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Abstract: This paper examines the strategic role of mergers and acquisitions (M&A) in driving
corporate growth and competitiveness. M&A transactions allow companies to expand markets,
diversify product portfolios, achieve cost efficiencies, and access critical resources such as technology
and skilled talent. Despite their potential, failure rates remain high, ranging from 70% to 90%, often
due to cultural misalignment, inadequate integration strategies, and poor management execution. The
Starbucks-Teavana merger serves as an example of both the opportunities and challenges of M&A,
highlighting the importance of effective planning and integration in achieving long-term success. The
study finds that Starbucks’ acquisition of Teavana faced challenges due to an overestimated tea market
size and a reliance on declining mall-based stores, which hindered long-term success. However,
leveraging brand equity and retail distribution channels initially drove revenue growth, highlighting the
importance of strategic integration in M&A. This study provides insights into the broader dynamics of
M&A and their implications for corporate strategy and market positioning.

Keywords: Mergers and Acquisitions (M&A), Corporate Strategy, Strategic Growth, Starbucks-
Teavana Merger, Case Study.

INTRODUCTION:

Mergers and acquisitions (M&A) represent critical strategies that companies use to enhance their
competitiveness, foster growth, and improve operational efficiency. Mergers involve the unification of
two companies under a single entity, while acquisitions occur when one company takes over another.
Both approaches play a significant role in transforming corporate structures, reshaping market positions,
and creating synergies that benefit the involved parties. Amidst technological advancements and
economic shifts, M&A has become a cornerstone of industry evolution and innovation. These
transactions enable businesses to expand geographically, diversify their product offerings, and acquire
valuable technology or skilled professionals. Since 2000, more than 790,000 M&A transactions have
been recorded globally, with a combined value of over $57 trillion, reflecting their immense economic
impact (M&A Statistics, 2024). High-profile mergers, such as ChemChina and Sinochem ($120 billion),
United Technologies and Raytheon ($135 billion), and Unilever plc and Unilever N.V. ($81 billion),
highlight the scale and strategic intent of these endeavours (“Mergers and Acquisitions Examples:
Major Deals from the Past 7 Years,” 2024).

In recent years, M&A activity has increasingly focused on strategic acquisitions, particularly in
technology-driven sectors, as companies strive to remain competitive in the face of digital
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transformation. For example, Microsoft’s $68.7 billion acquisition of Activision Blizzard illustrates the
growing importance of digital assets in a rapidly evolving market. In 2023 alone, the total value of
global M&A deals reached $2.5 trillion (Mergers and Acquisitions (M&As) Worldwide - Statistics &
Facts, 2024), with nearly 40,000 transactions completed (Volume of M&A Deals Globally 1985-2024,
2024). These transactions are not limited to technology; they are also motivated by goals such as
navigating regulatory changes, adapting to shifting consumer demands, and consolidating fragmented
markets. While successful M&A deals can drive significant value creation and foster growth, challenges
related to integration and achieving expected synergies often determine their ultimate success.
According to Harvard Business Review, 70% to 90% of mergers and acquisitions fail (Clayton M.
Christensen, Richard Alton, 2011), often due to poor management involvement, a lack of cultural
alignment, and unclear integration plans. Challenges such as corporate culture clashes, ineffective
communication, and insufficient understanding of business models—evident in failures like the AOL-
Time Warner deal—can hinder operational efficiency and shareholder value creation, leading to high
termination rates. By examining the motivations, successes, and obstacles of M&A, it becomes possible
to understand their far-reaching effects on both companies and the global economy.

Companies engage in mergers and acquisitions (M&A) for various strategic reasons, such as expanding
into new markets, achieving cost savings, diversifying offerings, and acquiring valuable resources.
Market expansion through M&A allows businesses to access untapped geographies and grow their
customer base, thereby increasing their market presence (Rohatgi & Madhav, 2023). At the same time,
these transactions can generate cost savings by creating economies of scale, reducing operating
expenses, and boosting profitability (Kyriazopoulos & Aphrodite, 2023). Diversification is another key
driver, as it helps firms broaden their range of products or services, lowering their dependence on
specific markets and building financial stability (Rohatgi & Madhav, 2023). Moreover, M&A offers a
pathway to access innovative technologies, skilled professionals, and essential assets, which enhances
organizational capabilities. By acquiring these advantages, companies position themselves for sustained
growth, operational efficiency, and greater competitiveness in dynamic industries (Suo et al., 2023).

