MARKETING PLANNING & PROBLEM SOLVING

CHAPTER 7
MARKETING PLANNING B2B CUSTOMER "FOCUS"

B2B THEORY OF DERIVED DEMAND
"The Land - to - M a n - to - Hand Cycle"
[Seminar in Marketing Management; MKTG. 600; Dr. Carter]
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Webster and Wind define organizational buying as the decision-making process by which
formal organizations establish the need for purchased products and services and identity,
evaluate, and choose among alternative brands and supplier^.^

The Business Market Versus t h e Consumer
The business market consists of all the organizations that acquire goods and services used
in the production of other products or services that are sold, rented, or supplied to others.
The major industries making up the business market are agriculture, forestry, and fisheries;
mining; manufacturing; construction; transportation; communication; public utilities;
banking, finance, and insurance; distribution; and services.
More dollars and items are involved in sales to business buyers than to consumers.
Consider the process of producing and selling a simple pair of shoes. Hide dealers must sell
hides to tanners, who sell leather to shoe manufacturers, who sell shoes to wholesalers, who
sell shoes to retailers, who finally sell them to consumers. Each party in the supply chain
also has to buy many other goods and services.
Business markets have several characteristics that contrast sharply with those of consumer markets:
@ Fewer, larger buyers. The business marketer normally deals with far fewer, much larger
buyers than the consumer marketer does. The fate of Goodyear Tire Company and other

part suppliers depends on getting contracts from a few major automakers. A few
large buyers do most of the purchasing in such industries as aircraft engines and defense
weapons. Although it should be noted that as a slowing economy has put a stranglehold on
large corporations' purchasing departments, the small and midsize business market is offern g new opportunities for supplier^.^ See "Marketing Insight: Big Sales to Small Business,"
for more on this promising new B2B market, and see "Marketing Memo: Guidelines for
Selling to Small Business" for some "do's and don'ts."
Close supplier-customer relationship. Because of the smaller customer base and the
importance and power of the larger customers, suppliers are frequently expected to customize their offerings to individual business customer needs. Business buyers often select
suppliers who also buy from them. An example would be a paper manufacturer that buys
chemicals from a chemical company that buys a considerable amount of its caper.
Professional purchasing. Business goods are often purchased by trained purchasing
agents, who must follow their organizations' purchasing policies, constraints, and requirements. Many of the buying instruments-for example, reauests for quotations. proposals,
and purchase Contracts-are not typically found in consumer buying. Professional buyers
spend their careers learning how to buy better. Many belong to the National Association of
&chasing Managers Q?JAPMI,which seeks to improve professional buyers' effectiveness
end st2tus. This means rha; business marketers have to provide greater technical data about
their produci and its advantages over competitors' products.
:Several buving influences. More oeople ~ i c influence
w
business buying decisions.
Buvmg
. - csirmittees consisringof ~ecimicalexperts and even senior management are comman ir. the purchase of major goods. Business marketers have to send well-trained sales
representatives and sales teams to deal with the well-trained buyers.
3 Multiple sales calls. Because more people are involved in the selling process, it takes
multiple sales calls to win most business orders, and some sales cycles can take years. A
study by McGraw-Hill found that it takes four to four and a half calls to close an average
indusmal sale. In the case of capitai equipment sales for large projects, it may take multiple
attempts 10 fund 2 project, and the sales cycle-between quoting a job and delivering the
product-is often measured in y e a ~ s . ~
-
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::: What Is Organizational Buying?

.-

Derived demand The demand for business goods is ultimately derived from the
demand for consumer goods. For this reason, the business marketer must closely monitor
the buying patterns of ultimate consumers. For instance, the Big Three automakers in
Detroit have been driving the boom in demand for steel-bar products. Much of that
demand is derived from consumers' continued love affair with minivans and other light
trucks, which consume far more steel than cars. Business buyers must also pay close attention to current and expected economic factors, such as the level of production, investment, consumer spending, and the interest rate. hi a recession, business buyers reduce
their investment in plant, equipment, and inventories. Business marketers can do little to
stimulate total demand in this environment. They can only fight harder to increase or
maintain their share of demand.
Â Inelastic demand. The total demand for many business goods and services is inelasticthat is, not much affected by price changes. Shoe manufacturers are not going to buy much
more leather if the price of leather falls, nor will they buy much less leather if the price rises,
unless they can find satisfactory substitutes. Demand is especially inelastic in the short run
because producers cannot make quick changes in production methods. Demand is also
inelastic for business goods that represent a small percentage of the item's total cost, such as
shoelaces.
Â Fluctuutingdemand. The demand for business goods and services tends to be more
volatile than the demand for consumer goods and services. A given percentage increase in
consumer demand can lead to a much larger percentage increase in the demand for plant
and equipment necessary to produce the additional output Economists refer to this as the
accelemtwn effect. Sometimes a rise of only 10 percent in consumer demand can cause as
much as a 200 percent rise in business demand for products in the next period; a 10 percent
fall in consumer demand may cause a complete collapse in business demand.
Â Geographicallyconcenhuted buyers. More than half of U.S. business buyers are concenfated in seven states: NewYork, California, Pennsylvania, Illinois, Ohio, New Jersey, and
Michigan. The geographical concentration of producers helps to reduce selling costs. At the
same time, business marketers need to monitor regional shirts of certain industries.
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Direct purchaiing. Business buyers often buy directly from manufacturersrather than
ihroueh
- intermediaries, especially Items Ihat are technically complex or ezpensive (such m
mainframesor aircraft).

