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Questions:

Please go through the case titled Procter & Gamble. Answer the following
questions:

Case facts (15 marks)

Case Analysis (15 marks)

Problem areas (05 marks)

Solutions based on resources and capabilities (15 marks)
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announced a corporate restructuring program
ed Organization 2005. The set of far-reaching
es involved comprehensive changes in organi-
structure, work processes, and culture to make
ees stretch theniselves and speed up innovation.
zation 2005 also sought to leverage P&G’s
i presence. The program was intended to boost
nd profits by introducing new products, closing
and eliminating jobs. Spearheaded by Durk
.- who became P&G’s CEO in 1999, this initiative
o be a six-year, $1.9 billion effort. Jager believed
rapid restructuring was necessary to create new

am he expressed his optimism:

Success is defined first and foremost in terms of
owth. Unless a company grows at an acceptable
rate—year in, year out—it can’t sustain its organiza-

i Success also means growing profitably, Other-
it can’t produce th~ resources and capability to
~ eW opportumtles The
here. oday is designed:to deliver
ta consxstently higher level. Just come
ouple of years and take a look. I believe
best way to accelerate growth is to innovate

and move faster consnstently and ‘across the
¥ o

dicated that the cultural changes he planned to
would create an environment that produced

2003 ICFAL Knowlcdgc Center, Hydetabad, Indla. This
itten with the heip of Asif Huasaii, ICTAL Kncwledge

ise," P&G press release, June 9, 1999.

rocter & Gamble:
rganization 2005 and Beyond

2 September 1998 Procter & Gamble (P&G)

h opportunities for P&G. While launching the

bolder goals and plaus, bigger innovations and greater
speed. As part of the exercise; Jager redesigned the re-

* ward system to strengthen the link between executive

compensation and results.

BUSINESS SEGMENTS

P&G was one of the best-known consumer goods com-
panies in the world. For the year ended June 30, 2002,
P&G reported revenues of $40.2 billion. The company
was in the Fortune Global 50 list. It owned several
well-known brands that were sold in over 140 countries
to netly 5 billion consumers (see Exhibit 1). P&G had
operations in North America, Europe, the Middle East,
Africa, Asia, and Latin America. Exhibits 2 and 3 high-
light the company’s recent financial performance.

P&G had five main business segments: Fabric and
Home Care; Baby, Feminine, and Family Care; Beauty
Care; Heal;th Care; and Foed and Beverage:

e  Fabric and Homecare was the most important seg-

ment, accounting for nearly a third of P&G’s total
sales. The division dealt with cleaning products
for clothes, surfaces, and dishes. Key brands in-

_ cluded Bold and Tide laundry detergents, and Cas-
cade dishwasher powder.

"e The Baby, Feminine, and F;nhily Care segment

produced tissues and paper towels, feminine pro-
tection products, diapers, and baby ‘wipes. Well-
known brands in this category were Bounty paper
towels and Tampax tampons: -

o  Beauty Care products included deodorants s':ch as
Old Spice, Sure, Cover Girl, and Max Factor cos-
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exhibit 1 P&G Brands around the World

Source: Collected from various sources.

metics. The segment also produced fragrances, 1859. P&G’s initial foray into branding was the Moon
shaving products, and shampoos such as the Head and Stars, a trademark that appeared on all company

- & Shoulders amd Pantene brands. products starting in the early 1860s. In 1887, P&G be-

e Health Care products ranged from prescription ~ came one of the first companies in the United States to
' drugs to toothpastes such as Crest, over-the- offer a profit-sharing program for its employces. In
counter remedies such as Pepto-Blsmol and pet 1924,P&G was one of the first companies to create a
foods. market research department to study consumer prefer-

