
MARuETING Shrewd merchandising instead of TV. Marketers at the top provide an ec 

Why Philip Morris 
thrives 

Joseph F. Cullman III is normally as 
cool as the Marlboro menthols that his 
company produces. But this time, the 
60-year-old chairman and chief execu
tive of Philip Morris, Inc., was hopping 
mad. On a five-day Florida vacation 
early this month-, Cullman was poring 
over the time sheets that his top execu
tives keep, and he was "shocked," as an 
assistant put it, that they had spent six 
hours talking with a journalist. 

It isn't that Cullman hates publicity. 
"It's just that Joe feels his top men 
ought to spend their time on company 
business," his aide told the reporter. 
"He is very jealous with their work 
day. He resents anything that inter
feres with the steady flow of results." 

And it has paid off. In an industry 
plagued with spiraling cigarette taxes, 
health scares, harsh critics in Washing
ton, and a two-year-old broadcast ad
vertising ban, PM is running smoke 
rings around its competitors. PM has its 
problems—to be sure. Several of its di
versification moves have gone sour. It 
has gambled on some wrong brands. 
And its market penetration is still 
spottier than the company would like 
to see. Yet PM has still managed to be
come the world's fastest-growing to
bacco company. 

Last year, PM boosted its worldwide 
sales 11% to 220-billion cigarettes and 
squeezed past R. J. Reynolds Tobacco 
Co. into the No. 3 position behind giant 
British-American Tobacco Co. and the 
Ja^aj)£S£_giii£nini£iii_iftbacci2_jTionop-
-oly! Along the way, PM'S Marlboro""" 
came the world's top-selling brand—theN 
first American cigarette ever to rank; 
No. 1. ___ 

le U. STmarket, 1JM ls"rolling up 
the same kinds of gains. As recently as 
1961, the Manhattan-based company 
ran last among the industry's six major 
manufacturers. Today PM is second be
hind Reynolds with 207o of the market 
and is closing fast (chart, page 51). 
Marlboro alone, which now ranks soc-

.iUSINESSWEEK January 27 1973 

ond in the U. S. market behind 
Reynolds' Winston, spurted 17% in 
sales last year. That compares with a 
2.7% increase for Winston and a 3% 
growth for the over-all industry, PM'S 
three other major brands-Parliament, 
Benson & Hedges, and Virginia 
Slims—also exceeded the industry's 
growth rate. 

Along Wall Street , where PM'S 
price/earnings multiple is soaring, 
traders and analysts are even begin
ning to call Philip Morris a growth 
company-the rarest of accolades for a 
tobacco manufacturer. For the first 
nine months, PM expanded its total 
sales 14.5% and raised its net earnings 
24.7%. If those gains carried through 
the fourth quarter, which the company 
will report on next week, PM's sales will 
run $2.1-billion for the year—nearly 
four times the volume of 10 years ago-
while profits will hit $126.6-million. 

"And the surprising thing," says in
dustry specialist Irwin Kellner, vice-
president and economist for New 
York's Manufacturers Hanover Trust 
Co., "is that Philip Morris has done it 
all-or nearly all-in cigarettes." Unlike 
most other industry members that are 
on a diversification kick, PM still de
rives 85% of its sales from tobacco 
products. The rest comes from beer 
(Miller Brewing), razor blades (Per-
sonna), chewing gum (Clark), home-
building (Mission Viejo), and industrial 
products-none of which has matched 
the performance of PM's cigarettes. 

Rechanneling the ad budget 

PM's strong showing in the tobacco 
business comes at a time of wrenching 
change for the $12-billion industry. 
Deprived of the mass impact of TV ad
vertising, tobacco companies have had 
to adjust to a market that is now far 
more local and trade-oriented and to a 
consumer who is trickier to reach. 

To help catch the public's attention, 

as much as 75% of the $225-million a 
year that the industry once poured into 
TV has now been rechanneled into 
newspapers, magazines, billboards, and 
point-of-sale promotion. Tobacco com
panies are also blitzing the country 
with premium offers and cigarette-
sponsored sporting events. Reynolds 
alone spent more than $l-million last 
year on auto racing, bowling, and ro
deos. Liggett & Myers goes in for ev
erything from women's golf to balloon 
racing. "The value of sports sponsor
ships," says Kenneth McAllister, presi
dent of L&M's Cigarette. & Tobacco 
Div., "is that you can find out quickly 
what you accomplish. Your sales people 
can give you a reaction right there at 
the field or track." 

