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The change in economic dynamics is altering the way people shop, write Jenny Wiggins and 
Jonathan Birchall 
 
For much of the past century, there has been no better place to live comfortably than the US. 
In the world's richest economy, air conditioners, microwaves and refrigerators that spit out ice 
cubes are common household goods, seen more as necessities than a luxuries. 
 
But as the US teeters on the edge of recession, life is becoming harder for the average 
American. With the purchasing power of the US dollar in sharp decline - it takes $2.66 to buy 
the same amount of goods that $1 would have bought in 1980 -and household incomes 
dropping, Americans are being forced to cut back on some of the products that have made life 
good. In western Europe, consumers are in a similar quandary, with France last week 
becoming the first large economy to acknowledge it had fallen into a recession. 
 
But in Asia, eastern Europe and South America, where many economies are still growing, life 
has been getting better for emerging middle-class consumers, as more people than ever can 
afford to buy basic consumer products such as toothpaste, televisions and shampoo. 
 
"In developed markets [such as the US] consumers are still trying to preserve their buying 
power, which is all about trading down," says Jeffrey Palma, an equity strategist at investment 
bank UBS. But in emerging markets the story is different," he adds. "Incomes are rising... the 
phenomenon of trading up is still very much in place." 
 
In the US, people are changing the way they shop as makers of branded household products 
and packaged foods put their prices up to recoup higher transportation and raw material costs. 
Last month, Jeff Rein, the chief executive of Walgreens, one of the largest US drug stores, 
noted that there had been a Sales of cheap foods, such as cold, sliced meats as well as soups, 
are rising slowdown in the growth of the number of prescriptions being issued in the US.  
 
"We believe the biggest impact has been the very tough economy," said Mr Rein, noting that a 
July survey by the National Association of Insurance Commissioners found that 22 per cent of 
Americans are reducing visits to the doctor to save money. Eleven per cent were found to be 
scaling back on medication use. 
 
Sales of discretionary food and drink items, including bottled water and non-carbonated juices, 
and other drinks, are also dropping. Indra Nooyi, PepsiCo's CEO, said recently that consumers 
who might have previously left a screw top bottled drink unfinished, now finish it off. Coca-
Cola Enterprises, Coca-Cola's largest bottler, has reported falling sales of larger, more 
expensive 20oz bottles of Coke that are a staple at petrol stations. 
 
But sales of cheap foods, such as cold, sliced meats as well as soups and frozen vegetables, 
are rising as people pack lunches to take to work, and look for cheap alternatives to fresh fruit 
and vegetables. 
 
US consumers are consolidating shopping trips to save money and spending more time at big 
stores that sell lots of different products at relatively cheap prices. These include: Wal-Mart, 
the low-cost department store chain; Costco and BJs, so-called "club" stores that charge 
membership fees; and discount chains, such as Dollar General and Dollar Tree. Consumers are 
also buying more so-called "own brand" goods. 
 
In Europe, consumers are cutting back on grocery purchases in all countries except Denmark 
and Norway, according to research group Nielsen, which tracks supermarket sales. "The 
second quarter revealed a clear and present pullback in consumer consumption," the group 
says. 
 



To stop consumers "trading down" to cheaper own-label products, companies have begun 
making cheaper versions of their core products. In France, dairy group Danone has recently 
put a new kind of yoghurt into supermarkets. Labelled the "Eco Pack", shoppers get six 
yoghurts for one euro. The yoghurt tubs weigh 115g each, compared with the 125g tubs the 
company usually makes, and Danone has also used less packaging, brought out fewer flavours 
and spent less on marketing to keep the price down. 
 
But while companies are having a tough time making money in the US and western Europe, 
doing business in emerging markets has been getting easier. Whereas inflation is rising faster 
than wages in western markets, in emerging markets it's the other way around. "In most 
emerging markets consumers are seeing increases in their real purchasing power, despite 
higher rates of inflation," Clayton Daley, Procter & Gamble's chief financial officer, told an 
investment conference last month. 
 
P&G, like other multinational western consumer goods companies, has been able over the past 
year to use strong demand in emerging markets to offset slowing sales in the US and Europe. 
In 2001, P&G's emerging market sales were some $8bn annually. Today, they are $25bn, and 
the fastest-growing part of the company's business. 
 
However, there are some initial signs that consumers in India, China, Russia and Brazil will not 
be immune to events unfolding in the US and Europe. 
 
At the end of September, Pepsi Bottling Group, which bottles and distributes Pepsi-Cola 
products, 'was one of the first US companies to point to signs of the slowdown in the 
developing world spreading - as it blamed macroeconomic issues for a slump in sales over the 
summer in both Russia and Mexico. 
 
In Russia, Eric Foss, Pepsi Bottling Group CEO, cited "some near-term uncertainty and financial 
market volatility" that had led to the soft drinks market's annual growth slowing to the range 
of 3 to 4 per cent, down from the low double digit growth rates seen previously. But he 
stressed the company's belief that Russia "remains an attractive place for PEG to play over 
time". 
 
In China and India, which have lower levels of income per head than Brazil and Russia, a big 
swing to upmarket brands has yet to happen outside of the countries' biggest cities. But 
economists are confident it will. 
 
India has a lower gross domestic product per capita than Russia, Brazil or China, with less than 
20 per cent of homes owning a microwave, refrigerator or washing machine compared with 
more than 50 per cent in China and nearly 100 per cent in Russia. 
 
But with India on track to have more people than any other country in the world by 2030, and 
incomes rising, consumption is expected to rise at faster rates than other countries. 
 
Meanwhile in China, companies say there is plenty of room for growth. Although people still 
spend just one-thirtieth the amount of money per head on P&G's products than they do in the 
US, the time will come when the amount of money they spend will be the same, according to 
Bob McDonald, P&G's chief operating officer. "It's irrefutable." 
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