In the context of mergers and acquisitions (M&A), Starbucks' acquisition of Teavana is a fascinating
case study that shows how market expansion and strategic alignment may propel business success. The
pursuit of diversification and the improvement of product offerings are two important aspects that are
pertinent to M&A research and are highlighted by this transaction. By incorporating Teavana, Starbucks
aimed to take advantage of the growing consumer interest in high-end tea products and expand its
beverage range beyond coffee. This strategic action highlights how crucial M&A is as a tool for
businesses looking to improve their competitive position and adapt to shifting consumer preferences
and market dynamics.

However, the merger was only partially successful, as Starbucks announced the closure of all
Teavana physical stores in 2017 due to underperformance, signalling challenges in fully realizing the
envisioned potential of the acquisition.
Despite this setback, Starbucks was able to strengthen its tea offerings by integrating Teavana's goods
into its current retail framework, proving that successful post-merger tactics may still result in synergies
and increase consumer experiences. Examining this acquisition in the larger framework of M&A offers
important insights into the reasons behind, difficulties with, and results of business mergers in the
dynamic marketplace of today.

2. Literature Review

Mergers and acquisitions (M&A) have evolved significantly, with distinct trends emerging in recent
years. The globalization of markets has driven an increase in cross-border transactions, as companies
seek to expand their international footprint and capitalize on global opportunities (Ahuja & Patra,
2020);(Hitt et al., 2001). Notable examples include high-profile deals across various sectors,
particularly in financial services, with over 100 deals analysed (Soni, 2018), Information technology
(Kar & Soni, 2016) and pharmaceuticals especially in the generic drug market, as firms respond to
competition and pricing pressures (Gagnon & Volesky, 2017), which illustrate the diverse motivations
behind these transactions.

In 2016, Teva Pharmaceuticals acquired Allergan's generic drug business for over $40 billion, a move
aimed at strategic consolidation to bolster its market position in generics (Gagnon & Volesky, 2017).
Similarly, the $12 billion Tata Steel-Corus deal (2007) marked Tata Steel's global entry, driven by
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industry consolidation for economies of scale (Saraswathy, 2021), with leadership competencies
enabling effective globalization and competition (Chakraborty, 2017). In telecommunications,
Verizon’s $130 billion buyout of Vodafone’s stake in Verizon Wireless in 2014 marked a landmark
transaction aimed at consolidating market power and strengthening its presence in the U.S. market
(DePamphilis, 2015). Concurrently, technology companies have been leveraging acquisitions to expand
their capabilities and user engagement, as demonstrated by Facebook’s $19 billion acquisition of
WhatsApp in 2014 (DePamphilis, 2015), a move reflective of the industry's focus on innovative
platforms. Disney's $71.3 billion acquisition of Fox further underscores the strategic emphasis on
content expansion and streaming capabilities, crucial for sustaining competitiveness in the digital era
(B. Kumar, 2012).

In India, M&A activity has catalysed significant growth, as seen in the HDFC Bank and Centurion Bank
of Punjab merger in 2008, which improved financial stability and profitability while expanding the
network to better serve customers (Ray, 2018);(Yadav & Jang, 2021). This success provided the
foundation for the more recent $40 billion merger of HDFC Bank and HDFC Ltd., aimed at creating a
financial powerhouse with enhanced operational synergies (Rohatgi & Madhav, 2023). Similarly,
Walmart's $16 billion acquisition of Flipkart marked a strategic move into India’s burgeoning e-
commerce market, leveraging growth potential and consumer access (Kumari & Summy, 2021).

Other notable deals include Tata Chemicals' acquisition of Rallis India to fortify its agricultural portfolio
and global standing (Pillania, 2010). In the steel sector, Tata Steel's $5.2 billion acquisition of Bhushan
Steel highlighted the importance of expanding production capacity to strengthen market share (B.
Kumar, 2012). Meanwhile, IBM's $34 billion acquisition of Red Hat in 2019 showcased the growing
focus on cloud computing and digital transformation strategies (Schweinitz & Pfeiffer, 2017). Even
smaller-scale acquisitions, such as Zomato’s $570 million acquisition of Blinkit, reflect the strategic
importance of enhancing delivery services to maintain competitiveness in rapidly evolving sectors
(Rohatgi & Madhav, 2023).