According to trade reports, Ameri
can Tobacco Co. has even relented and 
joined most of its competitors in pay
ing cash for supermarket shelf posi
tion. American, which has slid from 3 
20.7% market share before the TV ban 
to 16.8% last year, reportedly agreed to 
pay one chain about $10 a month per 
store for the second shelf behind 
Reynolds. That compares with the $1-4 
a month that Reynolds is said to pay 
for the prime position. Neither Ameri
can nor Reynolds will comment. 

From PM's bustling Park Avenue 
headquarters, Cullman runs a coir.?any 
that is unique in the cigarette i: lus-
try-and probably in most other con
sumer-goods industries-for its top-
heavy marketing talent. "This is prob
ably the one biggest thing behind 
whatever marketing edge we have, 
says Cullman, taking a deep drag on 
his ubiquitous Benson & Hedges. "^ e 

have six directors and top corporate of-
ficers"-starting with Cullman and 
President George Weissman, 53-""'ho 
all came out of marketing." They par
ticipate on a corporate products com
mittee, which is PM's uppermost : ]"~ 
net marketing group operating w >er 

Cullman. The committee meets on a 
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At PM, tobacco is still king 
Despite health scares, a TV advertising ban, and rising cigarette taxes, Philip 
Morris still derives 85% of its sales from tobacco products. Aside from its 
Mission Viejo homebuiiding project, most of its diversification moves have not 
Droved too successful. Personna blades have not made any sizable dent in a huge 
market dominated by Gillette and Schick. And Miller Brewing has had an 
earnings drop, although sales of nationally distributed premium beer are increasing. 
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niuiiLii ior in ree nours or so and 
. thrashes out all major PM product deci
sions. 

"While Joe is far more equal than 
anyone else on the committee," says 
one member, " these meet ings a re 
fairly democratic and often fairly 
heated. In the end, of course, Joe has 
the final word." 

Weissman-a husky, heavy-set type 
who looks like he just stepped out of a 
Marlboro ad—stresses the role of for
ward planning in all such decisions.-
"That's where much of it happens at 
Philip Morris," he says, plopping an 
inch-thick document in front of a vis
itor. "This is only a summary of our 
five-year projections. In that cabinet 
over there are five more books this size 
for each of our five operating divisions. 
You can't anticipate all of the problems 
that come up. But you can spot the big 
ones ahead of time." 

One of the biggest snags to come 
along, of course, has been the TV ad 
ban. "We knew a few years in ad
vance," says Cullman, "that there was 
a strong possibility of the ban. And as 
much as we disliked the idea, we knew 
we would have to make some changes." 

The first big change came in the size, 
dispersion, and quality of PM'S sales 
force. Before the ad ban, PM had only 
450 salesmen, the smallest field force in 
the industry. That compared with some 
1,300 in the Reynolds sales force. "As 
long as we had TV available and we 
used it as effectively as we did," 
Cullman notes, "we could compete with 
a smaller sales group. But once TV was 
gone, we knew we would be in a spot." 

Matching salesmen to outlets 

So in 1967, PM launched the first 
phase of a massive computerized study, 
covering every retail outlet in the 
country. This ranged from the giant 
supermarket chains down to the corner 
mom-and-pop. "We didn ' t include 
vending machines," says Cullman, "but 
we did include every vendor and how 
many machines he had." From this 
huge mass of data, PM isolated its high-
volume outlets that required four calls 
or so per month. Then came the me
dium-volume outlets that might be 
worth one or two calls per month. Fi
nally, there were the low-volume retail
ers, who might not be called on at all, 
except once or twice a year during spe
cial drives. 

"At that point," says Vice-President 
James Bowling, "we looked at where 
all these outlets were and what kinds 
of bodies we could place against the 
business. Maybe we had three guys in 
North Dakota and three in San Fran
cisco, when maybe we needed one in 
North Dakota, four in San Francisco, 
and perhaps another in L.A." 

