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Pour Your Heart Into It

How Starbucks Built a Company
One Cup at a Time

The Main Idea

Starbucks Coffee is an example of turning a
passion for coffee into a successful business
venture. What started as small coffee shop in
Seattle is now a global marketing phenomenon
that covers the globe. The principles behind
the success of Starbucks Coffee are discussed
including the importance of passion for an
excellent product and the need to infuse tradition
and imagination as part of the business venture.

Part I:  Early History -- Up to 1987

Howard Schultz, the CEO of Starbucks, has
his own humble beginnings. He grew up in
government subsidized housing, received a
sports scholarship to college, and after graduation
became a successful manager at Hammarplast --a
Swedish company selling kitchen equipment.

Starbucks began as a single store and eventually
grew to five stores in Seattle. The passion of
its founders and sharing their knowledge about
coffee with their customers made Starbucks
popular with the Seattle coffee crowd.

Shultz discovered Starbucks because they
were one of his customers. He quit his job at
Hammarplast and for a much lower salary joined
Starbucks. His vision was to make Starbucks a
national company in North America.

After a trip to Italy, Shultz decided that coffee
drinking should be part of a community’s social
life. Coffee shops are places where one can sit,
sip coffee, and interact with people, strangers and
friends alike.

Upon his return from his trip to Italy, Schultz
presented his ideas to the founders. However,
Mr. Baldwin, the owner of Starbucks, did not
accept this vision. The owners were more
interested in selling roasted beans than becoming
a restaurant.
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Due to this difference of opinion, Schultz began
his own company with the idea of putting coffee
shops across Seattle. Mr. Baldwin was supportive
and even helped Schultz with the capitalization
by providing him $150,000 as seed money.

Schultz opened his own coffee company called Il
Giornale. Selling espresso coffee and setting up
Espresso Coffee bars in the United States was a
new phenomenon.

Shultz says that his investors invested in him not
in his ideas. His passion for coffee and his drive
to succeed in his coffee business is what investors
trusted. This is one key for business: honesty and
integrity and passion are important when you’re
handling other people’s money.

I1 Giornale grew slowly and 20 months later, Mr.
Baldwin and the owners of Starbucks wanted to
sell their company. Shultz found more investors
and bought Starbucks -- the company he had just
left.

Part II: Reinventing the Coffee
Experience 1987-1992

O Imagination

In order to grow, a business idea needs to
be something that grabs the imagination of
customers. So Schultz brought in a team of
managers and fine tuned Starbucks into a new
coffee experience. The following are a part of
that experience:

- A taste of romance.
- An affordable luxury.

- An oasis for personal relaxation or casual
social interaction

From 1987 to 1989 Starbucks grew to only 20
stores. But Schultz presented a growth plan to his
Board of Directors with 3 key points:

- Recruit a skilled management team
- Build a world class coffee roasting factory

- Built a computerized information system
sophisticated enough to keep track of sales
in hundreds of stores.

His Board patiently supported him and his plans.
Schultz laid a solid foundation by hiring key
managers and by investing early in the people
and facilities Starbucks needed.

[ 3]



http://www.japanvital.com/abbcafe.html

AZ—=I\y 7 ABHAZE LRI B192FF TIclE, RERE
(SE80%ITEL., EHBIIBE_MEICEO>TW .

O A&

VaAIWIEBREZ—INy JAZBALLEER. REEDE
ZIVIED o fc, MDO—BDRADEFIIEERELMLRED
BICEHERERERES I Lok,

REBICHEE ST EIX. BLDODN, GEGES, &
EBIZDZLETESICEADIIRY., BabEXIICT S
SRR T KIS HE DS THB, RE2—/I\v I RlcE
27T, MEELIL, HITEMZEF > TWAEIFTEL, O—
E—IcERERSE,. ZOEHR%E. BN #EIT—FDI—t
—HBAVEEEICERA—FDOI—b—IGEST—T14 A MG
DTHB,

AFHEHBOPTHRLEELHERCH D, AZREDK S Ik
D& WEIFMREITEY . BHERELTINDS, BEDH.
SICFERELEO>TVWBHHEZRS LE BRERTOSRMZE
(ELEERSH

B CIERAPERZEF > ADWEITNE, BBISEHEET 5,
HaflITHES SO IT 5L D%ELHBEH/VEITN
(&, HEBIIREET B,

a1V KR, BoOKVEEREBA. AV IFF—Ib
DFEADEHER X 2 —/\Vy 7 ABHRE L TWL o BRI B S
ERIFTSNTEAZHR LT,

1989%F(T, /NT— K - X7 —KH. RAZ—/\v T AICA#t
Ltz MRl [E&HLADf=oITlE. HBORGERIE- KX
B—I\v I R%, NBERBRICEZBINEEEEZ T, NT—K
&, TERLIEEZBEIOTIEEL., SiE#Hlicdnit) L5
>fc,

N7 —Kld. RZ2—/\y 7 ADRFERIC, BHTHNMIT
17o0C. BREDFEEZMBHICKBELGAFREINS LI
a1z

TRE—IN\NY VT ADREBLEDBRADT AT 47 Z2HKT
BEDICHAT

By the time Starbucks went public in 1992, its
revenues were hitting 80 percent a year and
doubling its number of stores annually.