Additionally, mega-deals—transactions exceeding $50 billion—have surged, with 2015 marking a
milestone year with a total M&A volume of $2 trillion in Germany alone, reflecting the scale and
ambition of corporate consolidation efforts (Schweinitz & Pfeiffer, 2017). While such deals drive
growth and innovation, it also raises concerns about reduced competition and market monopolization,
particularly in sectors like pharmaceuticals where fewer players can lead to higher prices and shortages
(Gagnon & Volesky, 2017).

However, the success of M&A is not guaranteed, as several high-profile M&A deals have failed due to
challenges in integration, cultural mismatches, and regulatory hurdles. The merger between Daimler-
Benz and Chrysler serves as a cautionary example, as cultural incompatibility ultimately led to its failure
(Edmans, 2019). Similarly, the Sprint-Nextel merger fell short of its overly optimistic expectations,
resulting in significant losses (Edmans, 2019). Integration issues also plagued the Quaker Oats-Snapple
merger, where performance declined post-acquisition due to mismanagement (Edmans, 2019). Political
interference and regulatory hurdles made deals such as Vodafone-Hutchison increasingly complex
resulting in postponement and eventual scrapping (Reddy et al., 2012). Cross-border acquisitions have
especially proved to be very difficult for instance with cultural insensitivity and conflicting business
models in the case of Bharti Airte]-MTN deal (Reddy et al., 2012);(Le Floc’h & Scaringella, 2017). In
the same way, integration of Corus acquired by Tata Steel presented issues such as over culture and
communication Clouding the development of value for long-term success (V. Kumar & Sharma, 2019).
All these cases show how complex and risky the Mergers and Acquisitions processes are and why it is
important to integrate cultures, follow regulations and manage such processes effectively for the
intended results to be realized.

This research paper examines the acquisition of Teavana by Starbucks as a case study to explore key
aspects of Mergers and Acquisitions (M&A), highlighting both its successes and challenges.

3. Research Problem
The growth of a business and its market reach often depends on mergers and acquisitions (M&A), which
are no doubt essential strategy elements. However, they hard often face integration, branding, and
realization of synergies challenges. For instance, business strategies that combined the Starbucks global
reach with acquisition of Teavana sought to benefit from the growing tea market. Starbucks M&A with
Teavana was a sound strategy that would factor optimistically but much to the regrets of many, all
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Teavana outlets were closed eventually. This brought about a lot of questions on what really determines
the success or failure of M&A? This research considers the issue of understanding factors that played a
pivotal role for strategic outcomes of Starbucks and Teavana acquisition - challenges and objectives
that could be useful in future M & A in fast food and beverage industry.

4. Research Objectives:
1. To study the background of the Starbucks-Teavana merger case.
2. To examine the strategic motivations behind the Starbucks-Teavana merger.
3. Toderive broader insights into the dynamics, successes, and challenges of mergers and acquisitions
through the case of the Starbucks-Teavana merger.
5. Methodology
This research paper follows an exploratory research design and the researchers have adopted the case
study method. This design was adopted as the study analyses the strategic rationale, financial impact,
and post-merger outcomes of the Starbucks-Teavana acquisition, providing insights into its significance
within the broader context of mergers and acquisitions. Further, qualitative data from secondary sources
such as published research papers, news articles, Starbucks’ annual reports, and industry research
publications have been used to conduct extensive literature on the topic. While this method offers
comprehensive insights, it is limited by the availability and reliability of secondary data, potential biases
in sources, and the absence of primary data such as executive interviews or surveys.
The following section outlines the key findings from the analysis of the Starbucks-Teavana merger,
focusing on its strategic motivations, results, and broader implications.
6. Findings

6.1 Background of the Starbucks-Teavana merger

6.1.1 Company Background

Starbucks Corporation, founded in 1971 in Seattle, Washington, is the largest coffeehouse chain in the
world. Over the decades, Starbucks has developed into a globally recognized brand, becoming
synonymous with premium coffee and café culture. The company has transformed the way people
consume coffee, focusing not just on the beverage but also on delivering an experience through its
welcoming store ambiance and customer service. As of 2024, Starbucks operates over 40,000 stores
worldwide, reinforcing its dominant position in the coffee industry (Statista Research Department,
2024). Its global scale and innovative business model have been key factors in its sustained growth and
success.