Today, Philip Morris has doubled its 

number of salesmen to more than 900, 
boosted their pay 20%, launched a spe
cially prepared sales training program 
complete with week-long seminars and 
fancy audiovisual aids, and has begun 
turning some salesmen into "account 
managers" or specialists. They call ei
ther on major chains or jobbers. "In the 
old days," says John T. Landry, group 
vice-president and marketing director 
for tobacco products, "it was always 
catch-as-catch-can. A salesman called 
on whomever needed calling on." 

As a backup to the salesman, PM also 
increased its number of warehouses 
20%-to a total of 65. "We can now de
liver all over the U. S. on an overnight 
basis," says Cullman, "which has to 

Cullman: "There are many ways 
to diversify within cigarettes " 

make our system one of the most ef
ficient consumer-goods distribution 
networks in the country." 

By upgrading the selling job, PM is 
s tar t ing to at t ract a different type of 
salesman. Fully 17% now have bachelor 
degrees and 5% have associate degrees. 
"Five or 10 years age," says Landry, 
"you wouldn't have found two guys out 
there with degrees." 

Women in the sales force 

An even more notable addition may 
be the hiring of saleswomen. Since the 
TV ad ban, PM has added 20 women to 
its sales force and plans to double that 
number this year. "And these are not 
just gals who go in and arrange retail 
displays," Landry stresses. "These are 
full-time sales people. We had one of 
these women stop by the office, and I 
asked her what kinds of problems she 
was running into. 'Problems? ' she 
laughed. When she goes into a store, 
the manager is right there at her el
bow, saying, 'Here, little lady, let me 
help you put up that sign.' Yet when a 

salesman comes around, it 's a hassle 
just to get permission for the sign. Th« 
manager claims that it clutters hit 
store." 

PM took the same hard look at its to. 
bacco advertising, which is now budg. 
eted at about $50-million a year and is 
split between Leo Burnett and Wells 
Rich, Greene. "I t 's a whole new adver
tising ball game now," says Landry. "\ 
cigarette company's ads are not just 
competing with ads for other brands. 
You are competing with every other 
advertiser in America for a share of 
the consumer's mind. And wherever he 
stores up all the things from your ads 
that may eventually get him to switch 
to your product, you end up-without 
t e l e v i s i o n - d e a l i n g w i t h a much 
smaller corner of that mind. You are no 
longer as visible as soaps, autos, deter
gents, and other products that he will 
see on TV." 

The painful proof of this came in the 

Weissman: "We try to make the cigarette 
package an integral part ot the product " 

fall of 1971-20 months after the rv 
b a n - w h e n PM introduced Marlboro 
Lights, a high-filtration, low-tar exten
sion of PM's popular Marlboro brand. 
Eight weeks after Lights went into 
test-market in New England, PM ran a 
survey of product awareness. De»i'ite 
heavy local print promotion, only 32't 
of the people surveyed knew about the 
product. By comparison, PM ran the 
same test in San Francisco two weeks 
after Virginia Slims were introduced-
with a big, local TV splash-in l'Jfr-
Product awareness ran 78%. 

While PM has redeployed its ad dol
lars since the TV ban, it still use 
same basic advertising and marl*' 
formula that it did before the ban 
total marketing budget for each !• 
including advertising, isdetermin 
multiplying the brand's sales foi 
by a dollar amount per thousand 
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The dollar figure, varying from 
10 l>rand, averages 90C per thou-

.irl(] -md. covers the cost of the sales 
)'oTCc. <ates promotion, ad production, 
!n(i jv.ljninistrativc expenses. 
' 'p 0 r Marlboro and other strong, on
going brands, the ad expenditure runs 
about 40$ per thousand cigarettes or 8<t 
nt>r carton. Weaker brands average 
about 60C per thousand or 12C per car-
ion. New brands just going into intro
duction will get a special push of $1.20 
so $1-40 per thousand or 244 to 28<t per 
carton. 

The ad formulas are worked out 
mainly by PM's brand managers, who 
have much broader responsibil i t ies 
than brand managers for many other 
consumer-goods companies. While they 
jpend the bulk of their time on adver
tising, they also control promotion, 
sales effort, and packaging-within cor
porate budgetary limits. "Our brand 
managers operate almost like the mar
keting vice-president of a small com
pany," says Robert Cremin, PM's direc
tor of brand management . "They 
pretty much run their own show." 

