Nespresso Business Model

Idea In Short

Nespresso runs on the razor and blades model, selling coffee machines at accessible prices
and earning the bulk of its profit from proprietary capsules that only fit those machines.
Nestlé launched the brand in 1986, building on a single-serve coffee capsule invented by its
employee Eric Favre in the early 1970s. What began as a system aimed at businesses and
hotels expanded through the 1990s and 2000s into consumer markets worldwide, supported
by boutiques, e-commerce and a marketing partnership with actor George Clooney.
Nespresso reported CHF 6.4 billion in sales for fiscal year 2024, making coffee one of
Nestlé's stronger growth categories. The brand now operates hundreds of boutiques
globally and continues to expand into new markets, including India. This article examines
how Nespresso designs, sells and sustains its coffee ecosystem.

Nespresso built its business around the razor and blades pricing strategy, a model where a
company sells a core product at an affordable or subsidized price and earns most of its
profit from the ongoing sale of complementary consumables. In Nespresso's case, coffee
machines are priced to be accessible to a broad customer base, while the proprietary
capsules that work exclusively in those machines carry higher margins and generate repeat

purchases.

That structure has made Nespresso one of Nestlé's stronger growth brands within its
broader coffee portfolio, which also includes Nescafé and other labels. Nespresso posted
CHF 6.4 billion in sales for fiscal year 2024, with coffee overall serving as Nestlé's largest
growth contributor that year.1

A brief history of Nespresso
The technology behind Nespresso traces back to the early 1970s, when Nestlé employee

Eric Favre developed a single-serve coffee capsule designed to brew espresso-style coffee
without the complexity of a traditional espresso machine. Nestlé did not immediately
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commercialize the idea and it took more than a decade of refinement before the company
recognized its market potential and launched the Nespresso brand in 1986.

The first Nespresso machine, called the C-100, launched in Switzerland and targeted
businesses and high-end hotels rather than everyday consumers. That business-first
approach shifted through the 1990s, when Nespresso introduced a broader range of
machines designed for home use, paired with an expanding selection of coffee capsules

aimed at a mainstream audience.

Global expansion accelerated in the 2000s as Nespresso opened boutiques in major cities
and built an online retail presence that made its products accessible outside its original
European markets. The brand's marketing gained further visibility when actor George
Clooney became its face in a long-running advertising campaign. In the 2010s, Nespresso
launched its Ecolaboration sustainability program, focused on responsible coffee sourcing
and capsule recycling and the brand has since continued expanding into new markets,
including a planned entry into India centered on boutiques in Delhi.2

Who owns Nespresso

Nespresso operates as a wholly owned brand of Nestlé, the Swiss multinational food and
beverage company. Nestlé retained ownership of the brand and its associated patents and
technologies from the 1986 launch through today, running Nespresso as a distinct business
unit within its broader portfolio.

Nespresso has become one of Nestlé's most recognizable and profitable coffee brands,
contributing meaningfully to the parent company's overall coffee segment performance. Its
financial results are reported as part of Nestlé's consolidated coffee category rather than as
a standalone public company.

How Nespresso works

Nespresso's operation begins with coffee sourcing, where the company builds long-term
relationships with farmers and cooperatives across multiple growing regions, emphasizing
sustainable farming and fair trade principles. Sourced beans move into production facilities
that convert them into the pre-ground coffee capsules that define the brand.
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Machine design runs in parallel with capsule production. Nespresso engineers coffee
machines specifically built to work with its capsule system, incorporating features like
programmable cup sizes and milk frothing options aimed at both convenience and
consistency. The company sells these machines and capsules through a global retail
network of boutiques, along with e-commerce platforms that extend its reach to customers
who do not live near a physical store.

The razor and blades structure works because it turns a one-time machine purchase
into a recurring capsule habit

Marketing plays a central role in sustaining the brand's premium positioning. Nespresso has
consistently partnered with well-known personalities in its advertising, reinforcing an image
of sophistication that supports the price premium on its capsules relative to ground coffee
or other brewing methods.3

How Nespresso makes money

Coffee capsule sales represent Nespresso's primary revenue source. Since capsules work
exclusively with Nespresso machines, the company holds a captive market that generates
strong margins on a product customers must keep buying to use the machine they already
own.

Coffee machine sales contribute a second revenue stream, priced lower than premium
capsule margins but essential for expanding the installed base of Nespresso users. The
Nespresso Club subscription service adds recurring revenue by delivering capsules on a
regular schedule based on customer preferences, while accessory sales, including frothers,
water filters and travel mugs, provide incremental income. Licensing the Nespresso brand to
hotels, restaurants and cafés extends the company's market presence and generates

royalty revenue without requiring direct retail investment in those channels.

Nespresso Business Model Canvas

Nespresso's business model can be explained through the following business model
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canvas.

Nespresso competitors

Keurig dominates much of the North American single-serve coffee market with its K-Cup
pod system, offering broader beverage variety and partner brands than Nespresso's more
curated capsule lineup. Starbucks competes through its Verismo system, leveraging its
existing brand loyalty and café reputation to sell premium capsules designed to replicate its
in-store beverages at home.

