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Reviled by many as a “merchant of death,” Philip Morris International, the world’s leading tobacco 

company, is a darling of investors who love its cash-generating, profit-making, stock-appreciating 

potential. Above all, investors love PMI’s unique “pricing power,” the key driver of its earnings. 

This love affair may be drawing to a bitter end. An industry insider who has revealed an international 

cartel operated by the world’s largest tobacco companies claims that PMI’s astonishing profit-making 

machine is powered by illegal price-fixing. PMI’s customers are paying inflated prices for their 

Marlboros; PMI’s public shareholders, fooled by the “pricing power” myth, are paying inflated prices 

for their stock; and PMI’s senior management are laughing all the way to the bank in their Ferraris. 

This is the first in a series of explosive revelations about the multinational tobacco industry and its 

leader PMI that will be published on this site. Welcome to SmokinGate. 

“I’ve had two General Counsel who told me: ‘I had a discussion with the SMT [Senior 

Management Team] and I can assure you there will be no more price-fixing – it’s fixed, it’s 

taken care of.’ Two – two! We’ll see if the third one takes care of it.” 

– PMI Deputy General Counsel, June 2011 
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“If you [Max] think we know right today that this is a per se violation and we’ve got to fix it, 

then all you’re giving the business is something that they would say, ‘the law then is created 

by people who are on drugs, because they don’t understand.’ . . . My job is to figure out how 

the business can continue, not how the business hits hard roadblocks and kind of crashes 

because the law is there.” 

– PMI General Counsel (“the third one”), July 2011 

Meet Max, a former employee of Philip Morris International’s Swiss-based operations center who 

has revealed the existence of a price-fixing cartel in the international tobacco industry. 

Adam from SmokinGate.com: Max, you claim that PMI, the leading international tobacco company, 

operates a price-fixing cartel with its direct competitors. And it sounds from these quotes above that 

this cartel may have been around for a while and is still on-going. This could mean a major antitrust 

investigation if the U.S., European or other national authorities decide to take up this case, right? 

Max: That is true. Price-fixing is a hardcore antitrust violation enforced by criminal sanctions and 

monetary penalties, which could be astronomical. In the European Union, to take some recent 

examples, the so-called Car Glass cartel was fined $1.7 billion; the Candle Wax cartel, $940 million. 

The European Commission may impose fines up to 10% of the violator’s global turnover; considering 

the size of net revenues of the tobacco companies involved, the Marlboro cartel may potentially face 

record-breaking penalties. 

Adam: So how do the tobacco manufacturers fix prices? 

Max: The scheme works like this: Competitor A makes a confidential announcement to the trade 

(tobacco wholesalers, distributors, big retail chains) about the timing and the size of its intended 

future price increases; the trade forwards this announcement to Competitors B, C, and D, who then 

respond with their own announcements of intended future prices, which the trade forwards back to 

Competitor A. After some such back-and-forth, the Competitors arrive at the same price increase, 

which they all subsequently implement. Schemes like this are regarded and prosecuted as cartels, 

no different in principle from competitors’ meeting in a room and agreeing to fix prices directly. Here 

is the whole scheme in three sentences: 



“We make announcements to one another and we ‘agree’ on a price – that is a problem. . . . I 

find this behavior very hard to justify under the law. . . . This is why we have always been very 

nervous about it.” 

– PMI Deputy General Counsel, June 2011 

Max: Keep in mind that there are only four big multinational tobacco manufacturers – PMI, British 

American Tobacco (BAT), Imperial Tobacco Limited (ITL) and Japan Tobacco International (JTI) – 

and price collusion is always easier to accomplish in an oligopoly. 

Adam: Can you give us a concrete example to demonstrate this scheme in action? 

Max: Here is what happened in Germany earlier this year: In March, PMI announced in confidential 

communication to the trade its intention to increase prices by 20 Euro cents as of April 15; PMI then 

received from the trade its competitors’ future price lists with the matching 20 Euro cents price 

increases, but to take place on May 1. PMI then recalled its prior announcement and issued a new 

one, with the price increase also effective May 1: 
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 Report of March 4, 2011: “PMG [Philip Morris Germany] plans to implement the price 

increase as of April 15. . . . Competitors’ price moves during the transition period might make 

PMG price adjustments necessary”; 

 Report of April 1, 2011: “All major competitors (IMT, BAT, JTI) have now announced their 

new cigarette and OTP [other tobacco products] pricing for May 1, 2011. PMG had 

announced new cigarette prices for April 15, 2011, and has now recalled this announcement. 