Teavana, which was eventually acquired by Starbucks, began as a true startup in the late 1990s. Teavana
was founded in Atlanta in the late 1990s with the life savings of Andrew and Nancy Mack, the tea
company reflected the Macks' love of tea culture and a dream of sharing that with others. They launched
their first store in Phipps Plaza, leveraging Atlanta's rapid population growth and the popularity of malls
at the time. By the mid-2000s, Teavana had grown to 50 locations, and in 2011, the company went
public, raising $121 million through its IPO. By the time Starbucks purchased Teavana, the brand had
expanded to over 300 stores. The acquisition earned the Macks $335 million, and Andrew Mack
remained with Starbucks until his retirement in 2014 (Coffee Talk, 2012; Chouhound, 2024).
Teavana's core offerings include premium loose-leaf teas, featuring varieties such as black, green,
herbal, white, and oolong; a range of tea accessories like teapots, infusers, and cups; and specialized tea
blends, including wellness teas and flavour-infused options.

In November 2012, Starbucks acquired Teavana, a specialty retailer of premium loose-leaf teas, for
$620 million in cash (Starbucks Announces Agreement to Acquire Teavana, 2012). At the time of the
acquisition, Teavana operated over 300 retail stores across the United States. Starbucks viewed this
acquisition as an opportunity to diversify its beverage offerings, expanding beyond its traditional coffee
portfolio to capitalize on the growing global tea market.

6.1.2 Timing of the Acquisition

The acquisition was announced in November 2012, a critical time when Starbucks was seeking ways to
sustain growth and diversify its offerings. This acquisition came on the heels of other non-coffee
acquisitions by Starbucks, including the purchase of La Boulange Bakery in June 2012 for $100 million
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(Lisa Jennings, 2012). The timing was also aligned with the increasing global demand for premium
teas, as consumer preferences began shifting toward health-conscious products.

By 2012, Starbucks had expanded its presence to over 19,000 stores in 62 countries, giving it a strong
platform for global distribution of Teavana products (Starbucks Annual Report, 2013).

$12.000 Global Top Ten Tea Markets (2014)

$10,000
$8,000

$6,000

Retail Value ($ Millions)

$4,000

- | I I I I I
o BN NN
@ & 5 & &

o &

N
Figure 1:Global Top Ten Tea Markets (2014) Source: Euromonitor International.

As seen in Figure 1 (Forbes, 2016), the global tea market was growing rapidly, especially in regions
such as Asia-Pacific, where tea consumption was deeply rooted in local cultures.

6.1.3 Geographic Focus
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Figure 2: Stores in U.S Source: Author’s representation from data cited in (RateTea.Com,
n.d.).

The map (Figure 2) illustrates the distribution of Teavana stores across the U.S., with the highest
concentrations in California (39), Florida (23), and both Texas and New York (18 each). This
distribution suggests that Teavana stores, primarily located in malls, were concentrated in states with
larger populations and urban centres (RateTea. Com, n.d.).

Teavana operated approximately 300 locations in the United States, primarily in suburban malls (Coffee
Talk, 2012). Starbucks saw this as an opportunity to expand the brand internationally.

Starbucks planned to introduce Teavana products in its stores across North America, Europe, and the
Asia-Pacific region (Zacks Equity Research, 2016). Specifically, the company was keen to leverage its
strong brand presence in tea-loving regions like China, where tea consumption dwarfed that of coffee.