e Food and Beverage produced cooking oil, Pnngles .. ences and behavior. The company’s marketing organi-
o 'snacks Sl peanut butter. It also ﬂ'ered drmks ) 'zatlon and brand management system began to evolve
I ke Sunny Dehght il Folgers e in the early 1930s. In 1933, P&G’s Oxydol soap pow-
it der sponsored a serial radio program.
Exh:blts 4 and 5 show recent eammgs rowth of these " . P&G had been a late globalizer. But after Wojld
five groups, and Exhibit 6 presents each gmups salcs " War 1I, F&G began its international expansion in;
proﬁtabnhty, and major branids: . : earnest. In 1948, it established an overseas dmsmug.
3 AN while setting up its first, Latin American subsidiary s
Mexico. P&G entered Europe in 1954, Saudi Arabia:in
. CORPORATE HIST.RY 1961, and Japan in 1973. By 1980, P&G was operating
. William Procter and Jamss Gamble ounded P&G asa in 23 countries and repoiting over $10 billion in annual
- partnership in 1837 in Cincinnati, Ohio, by merging  sales. By the mid-1990s over half of the companys
Procter’s candle-making company with Gamble’s soap  sales came from outside the United States. As its glob_al
| business. The company-grew to $1-million in'sales by expansion progressed, P&G continued to modify its
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Summary of P&G’s Financial Performance, 1997-2001.

Diluted Net Earnings
per common share

2.59

39.2 : : 2 56

ibit 3 P&G’s Performance in 2002

Free Cash Flow Capital Spending ~ Total Sharehclider Return
in billions of dollars) (as % of sales) (indexed versus July 1899)

7.6% ~ 150

2000 2001 2002
J D J D J D J

Net Earnings Growth

(by segment versus previous year) 3 Baby, Feminine &

Family Care

sFabric & Home
Care

%Beauty Care

34%

Health Care

Eiﬁf—'aod & Beverage
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exbibit 5 P&G Net

Saies and Net Eainings by Segment

2002 Net Sales by Business Segment
9% - 12% ¥

¥

@Heafth Care

B Fabric & Home
“FCare

s Baby, Feminine &
%Famlly Care

@Beauty Care

%Food & Beverage

2002 Net Earnings by Business Segment

8% 10%

23%

23%

Source: P&G annual report, 2002.

structure and internal processes to maximize global
leverage. Various initiatives were launched to facilitate
exchange of knowledge and best practices across the
comipany.

Exhibits 7 and 8 provide additional background
cn the company.

ORGANIZATION 2005

in 1998, P&G’s earnings per share (EPS) fell below the
14 to 15 percent that Wall Street had gotten used to.
Revenue growiti, which had varied between 1.4 and 5.5

percent betwesii 1995 and 1999, was also well below

P&G’s internal target of 7 percent. Revenue growth was
slowing down, particularly in developed markets due to
the maturity of the company’s established brands. Half

@Health Care

Fabric & Home
Care

E# Baby, Feminine &
“Family Care

%Be’auty Care

Food & Beverage

the brands were generating the bulk of the growth while
the rest were lagging behind. In a retail world increas-
ingly populated by private-label goods, P&G’s premium
products were having difficulty competing. More nim-
ble competitors were beating P&G to the market by
launching new products, by executing marketing plans
better, and by increasing innovation speeds. There was
also speculation that P&G’s profitability was being
eroded by the increasing dominance of retailers like
Wal-Mari. With a turnover of about $160 billion in

1999, Wal-Mart was a particularly formidable player.

P&G’s innovation track record had also been dis-
appointing. New brands had the ability to add billions
of dollars in mcrcmental revenue, but P&G had not
launched a major new brand in almost a decade.

The need to. remvxgomte growth led P&G to con-
ceive Organization 2005. The goal of the program was t0
improve P&G’s competitive position and generate oper-
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'éxhi&i“ 6 P&G’s Business Lineup in 2002 :

S ‘ hg.’Estimate fer fiscal year ending June 30, 2002.
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exhibit 7
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P&G’s Simplification Drive in the 1990s

ts o make
looking for

-of the world,

Source: A. V. Vedpuriswar, The Global CEO: Lessons from the World's Leading Corporations (New Delhi: Vision Books, 200 1)

exhibit 8 P&G: Chronology of Recent Events

ating efficiencies through more ambitious goals, nurtur-
ing greater innovation, and reducing time-to-market.
This was to be accomplished by substantially redesign-

ing tne company’s organizational structure, work
processes, culture, and pay structures.

P&G estimated that Organization 2005 would ac-
celerate annual sales growth to 6-8 percent and annual
earnings growth to 13-15 percent.