PMG will also increase cigarette prices as of May 1, 2011 and is currently evaluating its OTP 

pricing options”; 

 Report of April 15, 2011: “After the price announcements of IMT, BAT, JTI and Poeschl for 

OTP, PMG has announced increased prices for fine cut and cigarillos, which will become 

effective as of May 1, 2011.” 

Max: As you see, the competitors have managed to coordinate the size and the timing of their price 

increases through the exchange of their intended future prices via the trade. 

Adam: Was that an isolated occurrence? 

Max: No, that incident was clearly part of a historical pattern. Let’s take a look at Germany in 2010: 

PMI revised its intended future price increases already announced to the trade in order to meet the 

future price increases subsequently announced by its competitors: 

 Report of May 21, 2010: “As a reaction to the current market situation PMG decided to adjust 

prices of selected brands in the low price segment as of June 2010. PMG had announced an 

increase in prices for their Low price offers as of mid May 2010, while key competitors kept 

Big Pack prices for their main Low price offers at €5.00/23 Cigarettes (e.g., JPS, Pall Mall) 

and increased Low price Soft Packs only by €0.10 to €4.20/19 Cigarettes. PMG will now 

adjust prices for the following products: [Big Packs and Soft Packs]. . . . [Price increase] 

initially announced for mid May 2010 does not come into force — [revised prices] now 

announced for June 2010 [€5.00/23; €4.20/19, matching those announced by the 

competitors].” 

 Report of May 21, 2010: “After the price announcements of BAT and Imperial for OTP, PMG 

will increase prices for Fine Cut and Cigarillos as of July 2010.” 



Adam: And before that? 

Max: The same thing happened in Germany in 2009 as well: in April of that year, PMI announced, in 

a confidential communication to the trade, that it intended to raise prices by €0.20. PMI then 

received from the trade its competitors’ future price lists which followed PMI’s proposed price 

increases for cigarettes, but for a number of brands in the “other tobacco products” segment (such 

as fine cut tobacco and cigarillos) the competitors did not intend to raise prices. PMI then 

backtracked on its announced price increases for the competing OTP brands and reissued another 

price list, reflecting prices in line with those announced by its competitors: 

 Report of April 17, 2009: “PMG announced price increase of Cigarette products as of June 

2009. . . . There has not been any announcement yet of new price lists by competition since 

our announcement”; 

 Report of May 1, 2009: “Following PMG’s earlier price announcement, all major competitors 

have now communicated their new price lists. Overall, competition has followed PMG’s 

€0.20/pack price increase”; 

 Report of May 1, 2009: “PMG announced price increase of OTP [Other Tobacco Products] 

products as of end June 2009. . . . BAT announced price increase of OTP products. However, 

the price for Pall Mall Stix Tabac, the leading brand in the Traditional Fine Cut segment, was 

unchanged. Furthermore, the prices of the Pall Mall 25g pouches as well as the Pall Mall XL 

Filter Cigarillos also remain currently unchanged”; 

 Report of May 15, 2009: “Imperial changes OTP price list. According to Imperial’s 

communication to the trade yesterday, the prices of several products will not be 

increased. . . . PMG is currently re-evaluating their announced OTP price increase”; 

 Report of June 5, 2009: “Following latest competitive price moves, PMG has issued a new 

price list which replaces the one announced beginning of May.” 

Adam: Indeed, the pattern is becoming quite apparent. And before that? 

Max: Going further back in time, we find the same scheme, but even more brazenly executed: 



“To answer one specific question, whether this is a new issue in Germany – the answer is no, 

it is not. Four or five years ago a corporate affairs executive in Germany called me in a dither 

over this very issue. Because they would actually have it a little more blatant than this – in 

which there was an industry journal and people would publish their announcements in this 

newspaper, and then the next day the other people would publish their announcement in the 

newspaper and it was back-and-forth – actually in the industry journal. And he got very 

nervous about this, sensible guy. So this is not new and we from time to time try to grapple 

with it but . . . we run up against the reality of the way this market works. And the fact that 

also . . . it would be a massive change in behavior.” 

– PMI Deputy General Counsel, July 2011 

Adam: Sounds like this may have been going on for many years. And how widespread is this 

practice? 

Max: I have discovered similar instances of such price collusion in other regions where PMI does 

business, and PMI does business everywhere in the world except the U.S. I suspect that this is the 

modus operandi of the international tobacco industry: 

“In Germany this is not because there is a lawyer asleep at the wheel. That is not the issue. 

The issue is – it’s endemic, it’s endemic.” 

– PMI Deputy General Counsel, June 2011 

“In terms of price lists, this is not a practice that has been developed in the last four years – 

this has been like this for many years.” 

– PMI Vice President, June 2011 

Adam: Can you give us examples from other countries? 

