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A 52% increase in net profits reflects... 
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Pepsi-Cola’s new marketing strategy 
Seven years ago Al Steele joined Pepsi-Cola Co. 

Since then it has cut Coca-Cola’s lead way down. 

Here are the marketing moves that did the job. 

And how Pepsi hopes to expand still further. 

W uen Alfred Steele left Coca-Cola 

in 1949 to join Pepsi-Cola as vice- 
president in charge of domestic sales 
and operations, president Walter Mack 

predicted that “if he hits, he'll hit hard; 

if he misses, he'll miss the same way.” 
Now, seven vears later, it’s quite plain 

that Steele (now Pepsi board chairman) 
hit the ball right out of the park. 

> How in five short years he has 
turned a $100,000 loss (in 1950's first 

quarter) into a $9,500,000 profit (in 
1955) is a saga of marketing strategy. 
Steele began by changing the product 

itself, reorganizing the management set- 

up, developing a new advertising phil- 

osophy, bringing Pepsi out in new bot- 

tles and, finally, overhauling the entire 

distribution policy. The results are 

nothing short of phenomenal and the 

full effect is still to be felt. Over the 

five-year period Pepsi’s case sales have 

jumped 113% (compared to an industry 

average of 29%) and last year’s net 

profit was a whopping 52% over 1954. 

In short, while Pepsi is still running a 

poor second to Coca-Cola (1955 sales: 

$144.7 million, more than _ twice 

Pepsi's), it has narrowed the sales gap 

from about five to one six years ago to 

about two to one today. This is a re- 

markable achievement in the face of 

Coke’s legendary saturation distribution 

and it means that Pepsi-Cola is now 

considered the real bellwether in the 

soft-drink industry. Every move the 

company makes is watched as closely 

as a paycheck, especially by Coke, and 

not infrequently’s Pepsis moves are 

quickly adapted to other soft drink 

companies (also including Coke). 

> Steele’s marketing moves are geared 

closely to the changing concept of the 

American market. The firm is acutely 

sensitive to such socio-economic change 

as the shift to the suburbs, the rise of 

the shopping center, family entertain- 

ment by television, the increase in lei- 

sure time and other, similar factors. 

With his finger firmly on the pulse of 

the “new market,” Steele indulges in 

this bit of philosophy for the whole 

Pepsi-Cola’s chairman Alfred N. Steele, International head William B. Forsythe, 

president Herbert L. Barnet: In seven years, a new flavor, new markets and a 

whopping jump in sales. 
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> Pepsi divided up its market and 
cannily decided to fit bottle sizes to 
individual markets. It kept the 12-oz. 
bottle for the home market, brought 
out an 8-oz. bottle for concession sales 
in ball parks and the like, and intro- 
duced a 10-oz. size in southern markets 
to challenge Coke’s position. 

Sales clearly showed that such a 
division was right. Once-a-week shop- 
ping in the burgeoning suburbs and a 

survey which showed that at least two- 

thirds of all soft drinks are consumed 
at home convinced Steele & Co. they 

should promote the 12-0z. bottle—and 
its quality—heavily. It has been this 
size and its impact on take-home sales 
that have put the pressure on Coke. In 
February, 1955, Coke was moved to 
bring out a 26-o0z. bottle—and for good 
measure also a 10-o0z.—in an effort to 
capture more of this market. It was 
Coke’s first retreat from the 6-oz. bottle 
in more than 40 years. 

Pepsi also came out with a 26-oz. 
bottle “early last summer,” but it was 

not Pepsi's first venture in the quart- 
bottle (26-0z. to 32-0z.) size. In fact, 

relreshes 

without 

fillins i 

Pepsi takes credit for pioneering the 
quart size in the ’40’s (some bottlers in 
Baltimore and other southern areas 
still push the 32-oz.). But it appears 
the field may now concentrate on the 
26-0z. Pepsi officials say their 26-oz. 
is now leading in 76 markets, should 
be in 100 by the time of heavy summer 
consumption. 

Pepsi welcomes Coke’s entry into the 
large-size field because, as Pepsi Presi- 
dent Herbert Barnet puts it: “More at- 
tention is focused on both our prod- 
ucts. More people are cola conscious 
than ever before.” Obviously, Barnet 
thinks the total cola market can be 
expanded still further (per capita con- 
sumption is up from 37 bottles of soft 
drinks a year in the mid-1930’s to nearly 
190 bottles today). 

> Just as important (if not more) as the 
take-home market is the on-premise 
market. The vending machine industry 
has, of course, revolutionzed soft-drink 
consumption habits. Coke has a huge 
lead on Pepsi in this area, largely be- 
cause Pepsi just about ignored vending 

Gently Does It 

Philip Morris 
vas BEBE Por sendeee 

Similar Pepsi-Cola and Philip Morris ads: 
was the “light refreshment” handed too much “gentleness?” 

Pepsi's answer to Coke’s Morton 
Downey. 