Organization 2005 envisaged the transformation
of P&G’s organizational structure from one based on
geography to one based on global product lines. The
program had five key elements:

1. Global business units (GBUs): F&G moved from
four business units based on geographical regions
to seven GBUs based on global product lines. By
putting the responsibility for strategy and profit on
brands, instead of geographic regions, P&G hoped
to spur greater innovation and speed.

2. Marke: development organizations (MDOs): P&G
established eight MDOs whose objective was to
tailor global marketing programs to local markets.

3. Global business services (GBS): Overhead func-

" tions such as human resources, accounting, order
management, and information tcchnology werce
consolidated from separate geographic regions to

one corporate organization—the GBS —that woui
serve all GBUs.
4. Corporate functions: Most of the corporate st
were transferred to one of the new business uniis
5. Company culture: P&G redesigned reward
tems and training programs to improve resulton
entation among employees.

Organization 2005 involved substantial costs. Ol the
approximately $1.9 billion in costs, approximatct:
$400 million were planned for 1999, approxinfaic!:
$1.0 billion over the next two fiscal years, and the b
ance during fiscal years 2002-2004. However, thex

costs were expected to be more than offset by savine

from the program. The company expected to increi

- its after-tax profiis by approximately $600-$700 mil-

lion annually by fiscal year 2003-04 and $900 millivs

by fiscal 2004. P&G would eliminate 10,600 position |

through fiscal 2001, with a further 5,680 cuts after
2001. Approximately 42 percent of the total workforce
reduction would occur in Europe, the Middle East.and
Africa; 29 percent in North America; 16 pereent it
Latin America; and 13 percent in Asia.

Despite the substantial retrenchment, Durk Jaget |

remained confident that employee morale would not be
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\exbibit 9 ©rganization 2005: The Costs of Restructuring, 2001-2003

(in milfions)

Shiirce: P&G annual re'porti,»_ 1999.

ected. He believed that Organization 2005 was about
[accelerating growth; ot cutting jobs:

i These job reductions are principally an outgrowth of
.. changes, such as standardizing.global manufacturing
platforms, to drive innovation and faster speed to

. market, as always, we have considered these deci-

- sions very carefully with deep concern for the impact

on our people. We would carry out the changes with
maximum respect and attention to the welfare and fu-
ture of our employees.?

P&G announced it would make full use of norma!

. attrition and retirements, hiring reductions, relocations,

job retraining, and voluntary separations to help reduce
the number of potential involuntary separaticns. In
cases of involuntary separations, P&G would offer em-
ployees financial assistance to help them in their new
careers. Exhibits 9 and 10 provide additional informa-
tion on P&G’s Organization 2005 initiative.

JAGER’S RESIGNATION

Soon after it was introduced, Organization 2005 ran
into various problems. After reaching $117 per share in
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Procter & Gamule’s
Share Price, 1999--2002

exhibii 11

Source: www.aol.com. "

January 2000, P&G’s stock price feil below $90 per

' share in February. On March 7, 2000, P&G warned
~ that its earnings would drop by 10 to 11 percent rather
| than rise 7 to 9 percent as previously expected. Among

the reasons P&G cited for the drop in earnings were
higher raw materials costs, lower realization, and in-
creasing competition from many generic brands that
produced cheaper versions of many of its core prod-
ucts. The news sent the company’s stock to its lowest
level since the mid-1990s. The stock price plunged to
less than $60 per share, wiping out $40 billion in mar-
ket value in one day (see Exhibit 11). Then in April
2000, P&G posted an 18 percent decline in third-quar-
ter profit, its first decline in eight years. It also* an-
nounced that fourth-quarter results would fall short of
estimates. Jager accepted responsibility for the com-
pany’s problems and resigned. But he maintained:

I am proud of the vision we set out to achieve with
Organization 2005, and we’ve made important
progress. It’s unfortunate our progress in stepping up
top-lme sales growth resulted in earmngs disappoint-
ments.}

| 3p&G CEO Quits Amid Woes,” CNN Monéy, June 8,2000.
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ing officeri and Fabrizio Freda, head of the ;:,lob(ll