6.1.4 Acquisition Process and Integration

Initially, Starbucks allowed Teavana’s 300+ retail stores to operate independently, focusing on
maintaining Teavana’s mall-based locations across the U.S. Starbucks invested in remodelling select
stores to enhance the in-store experience and align with Teavana’s premium tea lifestyle brand image.
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The goal was to expand Teavana’s presence by opening additional stores both domestically and
internationally, positioning it as a premium retail brand like Starbucks but centred around tea.
Starbucks planned to leverage its core competencies—handcrafted beverages, real estate, and design—
to grow Teavana's footprint. They aimed to offer handcrafted Teavana tea beverages not only in
Teavana’s stores but eventually in Starbucks stores as well (Starbucks News Release, 2012). This
strategy envisioned utilizing Starbucks’ infrastructure to expand Teavana’s mall-based stores while
developing a high-profile neighbourhood store concept, accelerating both domestic and global growth.
Powered by Starbucks’ existing resources, the company anticipated that this approach would jumpstart
the next wave of growth in the tea category (BEVNET Press Release, 2012).

Further, Starbucks integrated Teavana’s products by introducing Teavana-branded beverages in its
stores, including iced teas, hot teas, and tea lattes. As per the Report of the Working Group on Global
Tea Market Analysis and Promotion by the FAO, USA’s type of tea preference was Iced tea (Food and
Agriculture Organisation, 2017). Hence in 2014, Starbucks introduced a line of Teavana Shaken Iced
Teas, which quickly became popular, contributing to Starbucks’ iced beverage sales (Forbes, 2014).
Additionally, the leadership team at Teavana was integrated into Starbucks, with Andrew Mack, the
CEO and co-founder of Teavana, committing to remain with the company to oversee and lead its day-
to-day operations. Howard Schultz, Starbucks' then-CEO, oversaw the acquisition to ensure its
alignment with Starbucks’ broader corporate strategy (BEVNET Press Release, 2012).

6.1.5  Financial Scope of the Acquisition:

Starbucks’ acquisition of Teavana in 2012 was a landmark deal valued at $615.8 million in cash, making
it one of the company's largest acquisitions at the time. This investment far surpassed the $100 million
acquisition of La Boulange earlier that year, emphasizing the strategic importance of Teavana to
Starbucks’ long-term vision. Of the total cash paid, $12.2 million was excluded from the purchase price
allocation as it represented contingent consideration receivable (Starbucks Annual Report, 2013). The
transaction highlighted Starbucks' commitment to expanding its presence in the global tea market.

Fair Value at
Dec 31,2012

Cash and cash equivalents $ 47.0
Inventories 213
Property, plant and equipment 59.7
Intangible assets 120.8
Goodwill 467.5
Other current and noncurrent assets 19.8
Current liabilities (36.0)
Long-term deferred tax liability (54.3)
Long-term debt (35.2)
Other long-term liabilities (7.0)
Total purchase price $ 603.6

Figure 3: Consideration paid Source: Annual report 2013

As part of the merger agreement, Starbucks acquired Teavana for $620 million in cash, offering $15.50
per share to Teavana’s stockholders—a 53% premium over the previous day’s closing price. This
generous offer underscored the value Starbucks placed on Teavana’s potential. The deal was expected
to boost Starbucks’ earnings by approximately $0.01 per share in fiscal year 2013, based on prior
earnings projections, and solidified Teavana's status as a wholly owned subsidiary of Starbucks
(Starbucks Annual Report, 2013).

Starbucks anticipated a significant increase in tea-related sales, with projections suggesting that tea
could generate up to $3 billion in annual revenue within a decade (Forbes, 2016). To realize this vision,
Starbucks invested in remodelling certain Teavana stores and integrating Teavana products into its cafes,
complemented by enhanced marketing efforts. These initiatives reflected Starbucks’ broader strategy to
dominate the tea market and diversify beyond its core coffee offerings.
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6.2 Strategic Rationale Behind the Acquisition

Starbucks identified tea as a promising market with significant growth potential. At the time of its
acquisition, the global tea market was valued at around $40 billion and was expected to nearly double,
reaching $90 billion by 2020 (Coffee Talk, 2012). This growth was driven by rising health
consciousness and increasing demand for premium and artisanal products.

Starbucks' acquisition of Teavana aimed to capitalize on this opportunity by disrupting and leading the
tea industry, like how the company had previously transformed the coffee and espresso markets.
Howard Schultz, Starbucks' CEO at the time, emphasized that the synergy between Teavana's tea
expertise and Starbucks' retail experience would create a unique and differentiated customer experience
while delivering immediate value to shareholders. Teavana would complement Starbucks' existing Tazo
brand (through which it had a presence in the sector at the slightly lower end), strategically positioning
the company within a two-tiered tea market.