Says ad vice-president Charles 
Derrick: “It takes awhile to develop 
a personality for a product but Miss 
Bergen is doing fine. We block 
out her year in advance to give her 
adequate time for nightclub en- 
gagements. She plays hostess at 
county fairs and even azalea fes- 
tivals, and has been well accepted.” 
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Miss Bergen’s identification as 
the Pepsi-Cola girl is but one way 

ex-Canadian Derrick “merchandises 
the advertising.” Another: since he 
feels “the advertising department - 
should be a service department for 
the bottlers” he has spent five years 
refining a book showing Pepsi's ads 
for the year plus mats for sale, 
which goes to all bottlers. 

Vice-president D. Mitchell Cox 

machines before the advent of Steele 

just as Coke’s bright red coolers were 
becoming a national institution. Coke, 

however, neglected the then-new cup 
vending machines and it was in this 
area that Pepsi saw its opportunity. 

It naturally prefers to have Pepsi 
exclusively in cup machines but it 
doesn’t hesitate to go in with multiple 
flavor deals where it has to. The result 
is that Pepsi is now in second place (to 
Coke) in machine-sold brands, up from 
fifth place only a few years ago. 

Even so, Barnet estimates that only 
5% of Pepsi’s volume is in vending ma- 
chines compared to Coke’s 35%. Conse- 
quently, Pepsi is making a determined 
effort to get an even bigger share of 
this market. “Every new office building, 
hospital, factory and school house is a 
potential market,” says Barnet. “We 
want a machine in every one of them.” 
The company hopes that it will do the 
job with a machine new to the vending 
industry. It is a pre-mix machine that 
is filled with Pepsi mixed at plants and 
delivered to machines in 10-gal. stain- 
less steel barrels (instead of mixing 
syrup and carbonated water in the 
machine itself). “It will be,” says Pepsi, 
“like having a drink poured from a 
10-gal. bottle of Pepsi-Cola.” More im- 
portant, it will mean no fuss with bot- 
tles, uniform quality and easier selling 
in such places as industrial plants and 
hospitals. 

> Similarly, Pepsi is paying considera- 
ble attention to fountain sales, another 
area it pretty much neglected before 
Steele. As a result of a planned pro- 
gram for lining up new outlets, Pepsi 
had a 180 %increase in syrup sales 
during the past five years. One force 
behind this dramatic increase is foun- 
tain sales vice-president Donald Ken- 
dall’s “Fountain Sales Crew,” which is 
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Domestic sales vice-president Richard H. Burgess, International executive Henry M. Winter 

an aggressive group of young sales 

trainees who tour the U.S. in constant 

search for new outlets. They, in turn, 

are followed up by bottlers’ representa- 

tives who capitalize on the groundwork 

laid by the crew.” 
While a dynamic economy almost 

guarantees expanding markets in the 

domestic field, the foreign market is 

also getting increased attention from 

Pepsi. As one official says: “We're out 
to make Mexicans forget they ever 

heard of tequila.” With 29 bottling 

plants in operation south of the border, 
they may just do that. 

> Pepsi has been doing an overseas 
business since 1937, but not until 1954 
was Pepsi-Cola International set up as 
wholly owned subsidiary. Today there 
are 242 Pepsi-Cola bottling plants serv- 

ing.71 countries and 230 million people 
outside the United States.¢Three plants 

iM 

have been opened so far in 1956, and 
ays 

the company expects to have 18 in 

operation before the year is out. In 

1950, when Steele became president, 

166 were operating. The 260 in opera- 

tion by the end of the year will mark 

a 44% gain since 1950. 

Heading up Pepsi International is 

William B. Forsythe, who has been with 

the company since 1939, when he was 

named general manager for England, 

Europe and British possessions. Chief 

executive officer is Henry M. Winter, 

who spends much of his time logging 

air miles visiting Pepsi’s 13 international 

regions. 

Pepsi-Cola International gives over- 

seas bottlers the same kind of close 

support U.S. bottlers receive from the 

parent company. And how it aids the 
local economies is pointed up in a sim- 

ple statistic: right after World War II 

umost 100% of bottling materials were 

purchased in the states; now almost 

95% are purchased in the local regions. 

> Allied to this international operation 

is the arrangement made with “the man 

from Schweppes” to sell Schweppes’ 

quinine water, club soda and ginger 

ale in the U.S., in return for Schwep- 

pes’ distribution of Pepsi in England. 

Many in the soft-drink industry think 

Pepsi brought Schweppes to the U.S. 

from England, where it’s a prestige 

product—to help upgrade Pepsi over 

here. It would get into the best kind of 

tavern and restaurant outlets. The qui- 

nine water was introduced in New York 

in 1953, the soda and ginger ale 

roughly a year later. Now 18 bottlers 

are producing Schweppes and shipping 

to distributors located in 167 markets, 

reaching some 300,000 retailers. 

What lies ahead for Pepsi? In 1952, 

Pepsi case sales were about 130 million 

a year. In 1955, industry spokesmen 

estimated sales at 200 million. Steele 

& Co. are out to double that figure. 

Vice-presidents Donald M. Kendall of syrup sales, J. Charles Derrick of advertising 
« 
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