Italian coffee brands Lavazza and illy compete for customers seeking authentic espresso
culture, each offering their own capsule systems alongside long histories in coffee sourcing
and blending. Tassimo, owned by Mondeléz International, differentiates through its T-Disc
barcode system that adjusts brewing parameters automatically, appealing to customers who
want variety beyond coffee alone.4

Nespresso SWOT analysis

Nespresso's strengths include a strong brand identity built through consistent premium
positioning, high-quality coffee sourced globally and machines engineered specifically to
maximize flavor extraction from its capsules. Its global retail and e-commerce presence has
made the brand accessible across dozens of markets.

Weaknesses include a comparatively narrow range of coffee blends relative to traditional
brewing methods, higher costs than conventional coffee makers and an ongoing
environmental burden tied to single-use capsules. The proprietary capsule system, while
central to the business model, also limits consumer choice compared with open compatible
systems.

Opportunities include further product diversification, deeper investment in e-commerce and
digital marketing and expanded corporate partnerships with luxury and hospitality brands.
Threats include intensifying competition from Keurig and Starbucks, pricing pressure from
cheaper alternatives, counterfeit and compatible third-party capsules and mounting
regulatory and consumer scrutiny of capsule waste.5

Key Partners
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Nespresso relies on coffee bean suppliers and growers who provide the raw material for its
capsules, along with coffee machine manufacturers that produce hardware to the brand's
specifications. Retail distributors and resellers extend Nespresso's reach into markets
beyond its own boutiques, while advertising and marketing agencies help sustain its
premium brand image. Technology partners, shipping and logistics companies and payment
processing providers support the operational backbone of its retail and e-commerce
business.

Key Activities

Nespresso's key activities include sourcing and procuring coffee beans, designing and
manufacturing coffee machines and accessories and producing and packaging coffee
capsules at scale. Operating Nespresso boutiques and retail channels, along with managing
its online platform and mobile app, ensures customers can access products through multiple
touchpoints. Marketing, research and development, loyalty program management through
the Nespresso Club and customer service round out its core operations.

Key Resources

Nespresso's key resources include its coffee sourcing and supply chain relationships, along
with the machines and accessories it designs and manufactures. Production facilities
convert raw coffee into packaged capsules, while Nespresso boutiques and its online
platform serve as direct customer touchpoints. Intellectual property tied to its capsule and
machine technology protects the proprietary system at the core of its business model.

Value Propositions

Nespresso offers coffee enthusiasts a wide variety of high-quality blends sourced globally,
paired with machines engineered to extract maximum flavor from each capsule. Home
coffee consumers get convenience and simplicity through user-friendly machines, while
busy professionals benefit from quick brewing times that eliminate grinding and cleanup.
The hospitality industry gains consistent, high-quality coffee service for guests and gift
shoppers find Nespresso's sleek design and limited-edition collections appealing for special

occasions.

Customer Relationships
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Nespresso maintains customer relationships through its Nespresso Club membership
program, which offers personalized coffee recommendations and ongoing engagement.
Customer support and after-sales service address product issues, while customer feedback
and surveys help the company refine its offerings. Social media engagement rounds out its
approach to sustaining relationships beyond the point of purchase.

Channels

Nespresso sells through its website and mobile app, its network of physical boutiques and
social media channels that drive brand awareness and traffic. Direct mail supplements these
channels for targeted promotions and product launches.

Customer Segments

Nespresso serves coffee enthusiasts who value exploring different blends and origins,
along with home coffee consumers who see coffee preparation as part of their daily routine.
Busy professionals rely on the brand for quick, consistent coffee, while the hospitality
industry uses Nespresso machines to serve guests in hotels, cafés and restaurants. Gift
shoppers round out the customer base, drawn to Nespresso's premium presentation for
special occasions.

Cost Structure

Nespresso's cost structure includes coffee bean procurement and capsule production
costs, along with coffee machine manufacturing expenses. Marketing and advertising,
distribution and logistics and retail operations represent significant ongoing costs. Research
and development, customer service and administrative overhead round out the company's
expense base.

Revenue Streams

Nespresso generates revenue primarily through coffee capsule sales, followed by coffee
machine sales that expand its installed user base. The Nespresso Club subscription service
provides recurring revenue, while accessory sales and brand licensing to hotels, restaurants

and cafés contribute additional income streams.

Think Insights - thinkinsights.net -6-



TNestlé reported Nespresso sales of CHF 6.4 billion in fiscal year 2024

2Nespresso has expanded into new markets including India

3Nespresso has built its brand around premium positioning and celebrity marketing
partnerships

4Nespresso competes against Keurig, Starbucks and other premium coffee capsule
brands

5Single-use coffee capsules face growing scrutiny over environmental waste

Summary

Nespresso's razor and blades structure has proven durable because it aligns the company's
incentives with repeat purchasing: once a customer owns a machine, capsules become a
recurring habit rather than a one-time decision. That durability faces real pressure from
patent expirations that opened the door to compatible third-party capsules, along with
growing scrutiny of aluminum capsule waste. Nestlé has responded with recycling programs
and its long-running Ecolaboration sustainability initiative, though critics argue these efforts
have not matched the scale of the waste problem. Competition from Keurig, Starbucks and a
growing field of premium capsule brands means Nespresso can no longer rely on novelty
alone to hold market share. Its path forward depends on defending the perceived quality
gap between its capsules and cheaper alternatives while addressing environmental criticism

that has followed the single-serve coffee category since its earliest days.
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