Max: In the Netherlands, in the beginning of 2011, PMI and Imperial had intended to increase their 

prices by 40/50 Euro cents, but then BAT announced its future prices that were 20 Euro cents below. 

Both PMI and Imperial then revised their announced prices to match those by BAT, raising them by 

20/30 only: 



 Report of January 21, 2011: “We learned from the trade that ITN has announced new prices 

applicable as of March 1, 2011. Below you can find an overview of the price points according 

to each price segment [premium brands from €4.80 to €5.20; low-priced brands from €4.20 

to €4.70]”; 

 Report of February 4, 2011: “PM Benelux communicated the below 2011 cigarette prices to 

the trade [premium from €4.80 to €5.20; low from €4.20 to €4.70]. This would generate a 

favorable impact of approx. +€4.5 mio”; 

 Report of February 4, 2011: “We learned from the trade that BAT has announced new 

cigarette prices applicable as of March 1, 2011: [premium from €4.80 to €5.00; low from 

€4.20 to €4.50]. . . . Pall Mall increases by €0.30/19s only . . . . This price is €0.20 below the 

announced prices from PM Benelux and Imperial Tobacco. PM Benelux is currently 

reviewing its pricing plans”; 

 Report of March 18, 2011: “Due to recent market developments and in order to remain 

competitive, PM Benelux has communicated their revised prices to the trade. These prices 

differ from previously announced prices (Marlboro KS 19s from €4.80 to €5.00 vs. €5.20, 

L&M KS 19s from €4.20 to €4.50 vs. €4.70). The new price plan is expected to generate a 

negative financial impact of US$ -18 mio”; 

 Report of March 18, 2011: “We learned from the trade that Imperial Tobacco has announced 

revised prices applicable as of March 1, 2011. The prices differ from those communicated 

earlier: [premium from €4.80 to €5.00 vs. €5.20, low from €4.20 to €4.50 vs. €4.70]” 

Adam: This is the same pattern that we saw in Germany. 

Max: Exactly. And this pattern repeats itself in other counties around the world as well (in the EU, 

Latin America, Eastern Europe, Asia), but I don’t want to put your readers into a coma with all these 

details. 

Adam: Who at PMI knew about all this? 

Max: The whole senior management team. These reports are distributed weekly to PMI’s Chairman 

and CEO, COO, CFO, Chief Compliance Officer, General Counsel and Regional Presidents. In fact, 



at least four General Counsel of the Company knew about price-fixing and did not stop it — the three 

mentioned by Deputy General Counsel in the opening quote, and the Deputy himself who was PMI’s 

General Counsel in 2008. 

Adam: Max, what are the implications of these revelations? 

Max: I think this is quite an extraordinary case. PMI, a Fortune 500 corporation, the most profitable 

tobacco company in the world and the fourth most profitable consumer goods company, has been 

operating a long-running and world-wide price-fixing cartel, in full view of its senior management that 

has allowed price-fixing to continue despite being told several times that it was illegal. I think this 

may turn into a very major antitrust case. 

But I think this matter may have broader and even more significant implications for the industry than 

just an antitrust case — because of the unique character of the tobacco business. 

Adam: What is so unique about it (other than that its products are dangerous and addictive)? 

Max: What is unique about it is the amazing “pricing power” of the industry, allowing it to keep 

raising prices and stay profitable even in the markets where people smoke less and less: 
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“Pricing power – the ability of the tobacco industry to sustain price rises and profitability in the face of 

volume falls – is integral to the financial structure of the tobacco industry.” Euromonitor International, 

November 2010 

 

 

 

“The tobacco industry benefits from a unique pricing power in comparison to other consumer goods 

industries.” CreditSuisse, September 2011 
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“We believe pricing power is the most important growth driver for manufacturers’ future profits . . . 

and the key driver to long-term growth in earnings and returns for the tobacco sector. . . . The key 

risk to the industry is unexpected deterioration in pricing power.” Goldman Sachs, July 2010 

Adam: Well, tobacco companies have this unique pricing power because cigarettes are addictive 

and consumers are loyal to their brands, everyone knows that. 

Max: These are indeed the commonly accepted explanations. But I have a different theory: the 

industry’s pricing power and profitability critically depend on price collusion among the tobacco 
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manufacturers; this pricing power and profitability are likely to deteriorate without price collusion, and 

neither the smokers’ addiction nor their brand loyalty will be able to stop that deterioration. 

Adam: Is there any proof of this theory? 