O People

After Shultz bought Starbucks, employee morale
was low. His first order of the day was to establish
trust between management and the employees.

The principle of giving respect to employees
paid off later as employees were more motivated
and driven for a company that shows that it
cares for them. In Starbucks, a person is not
just an employee with skills, but an artist who is
passionate about coffee and pouring that passion
with every cup of coffee he makes and serves.

People are the most important resource of an
organization. Treating people like family will
make them loyal and encourage them to give
their all. When customers see employees who
have passion for their company, they also will
believe in the company.

Without people who share the same passion
and belief, an organization will fail. Without
customers who believe not only in the product
but also for what the company stands for, an
organization will fail.

Schultz hired people who were smarter than him
and who had the experience to help him during
the early years of Il Giornale and during the
expansion years of Starbucks.

Howard Behar who joined Starbucks in 1989 to
manage store expansion made the observation
that Starbucks was product oriented when it
should be people oriented. He said “We are not
filling bellies. We are filling souls.”

Behar trained Starbucks employees to go out of
their way and to take heroic measures to meet
customer demand.

Behar also taught Starbucks employees to speak
their minds and give their ideas by holding Open
Forums each quarter.
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Part III: The Public Years --
1992 and Beyond

Starbucks’ decided to become a public company
in 1992. It had a successful debut on June 26,
1992 when it opened at $21 per share. By the
end of the day Starbucks’ market capitalization
stood at $273 million just five years after Schultz
bought it for $4 million.

O Growth

Now that specialty coffee was catching on all
over the country, competition was also heating
up. Coffee stores were adapting to the Starbucks
model. Coffee companies seeing Starbucks’
success made aggressive expansion plans.

Schultz and his Starbucks team embarked on an
aggressive expansion plan to the East Coast. In
June 1994, Starbucks bought Coffee Connection
in Boston with over 25 stores. By year-end,
Starbucks had also entered Texas.

Starbucks redesigned its processes and systems to
handle the opening of 100’s of stores per year.

By June 1994, Schultz decided to reinvent himself
by making Orin Smith the Chief Operating
Officer and President.

Schultz now had time to concentrate on the
Pepsi joint venture, brand building, the design
of the Store of the Future, and new product
development.

O New Ideas

Entrepreneurs fall into a trap wherein an
employee comes up with an idea that does not
seem to fit the original vision, and the president
is then tempted to reject it. Two very successful
new ideas for Starbucks were:

- Frappuccino, a cold beverage drink with a
coffee base for warm climates, was a “new
idea”. After a detailed product development
and market taste testing, Frappuccino became
an instant hit nationwide.

- Starbucks went into the music business in
1994 by selling jazz music. This “new idea”
also became a big hit. Starbucks’ customers
are ready for more surprises and delight
them with more unique products they never
find to expect in a coffee store.

[5]



http://www.japanvital.com/abbcafe.html

BEEDEHCEDOETERI B EINEVSEER. EA
FEVRXATHLERIH#LVEED—DTHSD, XA2—/\
VI ARRDZDDDRHFTERT 5 LZ2FAT

» SEaROd—bt—TAAMEKDSESHITIIFRELE

BEONBBLDLEMHTS, Hl A2—1\v IR
BRI ZFEL G o feh. BRICEOZRD
BEEFINZFAT

= MEENREZ—N\Y I RAEEET BT L&A
%, il ZEAPZOMOERNEZIZTHET %
B, 1€V R %&5Z T

0 R—LZV%Zi>F#%ETH, BHEHEZEHLLS
TZBL

HEIBEARLTVS, BEODZ—XEFHIZELT S,
BEEZEDS, EAGIHELRSIFL L -DTVTH, EVXR
ACHEANEICHEELGHDIZAEHVDED S, BT 5/
REHAZEDLZDIIRALGDE, RRICHA LN, BRI E
L:&%O

BINEHERF CEDAREMIE. BRZZEZATWIBHESHIC
bho>TWB,

RAEZ—=Ny G ARNT Y EDHRBETT A AI—E—D
4557 ZHISEY) H LD, ThiRKRBICEbo T,
LHL. EAYDTSTF—/ldKby bEhof,

AZ—=\y 7 AIE1996F, I—b—KDT7 A R7Y)—L%
WL, R2—N\v IR F. ZDTS5V FemamED
HRCOIMIET B LIcKY, TV RIERERT.
BT 5T EHTEL,

0 mBLTeH

19945, 7SIV IR EBEOHEICLH >Tc, ThickY
d—b—@RAEEL. XRE2—/\y 7 RIIKELGBEICER
Lfco REZ2—N\v 7 RF, BRWMEREDI—Eb—%BS5 ¢
HLETERTHAS, LH L., FliEOfSIcRBICEZE LT
Kb ol, ZEITNIE. SHLEDESIVIMETT D
5TH5, MiEDLHICREZEEICTSE, SHYHMINEND
RIEEERDHSNDBZ LIED, EV2IVYRIEES,