Jeff Hansberry, Starbucks' President of Channel Development and Emerging Brands, stated, "The
acquisition of Teavana supports our growth strategy to innovate with new products, enter new
categories, and expand into new channels of distribution." In an interview, Howard Schultz stated that
Teavana's stores made $3 for every dollar invested in them (Michael J. de la Merced and Stephanie
Strom, 2014). Starbucks has ambitious intentions to expand its retail network and make changes to its
business model, including location changes. Of Teavana's 300 locations, all but one are located in malls.
Starbucks' acquisition of Teavana was driven by a strategic focus on market expansion and product
diversification. With the specialty tea market in the U.S. growing at approximately 5% annually—
outpacing the 1% growth in the overall tea segment—Starbucks recognized an opportunity to capture a
larger share of the premium tea market. This expansion aligned with shifting consumer preferences,
particularly among millennials and health-conscious individuals, who were increasingly turning to tea
as a preferred beverage. At the time, 160 million Americans consumed tea daily, presenting a significant
and growing market for Teavana’s premium offerings (Tea Council of USA, 2011).

In addition to tapping into this expanding market, Starbucks viewed the acquisition as a way to diversify
beyond its core coffee business. By introducing high-quality loose-leaf teas and accessories through
retail outlets, Starbucks sought to establish a new revenue stream. The company envisioned Teavana-
branded beverages becoming a staple in Starbucks locations worldwide, reinforcing the brand’s appeal
to a broader customer base.

A key element of Starbucks' strategy was the seamless integration of Teavana products into its existing
stores. By leveraging its established retail footprint and loyal customer base, Starbucks aimed to
promote and elevate tea to the same level of prominence as its coffee offerings. This synergy between
the two brands created opportunities to drive sales, enhance customer experiences, and strengthen
Starbucks’ position as a leader in the premium beverage market.

"We believe we can deliver an elevated tea experience together with Starbucks by contributing deep tea
expertise, global sourcing capabilities, and a passion for the category that is second to none in our
industry," stated Andrew Mack, CEO and co-founder of Teavana, who has committed to stay and lead
Teavana's daily operations. "We are excited that Starbucks will be able to fully fulfill our mission of
bringing premium tea to millions of people after growing Teavana for fifteen years." (World Tea News,
2012)

By expanding the Teavana and Tazo brands, which enhance the tea category overall and complement
each other, Starbucks aimed to improve the tea experience.

6.3 Outcome

6.3.1 What worked in Starbucks' favour?

The acquisition of Teavana significantly boosted Starbucks' revenue growth and expanded its market
reach. In fiscal year 2013 (FY13), Starbucks' "All Other Segments" reported a $185 million increase in
total net revenues, with approximately $156 million attributed to Teavana (Starbucks Annual Report,
2013). This positive trend continued into fiscal year 2014 (FY 14), where revenues for the same segment
rose by $107 million, with Teavana contributing $92 million (Starbucks Annual Report, 2014). These
numbers demonstrate Teavana's significant contribution to improving Starbucks' financial results and
strengthening the acquisition's worth.

However, the merger of Teavana resulted in a rise in operating expenses in addition to revenue growth.
According to the (Starbucks Annual Report, 2014), operating costs increased by $191 million in FY13
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and then by an additional $99 million in FY14. The difficulties of combining the two brands and
growing Teavana's business were the main causes of these costs. Although the acquisition fuelled
overall expansion, it also highlighted the financial investment required in order completely incorporate
Teavana into Starbucks' business plan.

Another significant result of the acquisition was market expansion, as Starbucks increased Teavana's
retail footprint to over 350 outlets and produced over $1 billion in sales (Buildd.Co, n.d.). Strategic
alliances, like the one with Anheuser-Busch to create and market bottled Teavana teas, helped the brand
reach a wider audience (Buildd.Co, n.d.). Additionally, Starbucks introduced Teavana products across
North America and entered international markets, including India and China, reinforcing its
commitment to capturing the growing demand for premium tea globally.