Max: Ultimately, the proof will be in the pudding: we’ll have to see what happens with the industry’s 

pricing power and profitability in the future once its price-fixing cartel is dismantled. But there is a 

real-life example that can offer us a glimpse of what that future may look like. First, let’s see what 

PMI has been saying about its pricing power in its recent public statements: 

 

 

 

“Pricing has played a central role in our ability to meet, or surpass, all our financial currency neutral 

growth targets in 2008, 2009, and again during the first quarter this year.” PMI CFO, June 2010 
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“Pricing has been the key driver of our increased profitability, adding a cumulative $4.9 billion over 

the three year period.” PMI CEO, May 2011 
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Max: You can see from the Q2 earnings release that in the summer of 2011, Spain suddenly 

became an exception to PMI’s pricing power. And not just PMI – it looks like this “unexpected 

deterioration of pricing power” affected the whole tobacco industry in Spain that summer, as they 

launched into a brief but vicious price war with each other. The market leader in Spain, Imperial 

Tobacco, was the hardest hit, but all the other competitors — PMI, BAT and JTI — suffered as well: 
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“In Spain . . . profit deteriorated following the price war.” 
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“Continued industry contraction in Spain.” 

Max: The pricing power and profitability clearly deteriorated in Spain during the summer of 2011– 

but the Spanish smokers were just as addicted and brand-loyal then as they were just before or just 

after that brief period. This means that addiction and brand loyalty by themselves cannot explain the 

industry’s pricing power. 

Adam: Maybe there were some special conditions in Spain that led to the price war? 

Max: That’s what the tobacco companies claimed: PMI attributed it to high unemployment and 

consumer down-trading; Imperial – to economic woes, a ban on smoking in public places, excise tax 

increase and “the relative brand positionings in the market,” whatever that means. 

Adam: So what’s the problem with these explanations? They all sound quite plausible. 
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Max: Of course they do, they ought to at least sound plausible. The problem with these explanations 

is that three months later, when all four tobacco companies together raised their prices in Spain, all 

these conditions remained in place, so they could not have been the real reason for the pricing 

power deterioration: 

 

 

 

 

“Imperial raised its cigarette prices in Spain in July and September, alongside price increases by the 

world’s three biggest players — Philip Morris International, British American Tobacco and Japan 

Tobacco.” 
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“We are now at a much more stable situation. Prices are now back at least at the same level or 

above where they were before this activity began.” 
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Adam: So what do you think was the real reason for this brief price skirmish? 
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Max: This BAT’s letter to tobacco retailers makes clear that the competitors either failed to agree on 

prices in Spain that summer or else deviated from their agreement: 

 

Max: Perhaps by September 2011, these hoped-for “long lasting solutions” were found, allowing all 

four competitors to raise their prices alongside each other again. 

Adam: So what does the Spanish price war show? 

Max: I believe the significance of the Spanish episode is this: it shows that the tobacco industry’s 

pricing power and profitability deteriorate precisely in those situations where the companies deviate 

from their implicit agreement on prices. If price-fixing is eliminated from the tobacco industry 
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altogether, I would expect the industry’s pricing power to disappear along with it, as briefly happened 

in Spain in the summer of 2011. 

Adam: What follows from all this? 

Max: I think the consequences for the international tobacco industry could be potentially enormous. 

For PMI’s management, it could mean massive changes in corporate governance and in the way 

they run their businesses. The Company’s owners, its public shareholders, would probably have to 

undertake a profound reassessment of the business’ profitability, correcting for price-fixing both 

historically and going forward. Regulators would probably inquire whether PMI deceived not only its 

customers but also its shareholders by making inflated claims about its pricing power without 

disclosing the underlying price-fixing. At bottom, I believe the end of price-fixing may well lead to 

“unexpected deterioration in pricing power.” 

Adam: And then what? Is it really possible that the business “hits hard roadblocks and crashes 

because the law is there,” to quote PMI’s General Counsel? 

Max: As Yogi Berra wisely said, “It’s hard to make predictions, especially about the future.” Only time 

will tell, so let’s just wait and see. 

Adam: Thank you, Max, we will see certainly wait and see how this develops further. 

Please stay tuned for our next episode, and many more to come. 
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2 RESPONSES TO THE MARLBORO CARTEL 

1. Philip Morris in Secret Cooperation With a British Health Minister Earl Howe | smokingate 

says: 

December 20, 2011 at 18:20 

[...] like the Marlboro Cartel and Price-Fixing Conspiracy stories describe how PMI deceives its 

customers and investors, our new [...] 
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2. Twenty Years of Price-Fixing and Cover-up? | smokingate says: 

December 9, 2011 at 19:55 

[...] Marlboro Cartel story describes the massive, widespread cartel operated by the four 

multinational tobacco companies [...] 
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