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BRITISH-AMERICAN TOBACCO COM[PANY LINUTED

TO: ALL MARKETING DIRECTORS

CC: AU Board Members
AU GeneralManager

FROM: J RF24BISZEWSKI
REO'D. 1 MAY 1993!

DATE-. 6thMay 1993

SUBJECT: PHILIP MORRIS: MARLBORO PRICE CUTS IN THE
U.S.A.

'ne purposeofthisnoteistwofold:

toinformyou of thefacts
toadviseyou how we shouldprepareourselves
withinBATCO.

I attacha summary of events,togetherwith a few relevantstatisticson Philip
Morrisin orderto helpyou understandwhat ishappenin.-and why. Inessence,
PhilipMorrishas announceda fourpointplan,the main elementof which isthe
pricepromotionof Marlboro designedtoregainlostmarket share.Reynoldsappear
tohave followedwith theirpremium brandsbuteventsduringMay willenableusto
gaina clearerpictureasimplementationcommences from earlyMay.

While theseannouncements sounddramatic,theysimply representan escalationof
thevalueformoney and discountwar thathas been developingin theUSA and
hardlyjustifiesthebigbang PM made withtheirannouncement. The reporied$2
billionfallinPM profitsisunlikelytooccurinpracticealthoughsome declineis
probable.Nevertheless,PM have reactedaggressivelytomounting pressureupon
Marlboro'ssharefrom thevalueformoney and genericsegments.

Thisreflectsa situationwhere a recessionhad reduceddisposableincome, wherethe
totalmarketwas decliningand theindustry,ledby PhilipMorris,had consistently
implementedrealpriceincreasesaheadofinflafion.As a result,profitmarginshad
become as high as 45% of netturnover,more thancompensatingforany volume
declines.
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We do notseea similarradicalmove inany othermarketbutwe do expectsignsof
more reluctancetopriceup Marlboro whilein Europe,PM isactivelydeveloping
thelow pricesectoreven attheexpenseof Marlboro. Thisallpointsto a higher
riskof pricewars startedby PMI in marketswhere a recessionpromotes
downtrading,tax/exciseareeitherlow or mainlyad valorem,thereisovercapacity
and a highlycompetitiveclimate.

To prepareourselves,we arecurrentlydevelopinginternationallow pricedbrands
and consistentmarketingstrategiesincludingproduct,packagingand, for some
regions,low costmanufacturing.Inaddition,we willhave tostepup oureffortsto
improveproducdvityin allpartsof the business.We must become a low cost
manufacturerwith lean organisationsto be able to supportour brands under
increasedpricepressurescenarios.

Finally,you need todefineclearpricingstrategiesforallyour brandswhich should
ideallydefinea key competitor.This can helptoavoidpricewar spiradsbecauseit
becomes a no win game ifyou executethisstrategyfast.These strategiesshouldbe
clearedwithyour RegionalManagement and inthecaseof internationalbrandsin
doubt,you shouldalsoclearwiththeIntemafionalBrand Group. You shouldalso
indicatewhere you seea need fora low priceinternationalbrand introductionwhich
shouldbe regionally/globallyorientatedso thatwe avoidproliferationof brands,
boosfingourcomplexityand confusingthecompe6tion.

We must notacthastilyespeciallyinmarketswhere thereisno apparentrisksince
inmost partsof theworld we experienceuptradingand thelackof strongenough
intemadonalbrandsin thosehigherpricesegmentsto compete withPMI in this
growingsector.ne key chadlengelongtermforBATCO remainstobuildbrands
andprofitabilityviaa healthymarket-driven(productand advertising)growth.
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