The market responded positively to the Teavana acquisition, as reflected in Starbucks’ stock
performance (Figure 4). The stock price was $24.43 on the November 14, 2012 announcement date,
rose to $26.82 on the December 31, 2012 acquisition date, and continued upward, surpassing $60 by
2015, signalling investor confidence in the strategic value and long-term profitability of the deal.
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Figure 4: Stock Price  Source: Yahoo Finance

Starbucks leveraged its strong brand presence in grocery stores by successfully introducing packaged
Teavana products, which generated $1 billion in sales by 2016. The company capitalized on brand
synergies, seeking to replicate its success in the coffee industry by focusing on the expanding tea market
by introducing innovative Teavana offerings, such as handcrafted teas, bottled teas, and premium loose-
leaf teas, diversifying its product line. Teavana's Shaken Iced Teas and Oprah Chai collaboration
(Buildd.Co, n.d.) strengthened the brand’s position in the fast-growing tea market, which was seeing a
17% annual growth, with iced teas leading at 29% (Financial Releases, 2016). Starbucks’ global reach
facilitated entry into new markets like India and China, but despite initial growth and expanded product
lines, these efforts were insufficient to sustain Teavana's brick-and-mortar stores.

6.3.2 Why the strategy ultimately failed?

In 2017, Starbucks stated that it would close all 379 Teavana locations, affecting around 3,300 people
and costing $153.5 million in restructuring and impairment charges. This includes a $69 million
goodwill impairment, as well as charges for early shop closures and severance. These outlets accounted
for only approximately 3% of Starbucks' U.S. locations and 1.5% of its 25,000 global stores (Adam
Hartung, 2017). The shutdown was part of a bigger strategy to leave failed projects and focus on higher-
growth prospects, with Starbucks expecting significant future revenue growth via new store openings
and increased comparable store sales.
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Figure 5: Stores at Year End Source: Author’s Excel

The strategy failed, as Starbucks overestimated the tea market, projecting it at $90 billion when in fact
it was $40 billion at the time of acquisition according to Statista reports 2012 (Coffee Talk, 2012). This
significant gap in market size contributed to Teavana's failure.

Since coffee and iced tea are two of the top five drinks served in restaurants, the Starbucks/Teavana
brand entered a market already crowded with rivals employing a comparable business strategy. Even
though Starbucks later sold Tazo Tea to Unilever in 2017, Teavana struggled to differentiate itself from
the competition, making it difficult for the new tea brand to stand out (Coffee Talk, 2012).

Teavana's downturn can be attributed to its overreliance on mall-based outlets, which led to a decrease
in foot traffic as consumer patterns changed (Coffee Talk, 2012). In 2012, Starbucks purchased
Teavana, which already had a large presence in malls. The tea brand was robust when it first launched
in 1997. However, by 2017, the retail landscape had altered significantly, as the rise of e-commerce
platforms like Amazon and Etsy revolutionized shopping. The impact was evident in the widespread
decline of brick-and-mortar stores, with Credit Suisse estimating that more than 8,600 stores would
close that year, making it the worst year on record for retail closures—eclipsing the previous peak of
6,163 store shutdowns in 2008. This trend reflected a broader shift away from traditional malls, with
store closures accelerating from 5,077 in 2015 to 2,056 in 2016 before the record-breaking decline in
2017 (CNN Money, 2017). As shopping centres emptied, the firm also projected that 20% to 25% of
American malls would close within five years. (CNN Bus., 2017) This shift in consumer behaviour
contributed to Teavana's struggles, as declining mall traffic eroded its customer base. The trend was
expected to continue, with online sales forecasted to grow from 17% of total retail sales to 35% by 2030
(CNN Bus., 2017), further underscoring the challenges faced by mall-dependent retailers.

External forces, like hurricanes, accelerated this transition, forcing several malls to close briefly, further
lowering foot traffic. Compounding this issue, Teavana's store design did not align with the modern
coffee shop trend of creating comfortable locations for socializing. Teavana establishments functioned
solely as retail businesses, lacking a pleasant ambiance for customers to enjoy their purchases. As a
result, Teavana's collapse stemmed from its inability to adapt to the changing retail climate, particularly
with over 350 locations in underutilized malls (Buildd.Co, n.d.).

