks set out to be a “third place” to spend time, in addition
to home and work. The smell of fresh coffee beans is supposed to waft through brightly lit
cafés fitted with tables and comfortable chairs. Electrical plugs let customers recharge their
portable music-players or laptop computers. Most Starbucks in America, and in some other
countries, provide wireless internet access.

But during its expansion Starbucks installed automatic espresso machines, rather than
hand-pulled ones, added drive-through windows for motorists and started to sell hot food,
mugs and even CDs. As McDonald’s, Dunkin’ Donuts and other fast-food chains moved
upmarket, Starbucks looked less distinctive. Consumer Reports, an American magazine
that publishes reviews of consumer products, recently rated McDonald’s coffee more highly
than that sold at Starbucks.



Mr. Schultz’s desire to return to Starbucks’ roots would appear to be at odds with the
company’s stated goal of growing to 40,000 outlets worldwide. Some analysts think
Starbucks’ brand is already overstretched. “Our research suggests that customers are de-
fecting,” says Mr. Passikoff. This year Starbucks lost first place in Brand Key’s annual
study of consumer loyalty in the coffee-and-doughnuts category to Dunkin’ Donuts.

Pepsi’s problem is that it is a big brand in a shrinking market. Sales of carbonated soft
drinks declined from 10.24 billion cases in 2004 to 10.18 billion cases in 2005, according to
Beverage Marketing, a research firm. (A case is defined as 192 American fluid ounces, or
5.68 litres.) The main reason for the decline is growing concern about obesity.

Last month Pepsi launched a global restyling of its Pepsi cans, with a series of 35 new
designs with themes such as music, sport or fashion. The globe logo and the lettering on the
cans will remain the same, but a new theme will make its debut every few weeks. Each one
has its own website with video clips and other enticements to engage consumers. The aim is
to represent the “fun, optimistic and youthful” spirit of Pepsi, says the firm. “It’s a facelift,
but I am not sure whether it will make much difference to margins,” says Robert van Brugge,
a beverage analyst at Sanford Bernstein. Mr. Passikoff says changing the packaging is a
tired brand’s last refuge.

During its 109-year history Pepsi has undergone many rebrandings, of course, but none
on this scale. By next year the current red, white and blue Pepsi can will have disappeared
from the shelves. The company instead promises a “sustained discovery” for people of all
ages and — not surprisingly — a new “experience”.

— From The Economist (Mar. 1st, 2007)

I. Key Words and Expressions
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II. Background Information

1. PepsiCo, Incorporated 4=/ H]

1) Introduction

PepsiCo, Incorporated (Short for Pepsi Company) is a large conglomerate with interests
in manufacturing, marketing and selling a wide variety of carbonated and non-carbonated bev-
erages, as well as salty, sweet and grain-based snacks, and other foods. Besides the Pepsi-Cola
brands (including Mountain Dew), the company owns the brands Quaker Oats, Gatorade, Frito
Lay, SoBe, Naked, and Tropicana.

Indra Nooyi, chief executive of PepsiCo since 2006, has focused on maintaining the
company’s leadership in the snack food industry by being on the forefront of marketing healthier
snacks and striving for a net-zero impact on the environment. This focus on healthier foods and
lifestyles is part of Nooyi’s “Performance with Purpose” philosophy.

2) History

Headquartered in Purchase, New York, with Research and Development Headquarters in
Valhalla, NY, the Pepsi Cola Company began in 1898, but it only became known as PepsiCo
when it merged with Frito Lay in 1965. Until 1997, it also owned KFC, Pizza Hut, and Taco
Bell, but these fast-food restaurants were spun off into Tricon Global Restaurants, now Yum!
Brands, Inc. PepsiCo purchased Tropicana in 1998, and Quaker Oats in 2001.