In PM's advertising and promotion, 
jiHHa Ross•Millhis.er, president of Philip 
Morris U.S.A., "the whole thrust is to 
reinforce the image and brand iden
tity. That is probably the biggest rea
son Marlboro continues to do so well af
ter the TV ban as it did before—because 
our brand image was so strong and the 
ads translated easily from television to 
print. The only thing we lost on our 
Marlboro ads was the great theme mu
sic from The Magnificent Seven." An
other top PM executive claims that this 
is where Reynolds has gone wrong 
with Winstons. "Reynolds has changed 
its Winston ad theme three times in 
the last 2% years', and Winstons have 
sirr.;/iy lost whatever image and vital
ity tuey had"—a judgment, of course, 
that Reynolds readily disputes. 

Image-making wi th rec ipes 

To reinforce the Marlboro image, PM 
has launched a whole array of Marlboro 
promotions. It u. distributed 10.5-mil-
lion copies of Lhvckwagon Cooking 
from Marlboro Country, featuring 28 
Western recipes (Texas Red Chili, 
Black Night Barbecue Sauce, Sour-
douch Starter, Sunday Cobbler). PM 
ha? a five-trailer Marlboro Chuck-
wa;.-'»n caravan on the road, serving au
thentic Western dishes to as many as 
2,000 people a day at state and regional 
fairs. Up to this week, PM's "Marlboro 
Country Store" promotion, offering 14 
'terns through a heavy magazine cam
paign, h a s moved 29,336 se t s of 
Chuckwagon coffee cups at $2.50 a set, 
255 sheepskin coats at $225 each, 2,859 
;*ts of spurs a t $3 a pair, and 3,068 
^ tsonsa t$15i_ach. 

To promote Virginia Slims ("You've 

J-
Philip Morris: No. 2 and gaining fast... 

Domestic sales—billions of cigarettes 

Units Market shares 

Company 1972 1971 1971 197? 

R.J.Reynolds 173.0. . 1 7 0 . 1 . . 3 1 . 4 . . . . 31.8 

Philip Morris 110 .4 . . 97 .5 . . 2 0 . 0 . . . . 18.2 

Brown & Williamson 9 5 . 3 . . 8 9 . 9 . . 17.3 16.8 

American Tobacco 9 2 . 6 . . 95 .2 . . 16.8 17.8 

Lorillard 4 9 . 0 . . 4 9 . 2 . . 8 . 9 . . . . 9.2 

Liggett & Myers 3 0 . 7 . . 3 3 . 1 . . 5.6 6.2 

Total 551.0. .535.0. .100.0% . .100.0% 

with four brands in the top 20 

Domestic sales—billions of cigarettes 

Rank Brand Company 

1 Winston Reynolds. 

2 Marlboro P M 

3 Pall Mall American. 

4 Kool . . B & W . . . 

5 Salem Reynolds. 

6 Camel Reynolds. 
7 Kent Lorillard . . 

8 Tareyton American 

9 Viceroy B & W . . . 
10 Benson & Hedges . P M 

11 Raleigh B&W . . . 
12 L & M L & M 

13 Lucky Strike American 

14 Belair B & W . . . 

15 Parliament P M 

16 Chesterfield L & M . . . 

17 True Lorillard . 

18 Lark L & M . . . 

19 Virginia Slims PM . . . . 

20 Doral Reynolds. 

come a long way, baby") , PM has 
launched everything from a massive 
annual "Vi rg in ia Slims American 
Women's Opinion Poll," based on 4,000 
interviews by Louis Harris & Associ
ates, to the Virginia Slims Women's 
Tennis Circuit, featuring matches be
tween the top female players in the 
world. "I had a small hand in that one," 

Total brand 

1972 

84.5. 

69.5. 

53 .2 . 

49.9. 

47.0. 

29.9. 

29.5. 

19 .1 . 

19.0. 

18.5. 

16.6. 

13.7. 

1 3 . 1 . 

9.4. 

9.3. 

8.9. 

8.6. 

6.5. 

6.3. 

5.9. 

1971 

.82.2 . 

.59.4. 

.54.6. 

.44.4. 

.45.0. 

.31.6. 

.29 .6 . 

.19.7. 

.19.5. 

.16.4. 

.16.6. 

.14.5. 

.13.6. 

. 9.2. 

. 8.9. 

. 9.8. 

. 8.2. 