Teavana's rigorous retail strategy was another critical factor in its decline. By focusing almost
exclusively on mall-based storefronts, the company missed opportunities to expand into other high-
traffic areas such as airports or urban locations, where foot traffic and exposure could have been more
consistent (Growth Navigate, 2023). This lack of market diversification left the brand highly vulnerable
as consumer preferences shifted and mall visits decreased. Furthermore, Teavana struggled to adapt to
changing customer demands. While its premium, specialty items initially attracted tea connoisseurs, the
"ritual of tea" concept was seen as a luxury and became less appealing to a broader audience. Consumers
increasingly preferred more convenient, everyday products, and Teavana's upmarket image limited its
reach. Unlike Starbucks, which successfully made coffee a daily habit, Teavana failed to position
specialty tea as a similar staple. Ultimately, this inflexibility in both location strategy and product
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positioning left Teavana unable to respond to market changes, contributing significantly to its downfall
(Growth Navigate, 2023).

Adding to its challenges, Teavana faced intense competition, including from Starbucks itself. After
acquiring Teavana in 2012, Starbucks already owned Tazo Tea, which it had purchased in 1999,
creating internal competition between the two brands. Externally, Teavana contended with a host of
rivals such as Honest Tea, David's Tea, Mahalo, Argo, and Stash, all of which operated with similar
business models. These competitors sold loose-leaf teas in specialty shops and packaged products
through grocery stores and online platforms like Amazon and QVC, leveraging lower overhead costs
to offer high-quality teas at more affordable prices (Chouhound, 2024). Teavana's retail-centric model,
with its high operating expenses, proved unsustainable, resulting in more stores losing money than
turning a profit. Despite creative marketing efforts and new store designs, Teavana's inability to
compete effectively with more agile and cost-efficient rivals eventually led to its decline..

Despite the retail closures, Starbucks has had some success marketing Teavana products through
alternate channels such as online platforms, supermarkets, and its own cafes. For example, their
collaboration with Anheuser-Busch resulted in the sale of 2.5 million bottles during the first half of
2017. By 2020, Starbucks had also grown Teavana's international footprint, increasing the number of
locations in South Korea that sold Teavana goods from 13 to 52 (QSR Media Asia, 2020).

7. Conclusion & Recommendations

Starbucks successfully leveraged its strong brand equity and extensive distribution network to introduce
Teavana products across grocery and retail channels, driving significant revenue and diversifying its
portfolio with innovative offerings such as Shaken Iced Teas and premium loose-leaf teas. The
acquisition benefited from being a related merger, allowing Starbucks to seamlessly integrate Teavana’s
products into its existing ecosystem and capitalize on overlapping customer bases. Strategic
collaborations, such as the Oprah Chai series, and global expansion into tea-loving markets like India
and China demonstrated the company’s ability to capitalize on Teavana’s potential. However, the
strategy faltered due to overestimating the tea market’s size, which was projected to grow at a CAGR
of 10.9 percent from 2012 to 2017 (Markets and Markets, 2012), but failed to meet expectations. In
addition, in an era of declining foot traffic, Starbucks relied mainly on mall-based stores instead of
adapting early to e-commerce trends. A wider store location strategy, including stand-alone stores in
high-traffic areas, would have lessened the decline. Furthermore, Teavana's inability to adapt to market
trends, such as ready-to-drink tea preference, low-priced options, and faster service models, inhibited
its mass market appeal. These mistakes hampered the long-term success of the acquisition, but they do
provide valuable lessons for future M&A strategies.

While developing future M&A strategies, thorough market research should validate assumptions of
market size and growth projections, thereby avoiding decision-making based on subjective and
unrealistic readings. The strategies should not just focus on the compatibility of the brands but also
ensure that the distribution strategies reflect changing consumer preferences. The failure of Teavana to
leverage e-commerce and other retail channels reinforces the need for flexible distribution platforms,
like online channels or strategic alliances, as opposed to diminishing retail channels. External changes
in taste, such as a surge in demand for ready-to-drink products, must also be considered for products to
enhance market competitiveness. Operational synergies, marketing, and brand equity will, therefore, be
increasingly vital components of any long-term integration strategy. Maintaining relevance in the
market will thus mean responding to dynamic consumer change. In this respect, both merits and failures
of the Starbucks-Teavana acquisition provide valuable pointers for prospective M&A strategies in the
food and beverage industry.
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