T, Y2 IbYEKlE. RE2—/\Yv I ATk, BEIcd—tb—
HEREEVWSAOIVICDODVWTREATES2fcEES, A2 —
Ny I RE. ESHDFRETRECDEHFIWVNTEH, BEREVE
DFDCRAZ—INY I RTSV FEZRIFAN, ZHLTES
ABEDlc LT,

Deciding when to make compromises to please
its customers is one of the trickiest questions
any business faces. Two areas where Starbucks
learned to compromise were:

- Offering products that were not part of the
vision of a first class coffee taste experience:
e.g. Starbucks did not want to offer non-fat
milk although some health conscious
customers wanted this.

- Allowing other companies to run Starbucks
stores e.g. airport Starbucks and some
international operations were licensed.

O Renew Yourself Even When You’re
Hitting Home Runs

Every year competition heats up, customers’needs
and taste change, and shareholders change. Even
if things are going well, changing the winning
formula is a necessity since nothing stays the
same forever in business or in life. Counting on
the status quo can lead to grief.

Sustainability is directly linked to self-renewal.

Starbucks went into joint venture with Pepsi to
market Mazagran, a cold coffee drink to Pepsi’s
broad distribution system. It failed. However the
next idea of canned Frappuccino was a runaway
hit.

Starbucks went into coffee flavored ice cream in
1996. Starbucks was able to cash in on its brand
equity by putting the Starbucks brand only on
best-of-class products.

0 Quality and Integrity

In 1994 a serious frost hit in Brazil. Starbucks
faced a big crisis due to a huge jump in coffee
prices. Starbucks could have bought cheaper,
lower quality coffee but it did not want to
compromise quality for profits. Such compromises
cause a drop in morale throughout a company.
The memory of sacrificing quality for profit is an
impossible price to pay according to Schultz.

Schultz said that Starbucks started with educating
customers about the romance of coffee drinking.
Starbucks built up brand loyalty one customer at
a time through their company-owned stores.
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Starbuck’s success proves that a multi-million
dollar advertising program is not a requisite for
building a national brand.

Authenticity makes brands last.

Starbucks brand is more than coffee. It is
romancing the coffee bean. It also involves
romancing the customer and romancing all the
senses in the store experience.

O Values

Can a business grow big without becoming “big
business”? Yes if it keeps on a foundation of
small-business values. Starbucks is breaking the
mindset that big business can’t be good.

Values should not change or wither as sales
Srow.

As Starbucks expands, most of the opposition it
encounters is the growing fear of homogenization
of neighborhoods and towns. People worry that
national chains will displace locally owned stores.
Schultz said that Starbucks will open stores only
in communities where it is welcome.

To grow big and stay small, according to Schultz,
is to put more attention to caring for Starbucks’
employees. It also involved hiring personnel
experienced in managing larger corporations
than Starbucks.

Starbucks support worthy causes in both the
communities where it operates stores and in
countries where its coffee is grown.

Schultz partnered with CARE (an organization
like UNICEF) in helping in countries where
coffee beans is purchased by Starbucks. By 1993,
Starbucks was CARE’s biggest corporate sponsor
in the United States.

However, this did not stop protesters and activists
complaining about the low prices paid by
Starbucks to its coffee suppliers. So Starbucks
came up with a Code of Conduct document,
which outlined Starbucks’ commitment to
helping improve the quality of life for farmers in
the countries where its coffee is grown.
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Part IV:  Epilogue --
Lead With Your Heart

Every company will face hardships and
challenges. The weaknesses and pain can be
endured as long as everyone in the company
understands these challenges in the context of the
company’s greater accomplishment.

When there are tough times it is wrong to give
rhetoric when people need guidance instead.
People wanted to know the plan, how it will
be implemented and they want to be given the
responsibility to help solve the problem and the
authority to act on it.

Schultz espouses leading with one’s heart.
“Heart” means the passion, commitment, and
the enthusiasm of a dedicated group of people.
The motivation is no longer about money but
pursuing the dreams that others don’t think are
achievable. Leading from the heart means finding
a way to give something back to the employees,
customers, and the communities where your
company operates.

Victory is much more meaningful when it comes
not just from the efforts of one person but from
the joint achievements of so many. Success is
sweetest when it is shared.

Without romance and vision, a business
has no soul and no spirit with which
to motivate its people to achieve great
things.
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