2. Pepsi-Cola B E¥n[ ‘R

1) Introduction

Pepsi-Cola is a carbonated beverage that is produced and manufactured by PepsiCo. It is
sold in stores, restaurants and from vending machines. The drink was first made in the 1890s by
pharmacist Caleb Bradham in New Bern, North Carolina. The brand was trademarked on June
16, 1903. There have been many Pepsi variants produced over the years since 1903, including
Diet Pepsi, Crystal Pepsi, Pepsi Twist, Pepsi Max, Pepsi Samba, Pepsi Blue, Pepsi Gold, Pepsi



Holiday Spice, Pepsi Jazz, Pepsi X (available in Finland and Brazil), Pepsi Next (available in
Japan and South Korea), Pepsi Raw, Pepsi Retro in Mexico, Pepsi One, and Pepsi Ice Cucum-
ber in Japan.

2) Origin

Pepsi was first made in New Bern, North Carolina, in the United States in the early 1890s
by pharmacist Caleb Bradham. In 1898, “Brad’s drink” was changed to “Pepsi-Cola” and later
trademarked on June 16, 1903.There are several theories on the origin of the word “pepsi”. The
only two discussed within the current PepsiCo website are the following:

i. Caleb Bradham bought the name “Pep Kola” from a local competitor and changed it to
Pepsi-Cola.

ii. “Pepsi-Cola” is an anagram for “Episcopal” — a large church across the street from
Bradham’s drugstore. There is a plaque at the site of the original drugstore document-
ing this, though PepsiCo has denied this theory.

The word Pepsi comes from the Greek word “pepsi”, which is a medical term, describing
the food dissolving process within one’s stomach. It is also a medical term that describes a
problem with one’s stomach to dissolve foods properly.

Another theory regarding the name’s origins is that Caleb Bradham and his customers
simply thought the name sounded good and reflected the fact that the drink had some kind of
“pep” in it because it was a carbonated drink. It was made of carbonated water, sugar, vanilla,
rare oils, and kola nuts. Whether the original recipe included the enzyme pepsin is disputed.

In 1903, Bradham moved the bottling of Pepsi-Cola from his drugstore into a rented
warehouse. That year, Bradham sold 7,968 gallons of syrup. The next year, Pepsi was sold in
six-ounce bottles, and sales increased to 19,848 gallons. In 1924, Pepsi received its first logo
redesign since the original design of 1905. In 1926, the logo was changed again. In 1929,
automobile race pioneer Barney Oldfield endorsed Pepsi-Cola in newspaper ads as “A bully
drink ... refreshing, invigorating, a fine bracer before a race”.

In 1929, the Pepsi-Cola Company went bankrupt during the Great Depression — in large
part due to financial losses incurred by speculating on wildly fluctuating sugar prices as a result
of World War 1. Assets were sold and Roy C. Megargel bought the Pepsi trademark. Eight years
later, the company went bankrupt again. Pepsi’s assets were then purchased by Charles Guth,
the President of Loft Inc. Loft was a candy manufacturer with retail stores that contained soda
fountains. He sought to replace Coca-Cola at his stores’ fountains after Coke refused to give
him a discount on syrup. Guth then had Loft’s chemists reformulate the Pepsi-Cola syrup formula.

3) Rise in popularity

During the Great Depression, Pepsi gained popularity following the introduction in 1929
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of a 12-ounce bottle. Initially priced at 10 cents, sales were slow, but when the price was slashed
to five cents, sales increased substantially. With a radio advertising campaign featuring the
jingle “Pepsi cola hits the spot / Twelve full ounces, that’s a lot / Twice as much for a nickel, too/
Pepsi-Cola is the drink for you”, Pepsi encouraged price-watching consumers to switch, ob-
liquely referring to the Coca-Cola standard of six ounces a bottle for the price of five cents (a
nickel), instead of the 12 ounces Pepsi sold at the same price. Coming at a time of economic
crisis, the campaign succeeded in boosting Pepsi’s status. In 1936 alone 500,000,000 bottles of
Pepsi were consumed. From 1936 to 1938, Pepsi-Cola’s profits doubled.

Pepsi’s success under Guth came while the Loft Candy business was faltering. Since he
had initially used Loft’s finances and facilities to establish the new Pepsi success, the near-
bankrupt Loft Company sued Guth for possession of the Pepsi-Cola company. A long legal
battle, Guth v. Loft, then ensued, with the case reaching the Delaware Supreme Court and
ultimately ending in a loss for Guth. Loft now owned Pepsi, and the two companies did a
merger, then immediately spun off the Loft company.