< Leadership Council (GLC) was only 49, compared lt

Analysts speculated on the reasons behind Jager’s -,
urc. It was said Jager had tried to put too much p'g\
sure on P&G managers to bring products to marker.
faster. Major moves such as the dual acquisition of
Warner-Lambert and American Home Products hac!
turned out to be futile—none improved P&G’s perfor-
mance. Jager’s exhortations also did not fit well wit,
P&G’s cautious corporate culture. His plan had beey,
too aggressive. He had introduced new products reck.
lessly in the hope of finding the next billion-dolja;
product. He had also decided arbitrarily that P&(; !
would sell its products under the same name all aroun|
the world—so in Germany, the name of P&G’s dish-
washing liquid suddenly changed from Fairy to Dawn.
the name under which it sold in the United States; bu
since Dawn was unknown in Germany, saies plum-
meted. - -

There had also been problems related to people.
Managers had become critical of Jager’s confronta-
tional style. As employees felt they were being pushed.
there was significant disenchantment. in Europe, about
2,000 people were suddenly transferred to Geneva
About 200 employees were asked to relocate from var-
ious parts of Asia to Singapore Besides transfers, the
program had also led to various behavioral prohlcn\
As a resuit-of the Organization'2005 proghm 0 f*’
food and bevemge managers, based in Cincinnati, were
asked“f’c)'ﬁ’épor“’tl to a president in Caracas, Venezuela
Man%xgers in the laundry and household cleaning busi-
ness reported to Brussels.

ORGANIZATION 2005
UNDER LAFLEY

Alan George Lafley, a 23-year P&G veteran, repiaccd
Jager as president and CEO in mid-2000 when the
company’s stock price was $57. Lafley announced he
would improve operations and profitability and rebuild
the management team. The heads of P&G’s operating
businesses and corporate functions hailed from 13 dif-
fc:rent countries. The new faces inciuded Deb Henretta.
head of global baby care; Jim Stengel, global market-

snacks business. Overall the average age of the Gl

54 three years earlier (see Exhibit 12). Unlike Jager. ™
who focused on taking new initiatives in underdevel”
oped markets, Lafley decided to concentrate more on
big countries and big products. He decided to increase
sales of Tide and Pampers in Western Europe before
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bhibir 12 Procter & Gamble’s Global Leadership Council, June 1999 and
June 2002

June 1999

Retained
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exiiibit 12 (concluded)

2 ‘Cases in Cr:

June 2002

= |
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Source: The Cincinnati Enquirer.

: Promoted

- New Additiors




elopmg new products in Poland.- The new CEO
ve top priority to P&G’s best-selling brands. which

: uld get the bulk of P&G's resources. manpower, and
o

cial backing.

Laﬂey also anncunced plans to improve the com-
%s competitiveness and revitalize long-term growth
agh initiatives that seemed to be an expansion and
leration of Organization 2005. This would be
®chieved by streamlining P&G’s cost structure by fur-
educing overhead and manufacturing costs. The
any expected savings on this count to be approxi-
ely $600-$700 million annually by fiscal year
3-04. These savings would be in addition to those
ted in the original Organization 2005 program.
*‘ul 2000, Lafley reduced staffing by about 9,600
worldwide, or ‘9 percent of P&G’s workforce.
t 40 percent of these cuts were in the United
s, and about 60 percent were overseas. Two-thirds

Bions across all levels of the company. In manufacturing
finctions, reductions came as a result of both plant clo-
‘and rationalization.

P&G also completed . the remaining 7,800 sepa-
's that were part of the Orgasization 2005 restruc-
g announcea in 1999. The combination” of
3 ations from the new program and remaining sepa-
ons from the Organization 2005 program totaled
#400. The company anticipated that part of the work-
: reduction would have to be made through involun-
- separations, but it intended to minimize that
mber. The company.also continued to review its busi-
iesses and new investments with the goal of achieving
arper focus on its core businesses. While no decisions
been reached, the company believed it could incur
jonal restructuring costs as a result of this strateglc
Lafley said:

¢ cost benefits of strengthened competitiveness
. d lmpmved productivity are significant, but this is
not just a cost-cutting program. No one ever cost-
saves their way to sustainable growth, We will invest

these savings in getting our consumer value and pric-

~mg nght continuing to invest in innovation on core
; busmesses and the most promising new businesses,
g d continuing to provide strong marketing and sales
.§uppon for our brands. All of these actions are nec-
; sary to, deliver P&G’s long-term financial goals.!

er & gamble Announccb Next Step in Overall Plan to
e Cu.npemnvenuss and Growth,” P&G press release,

e10 | Procier & Gamble: Organization 2005 and Beyond

e erated over $1 billion in sales. He annovmced they ‘

bfthe reductions came from nonmanufacturing func- -

C-203

To boost growth, Lafley introduccd scverai new
products. Big brands like Tampax (tampons) rolied
out new extensions in 2002. P&G started shipping its
new Ohm by Olay line of body care products, which
was the company’s first skin care foray and which
used natural products like ginger and jasmine, and
also included new technologies such as body mist.
Research-oriented units like P&G Pharmaceuticals
continued to invest in new products. Sales of the
unit’s flagship brand, the Actonel osteoporosis drug,
approached $400 million in 2002. In baby care, Pam-
pers roiled out its Baby Stages line in Europe and
North America. In laundry, Tide and Downy were of-
fered in different fragrances.

Lafley singled out progress in oral care, baby
care, and dish care businesses as one of the best out-
comes of the restructuring initiatives. All these busi-
nesses had struggled and lost market share in the
1990s but posted sales and market share gains in
2002. P&G’s fabric and home care business posted 9
percent sales growth in 2002 on unexpectedly strong
gains in cases of brands such as Cheer, which recemly
had been offered in reduced pack size and price to
combat a: ﬁmllar move by rival: Umlcver s Wisk. Sales
in P&G a‘baby and family care businesses grew by S
pescent ;}g:sp[xc increasing competition from players
iike Klﬁerly Clark. In 2002 the company dropped
numerous brands—including Jif, Crisco, and Clear-
asil—that did not fit with its global strategy. By early
2003 P&G had finished reviewing its portfolio of
brands. The sales growth of 6 percent in 2003 had
been the biggest gain since 1996. Another accom-
plishment for Lafley was enabling Crest to return as
the number one oral care brand in the United States, a
posmon it had lost to Colgate in 1998.

“Lafley believed that a key enabler for Organiza-
tion 2005 was information technology (IT). The com-
pany’s IT spending reached $1 billion in 2002 and
continuéd to increase. Organization 2005 incorpo-
rated several IT initiatives, including collaborative
technology to facilitate planning and marketing, busi-
ness- to-con§ume| e-commerce, Web-enabling P&G’s
supply *‘ham and a data standards and data ware-
house project that delivered timely data to desktops
worldwide. The company decentralized its 3,600-per-
son IT department so that 97 percent of those em-
ployees now worked in P&G’s individual product,
market, and business teams or were part of global
business services, which supporicd siiared services
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such as infrastructure to P&G units. The remaining 3
wercent worked in corporate IT. Laflcy said, “I have
made a ot of symbolic, very physical changes so peo-
ple understand we are in the business of leading
change ™

TiHE FUTURE

P&G expected to conclude its Organization 2005 ini-
tiative by June 2003. After the ouster of Jager, Lafley
had shifted the focus from new initiatives to advancing
the market share of big brands in developed markets.
Lafley believed that, overall, Organization 2005 had
brought much-nesded discipline to P&G’s global mar-
keting efforts. But he felt a lot of work remained in
convincing people that the program had a broad appli-

cation. Lafley believed that P&G could innovate and - ;. 5

cut costs while growing profits by double-digit mar-
gins every year. But Lafley realized the same basic
question that had prompted Jager to start Organization
still remained: With already-dominant market po-
in mature markets, how much mere groswth

3 5

ie€ trasding 1o the $80-895 range throughout most

07 what moze could be done to boost the compary’s

pctfommnw prospects?

SA. G. Lafley, “The Best and the Worst Managers,” Busmess‘

Week. Specnal Report, January 11, 2003.

id P&G reaily generate? With company’s stac*
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