. 6.8. 

. 5.6. 

. 6 . 1 . 

• 
1972 

.84.5. 

.69.5. 

.13.4. 

.48.4. 

.47.0 . 

. 5.5. 

.29.5. 

.18.6 . 

.19 .0 . 

.18 .5 . 

.14.6 . 

.13 .7 . 

. 1.3. 

. 9.4. 

. 9 .3 . 

. 1.0. 

. 8.6. 

. 6.5. 

. 6.3. 

. 5.9. 

Filters 

1971 

. . 8 2 . 2 . 

. . 5 9 . 4 . 

. . 12 .6 . 

. . 4 2 . 8 . 

. . 4 5 . 0 . 

. . 5.3. 

. . 29 .6 . 

. . 1 9 . 1 . 

. . 1 9 . 5 . 

. . 1 6 . 4 . 

. . 1 4 . 5 . 

. . 1 4 . 5 . 

. . .6 . 

. . 9.2. 

. . 8.9. 

. . 1.1. 

. . 8.2. 

. . 6.8. 

. . 5 . 6 . 

. . 6 . 1 . 

Non-filters 

1972 

. -

. — 

.39.8 

. 1.5 

. — 

.24.4 

. -

. .5 

. — 

. — 

. 2.0 

. — 

.11.8 

. -

. — 

. 7.9 

. -

. -

. — 

. — 

1971 

.. -

.. — 

. .42.0 

. . 1.6 

. . -

. .26.3 

.. -

. . .6 

. . — 

. . — 

. . 2.1 

.. -

. .13 .0 

'.. -
.. -
. . 8.7 

.. -

.. -

.. — 

.. — 

Cullman grins, referring to the tennis 
matches. Chairman of the U. S. Open 
Tennis Championships in 1969 and 
1970, Cullman is currently ranked fifth 
in the Senior-60 Singles category of the 
Eastern Lawn Tennis Assn. 

One of Philip Morris' biggest promo
tion tools of all is its cigarette package. 
"We try to make the package an inte-
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gral part of the product and have even 
advertised it as such," says Weissman, 
breaking into the old Julie London 
ditty-"You get a lot to like with a 
Marlboro. Filter. Flavor. Flip-top box." 
Among smokers, Weissman adds, prob
ably no consumer product is bought 
more often than a pack of cigarettes. 
"And if you're an average smoker," he 
says, "that package comes out of your 
pocket 20 times a day. That means 20 
times a day that package will be visible 
and other people will see it. So this is 
one of the biggest pluses going for 
us"— which explains why Weissman 
was named "Packaging Man of the 
Year" last November by Packaging 
Education Foundation, Inc. 

To test out its packaging, promotion, 
and ads, PM can fall back on one of in
dustry's most sophisticated sales analy-

Virginia Slims Women's Tennis draws 
top players, including Wendy Overton. 

sis and market research operations. 
Every day, PM's market research de
partment compiles a rundown of the 
company's total brand-by-brand ware
house shipments the previous day, as 
well as shipments for the week and 
month to date. PM also collects industry 
sales data from 100 major jobbers 
around the country, specially chosen 
and weighted mathematically to pro
ject a national sales pattern accurate 
to within 1% to 2%. PM then compiles a 
monthly report that details brand per
formance throughout the industry. 

"And Mr. Cullman reads and 
watches those numbers." says market 
research manager Howard Lupton. 
"He keeps them right there in the top 
left-hand drawer of his desk, and if 
there is the slightest discrepancy or 
something that he questions-he has an 
eagle eye for figures-he gets right on 
that phone and asks us about it." 

Most analysts give Cullman high 
murks as a shrewd, ell'eelive adminis

trator and manager. But a few claim 
that he has had his eye too much on the 
individual numbers and not enough on 
what they all add up to. That could 
mean problems, they warn. If PM is to 
continue expanding at a "growth com
pany" rate, the challenge ahead-as 
Cullman himself acknowledges-is to 
broaden the corporate base and lessen 
some of PM's heavy dependence on a 
few individual products. 

An over-dependency on Marlboro 

While many of PM's cigarette brands 
are outpacing the industry growth 
rate, most of the company's steady, 
month-to-month gains center on Marl
boro. And despite PM's best marketing 
efforts, Marlboro's sales continue to be 
concentrated mainly among certain 
younger age groups and certain geo
graphical areas, reflecting the grass
roots nature of the tobacco business. 

