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Not long ago Starbucks an-
nounced great quarterly 
earnings. Courtesy of an 
average nine- cent-per-menu-

item price increase (about 3% overall) 
implemented in July, it reported a 35% 
quarterly profit increase. Pretty impres-
sive. 

So why did Starbucks’ stock decline by 
7% on this news? The Seattle-based cof-
fee maker also announced that for the 
first time in its history, customer vis-
its had declined. Analysts attribute this 
drop to the fact that both McDonald’s 
and Dunkin’ Donuts are selling cups of 
coffee for $1 less. In other words, while 
many are willing to pay higher prices for 
their favorite Starbucks’ beverage, some 
are saying “I’ve had enough” and seeking 
cheaper alternatives.

So, what should Starbucks do? I believe 
it all goes back to offering “early bird,” 

regular, and chef ’s table options. Star-
bucks definitely has premium-priced 
products like $4.15 Java Chip Frapucci-
nos, but it also needs to offer discounted 
“early bird” special products to compete 
with McDonald’s and Dunkin’ Donuts’ 
lower-priced coffees. Starbucks needs to 
offer a Value Menu.

Richard Gibson recently wrote an article 
on Value Menus in The Wall Street Jour-
nal (“Franchises Balk at Dollar Menu”) 
filled with interesting data. One Mc-
Donald’s franchisee complained that 
he didn’t make money from the Double 
Cheeseburger item on McDonald’s Dol-
lar Menu after paying for food, labor, 
overhead, rent, and the 4% franchise 
royalty. 

Many restaurants have either taken the 
Double Cheeseburger off their menus 
or increased its price (to as high as $2 in 
Manhattan). Franchises are not contrac-
tually required to offer a Dollar Menu 

and can set any price they want for food 
items. 

Here’s what I found so interesting about 
Gibson’s article. How many people ac-
tually take advantage of these “early 
bird” specials? Burger King claims that 
1�% of its revenues come from its val-
ue-priced items. Both McDonald’s and 
Wendy’s confirm that “well over �0%” 
of their sales come from them. 

One franchisee claims that the average 
McDonald’s in his area sells between 
8,000 to 10,000 dollar-priced Double 
Cheeseburgers every month. 

Starbucks is missing out on significant 
revenues and new customers by not of-
fering a Value Menu. The company is 
definitely doing a great job of pricing to 
their upscale coffee drinkers. But low-
er-priced, “early bird” options offer the 
key to future growth and pleasing Wall 
Street.

In a recent entry on his blog, Rafi 
Mohammad, founder of Culture 
of Profit LLC, looks at the recent 
decline of customer visits reported by 
Starbucks. The Seattle-based giant 
faces lower-priced competition from 
McDonald’s and Dunkin’ Donuts. 
How should the company respond 
to these rivals? With a new array of 
discounted offerings, Rafi maintains. 
For more information you can 
contact him at: rafi@cultureofprofit 
.com or visit his website: www 
.pricingforprofit.com.
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