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P&G Shifts Pricing Strategy to 
Meet Post-Recession Market

The Wall Street Journal has report-
ed that Proctor & Gamble Co.’s new 
CEO, Robert McDonald, is “slash-
ing prices” and warns of an impend-
ing price war in the branded consumer 
packaged good (CPG) industry.  Yet, in 
this article, the author argues in favor 
of P&G’s tactics and explains how this 
strategy is both applicable and effective 
in the new, recovering economy. Tim 
Smith, PhD is the Managing Principal 
of Wiglaf Pricing, Adjunct Professor of 
Marketing at DePaul University, Aca-
demic Advisor and Facilitator for the 
Certified Pricing Professional (CPP) 
designation, and author of Pricing 
Strategy: Setting Price Levels, Manag-
ing Price Discounts, & Establishing 
Price Structures to Win the Market. He 
can be reached at tsmith@wiglaf 
journal.com. 

The Wall Street Journal has re-
ported that Proctor & Gamble 
Co.’s new CEO, Robert Mc-
Donald, is “slashing prices” 

and warns of an impending price war in 
the branded consumer packaged good 
(CPG) industry.  Yet, Mr. McDonald 
states, “In my mind there’s not a price 
war going on.”  Is the Wall Street Jour-
nal guilty of hyperbole or is Mr. Mc-
Donald blithe to the profit destruction of 
price cuts?

In this article, I argue in favor of Mr. 
McDonald and moreover why he might 

be prescient in taking a sensible pricing 
strategy shift to meet the post-recession 
market demands.

Up the Price-to-Benefits 
Trajectory
For decades following the 1940’s, the 
US economy was growing and much of 
the middle class was enjoying greater 
wealth and spending power.  With their 
increased spending power, these middle 
class consumers sought not only more 
products, but also better products.

To meet the demand for more and bet-

P&G Shifts Pricing Strategy to 
Meet Post-Recession Market

Page 7

PPS Happenings Serving the Pricing Community Since 1984

Upcoming Events
t 6th PPS Annual Conference on European & Global Pricing: Sheraton Brus-
sels Hotel – Brussels, Belgium; 16-17 November 2010. Workshops and special 
events offered on Tuesday 16 November include:

t PPS Inaugural Global Pricing for Executives Summit – presentations by Dr. 
Manu Carricano, Mike Trotman, Kellie Ecker, CPP, Wolfgang Kruger, and Mark 
Messow

• How to Leverage Price Optimisation Within Your Organisation –  
Paul Hunt & Tony Hodgson

• Improving Profitability by Implementing Value Based Pricing –  
Frederik Van Bever & Daniel Soto Zeevaert

• Core Pricing Skills – Mark Billige
• B2B and B2C Pricing Excellence: Learning from Best Practices –  

Andreas Hinterhuber

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.
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ter products in those decades, companies 
like P&G followed a well proven prod-
uct strategy:  launch new and improved 
product formulations at higher prices.  
Most new product formulation had more 
features, delivered more benefits, and 
commanded a premium price in compar-
ison to their predecessors.  By increasing 
the price and the benefits in tandem, 
the new products would encourage con-
sumers to make tradeoffs between the 
benefits they demand and the price they 
are willing to pay.

The trajectory was not unique to P&G.  
Robert Mondavi Winery followed a 
similar trajectory to escape the chal-
lenges posed by E&J Gallo Winery.  (See 
1950-2009 P&G Product Strategy for a 
conceptual representation.)

The process of moving up the price-to-
benefit trajectory worked as long as in-
comes continued to grow and consumers 
continued to demand better products to 
match their new economic gains.

In the 1990’s two forces however put 
a halt to the value of this strategic tra-
jectory.  First, the introduction of low 
cost store brands that Sanford Bern-
stein research reports as being perceived 
as “good or better than those they re-
placed” in the consumer’s basket of 
goods.  Second, incomes stopped grow-
ing.

Entry at the Bottom
The lower priced discount and store 
brands began eating away at branded 
consumer packaged goods’ pricing pow-
er early in the 1990’s.  Evidence of their 
growing strength can be seen through 
the increased market share of store 
brands and the growth of store-brand 
only retailers such as Aldi.  (See 1990-
2009 P&G Competitive Landscape for a 
conceptual representation.)

To combat this growing threat, branded 
consumer packaged goods firms relied 
on couponing, trial offers, and promo-
tional bundles in order to induce cus-
tomers back into the brand fold.  This 

approach may have stemmed some mar-
ket share erosion, yet discount promo-
tions are a blunt instrument at best.

As customers tried store brands, they 
began to determine that the difference 
in benefits between branded goods and 
store goods didn’t outweigh the differ-
ence in price.  As such, the ability of dis-
counts to attract customers that would 
convert to becoming a profitable and 
loyal following waned.