Reynolds, for instance, is Southern-
based and thus grew closest to the 
people and tastes of rural America. So 
Reynolds' main strength remains in 
the rural areas of the South and West 
among older, lower-income, blue-collar 
consumers. On the other hand, Liggett 
& Myers and PM-both based in New 
York-have long catered to urban 
tastes and are stronger in urban areas 
on both coasts among young, affluent, 
while-collar consumers. 

To help build a wider base, PM was 
among the first tobacco companies to 
begin diversifying into nontobacco 
products. In the mid-1950s, PM bought a 
producer of flexible packaging mate
rials. A few years later, PM added a pa
per manufacturer and in the early-
1960s acquired American Safety Razor, 
Burma Shave, and Clark chewing gum. 

None of these earlier acquisitions, as 
one close PM observer notes, "has set 
the world on fire." Soon after the ASR 
acquisition, PM recognized that it 
would never make any major inroads 
against the two giants of the razor 
blade business, Gillette and Schick. So 
PM tried to enter the surgical-hospital 
supply business. This time, says Weiss
man, "we found that we would have to 
invest $25-million to $50-million in R&D 
the first year to keep up with the tech
nology of Johnson & Johnson and the 
other industry leaders. So we said this 
isn't for us, and dropped out." 

In buying Clark, PM hoped to move 
into the candy business. "But the mar
ket proved too small," says Weissman, 
"and we discovered that our profits in 
chocolates depended more on the cocoa 
crop than our marketing expertise. 
And we simply did not want to become 
commodity traders." 

When PM completed the purchase of 
Miller Brewing in 1970, many outsiders 
claimed that the price—$200-million-
was far too high. While Miller's oper

ating revenues edged upward from 
$193.5-million in 1969 to $204.1-milliOn 
in 1971, its market share slipped from 
4.5% to 4%, and operating income tum
bled from $15.4-million to $1.3-million 
For the first nine months, Miller's opor- * 
ating income continued to lag behind 
the year before. Part of the income 
drop reflects increased manufacturing 
costs and heavy marketing expenses 
for new packaging, a new "Miller 
time" ad campaign, and the introduc
tion of Miller Malt Liquor, the brewer's 
first new product since the company's 
founding in 1855. 

"Our big job is to reposition Miller," 
says Miller Chief Executive John A. 
Murphy, who heads up a new PM man
agement team installed last year. "For 
a long time Miller's advertising and 
'Champagne of Beer' slogan appealed 
mainly to the occasional, high-income 
drinker. But the fact is that 20% of 
your beer drinkers consume 80% of 
your beer. What we have to do is got 
that blue-collar tonnage drinker." 

Hooked on tobacco 

How could a company that puts so 
much faith in forward planning fail to 
anticipate so many problems? "I don't 
think anyone in business can ade
quately forecast what will happen 
when you buy a business and try to ex
pand its size, improve its market share. 
and increase its profitability," says 
Cullman. "Some work out. Some don't. 
The challenge is to quickly recognize 
those that won't work out so you can 
concentrate your efforts where you 
have the best chance to get ahead.'' 

Where Cullman is concerned, PM's 
best chance for getting ahead is still 
tobacco. "There are many ways to di
versify within cigarettes," he says. 
"Besides new brands, you could con
sider our foreign business a major di
versification. This market is five or six 
times bigger than the U.S. and if 
growing faster than the American 
market." 

Within the U. S. market, meantime. 
Cullman claims that Philip Morris i:- di
versifying broadly in the filter cve-
gory, the industry's biggest growth 
area. The filter segment now accounts 
for more than 80% of all cigarette sales 
and 97% of PM's unit sales. PM also 
leads in the fastest-growing filter cate-
gory-the 100mm brands. They account 
for more than 20% of U. S. sales. 

So confident is Cullman in the indus
try's future, in fact, that PM is in
vesting $80-million in a massive new 
plant going up in Richmond, Va. Billed 
as the world's largest and most modern 
cigarette factory, the plant will ! ' 
mately be able to produce 25% " ', 
cigarettes consumed in the U. S. A! : 

Cullman has his way. it won't be \>- .-
before PM is doing just that. * 
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