In 1975, Pepsi introduced the Pepsi Challenge marketing campaign where PepsiCo set up
a blind tasting between Pepsi-Cola and rival Coca-Cola. During these blind taste tests the ma-
jority of participants picked Pepsi as the better tasting of the two soft drinks. PepsiCo took great
advantage of the campaign with television commercials reporting the test results to the public.

In 1996, PepsiCo launched the highly successful Pepsi Stuff marketing strategy. By 2002,
the strategy was cited by Promo Magazine as one of 16 “Ageless Wonders” that “helped rede-
fine promotion marketing”.

In 2007, PepsiCo redesigned their cans for the fourteenth time, and for the first time,
included more than thirty different backgrounds on each can, introducing a new background
every three weeks.

3. Starbucks Corporation % i/ 6]

1) Introduction

Starbucks Corporation is an international coffee and coffeehouse chain based in Seattle,
Washington. Starbucks is the largest coffeehouse company in the world, with 16,120 stores in
44 countries. Starbucks sells drip brewed coffee, espresso-based hot drinks, other hot and cold
drinks, snacks, and items such as mugs and coffee beans. Through the Starbucks Entertainment
division and Hear Music brand, the company also markets books, music, and film. Many of the
company’s products are seasonal or specific to the locality of the store. Starbucks-brand ice
cream and coffee are also sold at grocery stores.

From Starbucks’ founding in Seattle as a local coffee bean roaster and retailer, the com-



pany has expanded rapidly. In the 1990s, Starbucks was opening a new store every workday, a
pace that continued into the 2000s. Domestic growth has since slowed, although the company
continues to expand in foreign markets and is opening seven stores a day worldwide.The first
location outside of the U.S. and Canada was established in 1990s, and they now constitute
almost one third of Starbucks’ stores. By late March 2008, Starbucks had more than 16,120
stores worldwide, including 11,000 stores located in the U.S. On July 1st, 2008, the company
announced it was closing 600 under-performing company-owned stores and cutting U.S. ex-
pansion plans amid growing economic uncertainty. On July 29th, 2008, Starbucks also cut
almost 1,000 non-retail jobs as part of its bid to re-energize the brand and boost its profit. Of
the new cuts, 550 of the positions are layoffs and the rest are unfilled jobs. These closings and
layoffs have effectively ended the period of prolific growth and expansion the company began
in the mid-1990s.

2) History

The original Starbucks was opened in Pike Place Market in Seattle, Washington, in 1971
by three partners: English teacher Jerry Baldwin, history teacher Zev Siegel, and writer Gordon
Bowker. The three were inspired by Alfred Peet, whom they knew personally, to open their
first store in Pike Place Market to sell high-quality coffee beans and equipment. The original
Starbucks location was at 2000 Western Avenue from 1971 to 1976. That store then moved to
1912 Pike Place; it is still open. During their first year of operation, they purchased green
coffee beans from Peet’s, then began buying directly from growers.

Entrepreneur Howard Schultz joined the company in 1983, and, after a trip to Milan,
Italy, advised that the company sell coffee and Espresso drinks as well as beans. The owners
rejected this idea, believing that getting into the beverage business would distract the company
from its primary focus. To them, coffee was something to be prepared in the home. Certain that
there was much money to be made selling drinks to on-the-go Americans, Schultz started the Il
Giornale coffee bar chain in 1985.

In 1984, the original owners of Starbucks, led by Baldwin, took the opportunity to pur-
chase Peet’s (Baldwin still works there today). In 1987, they sold the Starbucks chain to Schultz’s
Il Giornale, which rebranded the Il Giornale outlets as Starbucks and quickly began to expand.
Starbucks opened its first locations outside Seattle at Waterfront Station in Vancouver, British
Columbia, and Chicago, Illinois, that same year. At the time of its initial public offering on the
stock market in 1992, Starbucks had grown to 165 outlets.