While the threat of lower priced store 
brands was at best contained through 
targeted discounting strategies, a second 
shift to the marketing environment was 
underway.

Income Growth Arrested
Since 1999, the middle class has seen flat 
to falling incomes in inflation adjusted 
dollars.  Their newly found poverty, or at 
best limited income growth, has driven a 
purchase behavior towards a more dis-
criminating position.  (See US Median 
Income Stopped Growing in 1999.)

Without a growing income within the 
core consumer market segment, the 
strategy of constantly improving and 
up-selling customers to higher price 
and benefit points becomes an econom-
ic anathema.

To be clear, some customers will con-
tinue to be willing to pay more for some 
items. Splurging does continue, but it 
is proving to be more selective.  For in-
stance, a middle class business man may 
be willing to accept store brand bath-
room paper towel but eschew anything 
less than an Allen Edmonds’ shoe.  Or, 
skimping on the dentist may imply a 
higher willingness to pay for Crest pre-
mium dental products.  Yet does the 
difference in benefits between P&G’s 
Charmin and Albertson’s Homelife Soft 
Choice outweigh the differences in price?  
They both end up down the toilet.

The flip side of an increased selectivity in 
customer’s willingness to pay for higher 
benefits is that that the mass market has 
moved to lower price / lower benefit de-
mands.  That is, consumers are increas-

Figure 1



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

October �010 �

ingly looking for “good enough” prod-
ucts rather than “good / better / best.”  
To capture the mass market at the “good 
enough” position, branded consumer 
packaged goods firms like P&G need to 
have a product in that market position.

Shift in Pricing Strategy
Mr. McDonald’s pricing patterns can be 
suspected to be in line with the tectonic 
shift in the market environments, both 
the increase in competition at the bot-
tom and the decade long stagnation to 
decline in middle class income.

The shift in pricing policy was targeted.  
To quote Mr. McDonald:  “It’s basically 
been about a 10% price reduction on av-
erage on about 10% of the business.”

Anecdotal evidence appears to point to 
a price reduction that has been targeted 
appropriately to meet the needs of the 
increased demand for “good enough” 
products.  If this evidence proves accu-
rate, then the pricing strategy shift ap-
propriately addresses the demand shift 
within the market.  (See 2010 P&G 
Product Strategy Adjustment for a con-
ceptual representation.)

P&G may be dropping the price on en-

try level products while leaving prices on 
other, more feature enhanced and ben-
eficial products unchanged.  If they are 
doing so, P&G is avoiding direct price 
competition with their branded consum-
er packaged good industry cohorts while 
targeting an attack on the unbranded 
discount goods and store brands.

The effect will be one of raising the 
incremental price for incremental ben-
efits, thus further encouraging cus-
tomers to make tradeoffs for the value 
points they desire.  However, this is 
usually a sound pricing strategy.  Seg-
menting the more utility sensitive cus-
tomers that will pay for added benefits 
that they seek from the more price 
sensitive customers that will only pay 
for “good enough” products is a prov-
en strategy for improving both profit-
ability and market share.

Early evidence of the success of this 
strategy has already been revealed.  

P&G’s US market share in 8 out of the 
13 largest product categories increased in 
recent months according to Consumer 
Edge Research, LLC.  

Moreover, P&G increased or maintained 
market share in all regions of the world 
for the quarter ending June 30.  Yet the 
evidence is mixed.  P&G also reported 
profits falling by 12% for the quarter 
ending June 30, 2010 due to increased 
advertising expenditures and lower pric-
es.  

Communicate
The likelihood of an all out price war 
can be contained.  To do so, Mr. Mc-
Donald has to improve his messaging 
to investors and consumers (as well as 
competitors) regarding the focus of the 
pricing policy shift.  

By focusing his price decreases on the 
lowest value products within the catego-
ry, P&G can meet two challenges with 

Figure 2 Figure 3

Anecdotal evidence appears to point to a price reduction 
that has been targeted appropriately to meet the needs 
of the increased demand for “good enough” products. 
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one instrument:  the increase 
in store brands and the lost 
buying power of their custom-
er base.

Up, Up and Away  
into Till the Field
The past progression of im-
proving the benefits and rais-
ing the prices matched mid-
dleclass income growth of 
US.   The current and foresee-
able future stagnation to de-
cline in middle class incomes 
implies that the past strategy 
will fail.  

A shift in pricing policy that 
focuses on the needs of the 
growing price sensitive market 
segment should prove profit-
able in the US, Europe, Ja-
pan, and rest of the developed 
world.  (P&G’s Brazilian and 
Emerging Market strategy requires a 
separate missive.)

Mr. McDonald, I suspect you have been 
prescient in taking a wise strategic shift 
in pricing policy to meet the post-reces-
sion market demands.  But suspicion 
isn’t proof and I hold insufficient data 

to confirm my suggestion.  Until either 
of the gaps are closed, good luck Mc-
Donald.
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