Starbucks’ chairman, Howard Schultz, has talked about making sure growth does not
dilute the company’s culture and the common goal of the company’s leadership to act like a
small company.
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3) Starbucks store ownership

As of November 2007, Starbucks had 8,505 company-owned outlets worldwide: 6,793 of
them in the United States and 1,712 in other countries and U.S. territories. In addition, the
company has 6,506 joint-venture and licensed outlets: 3,891 of them in the United States and
2,615 in other countries and U.S. territories.These joint ventures most notably include Barnes
& Noble bookstores, Target Corporation retail centers, and Safeway Inc. grocery stores. This
brings the total locations (as of November 2007) to 15,011 worldwide.Starbucks can be found
in many popular grocery chains in the U.S., Canada and the UK, as well as in many airports.

4) Chairman Howard Schultz

In January 2008, Chairman Howard Schultz resumed his roles as President and Chief
Executive Officer after an eight year hiatus, and replaced Jim Donald, who took those posts in
2005 but decided to leave the company in late 2007. Schultz’s principal challenge is to restore
what he calls the “distinctive Starbucks experience” in the face of rapid expansion. Analysts
believe that Schultz must determine how to contend with higher materials prices and enhanced
competition from lower-price fast food chains, including McDonald’s and Dunkin’ Donuts. On
January 31, 2008, Schultz announced that Starbucks would discontinue its warm breakfast
sandwich products, originally scheduled to launch nationwide in 2008, in order to refocus the
brand on all things coffee.

In March 2008, Schultz made several announcements to Starbucks shareholders. Schultz
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introduced Starbucks’ “state of the art espresso system”,the Thermoplan AG manufactured
Mastrena, which will replace the Verismo 801. Starbucks also announced that the company
hopes to enter the energy drink market and introduce a customer reward program. Pre-ground
beans will also no longer be used, in order that the additional grinding of all whole bean. coffee
will “bring aroma, romance and theater” to American stores. The company also announced the
recent acquisition of The Coffee Equipment Company,the manufacturer of the Clover Brewing
System. They are currently test marketing this unique “fresh-pressed” coffee system at six
Starbucks locations, three in Seattle, and three in Boston.

In May 2008, a rewards program was initiated for registered users of the Starbucks Card.
Previously simply a gift card, the Starbucks Card has undergone a transition into a rewards
card, similar to cards offered by other retail outlets. Perks and rewards offered to registered
users are 2 hours of free Wi-Fi internet service per day, free refills of brewed coffee, a free tall
beverage with the purchase of 1 1b. of whole bean coffee, as well as free milk (e.g. soy) and
syrup drink modifiers. This is a new and aggressive approach by Starbucks to create and strengthen
customer loyalty.



ITII. Knowledge Points

1. Commoditisation

A commodity is a product that is completely undifferentiated. If a product becomes less
differentiated, so that buyers care less about who they buy from, this change is called
commoditisation.

The key effect of commoditisation is that it reduces the pricing power of the producer: if
products become more alike from a buyer’s point of view they will tend to buy the cheapest.

2. Coffee bean

A coffee bean is the seed of the coffee plant (the pit inside the red or purple fruft). The
fruits, coffee cherries or coffee berries, most commonly contain two stones with their flat
sides together. Coffee beans consist mostly of endosperm that contains 0.8% —2.5% caffeine,
which is one of the main reasons the plants are cultivated. Coffee beans are an important export
product for some countries.

3. Laptop

A laptop computer, usually called a notebook computer by manufacturers, is a battery- or
AC-powered personal computer generally smaller than a briefcase that can easily be transported
and conveniently used in temporary spaces such as on airplanes, in libraries, temporary offices,
and at meetings. A laptop typically weighs less than 5 pounds and is 3 inches or less in thick-
ness. Among the best-known makers of laptop computers are IBM, Apple, Compagq, Dell, and
Toshiba.

4. Marketing executive

Marketing executives are involved in aspects of marketing, including: planning; advertis-
ing; promotion; public/media relations; product development; distribution; sponsorship; and
research. The role is often challenging, varied and exciting.

The responsibilities of the role will vary, depending on the size of the organisation and
sector, and whether the focus is on selling a product/service or raising awareness of an issue
that affects the public.

As many organisations have marketing departments, marketing executives can be found in
both the private and public sectors: from the banking, retailing and media industries to voluntary
and not-for-profit organisations.

Marketing executives may also be known as marketing assistants or coordinators.
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