Situations
The business buyer faces many decisions in making a purchase. The number of decisions
depends on the buying situation: complexity of tlie problem being solved, newness of the
buying requirement, number of people involved, and time required. Patrick Robinson and
others distinguish three types of buying situations: the straight rebuy, modified rebuy, and
new task.6
STRAIGHT REBUY The purchasing department reorders on a ioutine basis (e.g., office supplies, bulk chemicals) and chooses from suppliers on an "approved list." The suppliers make
an effort to maintain product and service quality and often piopose automatic reordering
systems to save time. "Out-suppliers" attempt to offer something new or to exploit dissatisfaction with a current supplier. Out-suppliers try to get a small order and then enlarge their
purchase share over time.
MODIFIED REBUY The buyer wants to modify product specifications, prices, delivery
requirements, or other terms. The modified rebuy usually involves additional participants
on both sides. The in-suppliers become nervous and have to protect the account. The outsuppliers see an opportunity to propose a better offer to gain some business.
NEW TASK A purchaser buys a product or service for the first time (e.g., office building,

new security system). The greater the cost or risk, the larger ilie number of participants and
the greater their information gathering-and therefore the longer the time to a de~ision.~

::: participants in the Business Buying process
Who buys the trillions of dollars' worth of goods and services needed by business organizations? Purchasing agents are influential in straight-rebuy and modified-rebuy situations,
whereas other department personnel are more influential in new-buy situations.
Engineering personnel usually have a major influence in selecting product components,
and purchasing agents dominate in selecting suppliers.1Â

The Buying Center
Webster and Wind call the decision-makingunit of a buying organization the buying center,
It is composed of "all those individuals and groups who participate in the purchasing
decision-making process, who share some common goals and the risks arising from the
decisions."ll The buying center includes all members of the organization who play any of
seven roles in the purchase decision process.12
1. Initiators. Those who request that something be purchased. They may be users or oth-

ers in the organization.
2. Users.Those who will use the product or service. In many cases, the users initiate the

buying proposal and help define the product requirements.
3. Influencers. People who influence the buying decision. They often help define specifica-

tions and also provide information for evaluating alternatives. Technical personnel are
particularly important influencers.
4. Deciders. People who decide on product requirements or on suppliers.
5. Appmvers. People who authorize
the proposed actions of deciders or buyers.
who have the power
7- Gatekeepers+. ~ u y e r sPeople
.
who have formal authorityto
prevent
sellers
or
information
from reaching
select the supplier and arrange the purchase
members
of
the
buying
center.
For example,
terms. Buyers may help shape product specpurchasing
agents,
receptionists,
and teleifications, but they play their major role in
phone operators may prevent salespersons
selecting vendors and negotiating. In more
from contacting users or deciders.
complex purchases, the buyers might
include high-level managers.

Several individuals can occupy a given role
hg., there may be many users or influencers),

and the individual may occupy multiple
roles.13A purchasing manager, for example,
often occupies the roles of buyer, influencer,
and gatekeeper simultaneously: he or she can

determine which sales reps can call on other
people in the organization; what budget and
other constraints to place on the purchase;
and which firm will actually get the business,
even though others (deciders)might select two
or more potential vendors who can meet the company's
requirements.

The typical buying center has a minimum of five or six members and often has dozens.
The buying center may include people outside the target customer organization, such as
government officials, consultants, technical advisors, and other members of the marketing
channel.

Orientations
In the past, purchasing departments occupied a low position in the management hierarchy,
in spite of often managing more than half the company's costs. Recent competitive pressures have led many companies to upgrade their purchasing departments and elevate
administrators to vice presidential rank. Today's purchasing departments are staffed with
MBAs who aspire to be CEOs-like Thomas Stallkamp, Chrysler's former executive vice president of procurement and supply, who cut costs and streamlined the automaker's manufacturing p r o c e s ~ e s . ~ ~
These new, more strategically oriented purchasing departments have a mission to seek
the best value from fewer and better suppliers. Some multinationals have even elevated
them to "strategic supply departments" with lesponsibility for global sourcing and partnering. At Caterpillar, for example, purchasing, inventory control, production scheduling, and
traffic have been combined into one department. Lockheed Martin is another firm that has
improved its business buying practices.
The upgrading of purchasing means that business marketers must upgrade their sales
personnel to match the higher caliber of the business buyers. Formally, we can distinguish
three company purchasing orientation^:^^
m Buying Orientation.The purchaser's focus is short term and tactical. Buyers are rewarded
on their ability to obtain the lowest price from suppliers for the given level of quality and
availability. Buyers use two tactics: commoditimtion, where they imply that the product is a
commodity and care only about price; and multisourcing, where they use several sources
and make them compete for shares of the company's purchases.
Procurement Orientation. Here buyers simultaneously seek quality improvements
and cost reductions. Buyers develop collaborative relationships with major suppliers and
seek savings through better management of acquisition, conversion, and disposal costs
They encourage early supplier involvement in materials handling, inventory levels, just.
in-time management, and even product design. They negotiate long-term contracts with
major suppliers to ensure the timely flow of materials. They work closely with their manufacturing group on materials requirement planning (MRP) to make sure supplies arrive
on time.
Supply C h i n Management Orientation. Here purchasing's role is iurther broadened to
become a more strategic, value-adding operation. Purchasing executives at the firm work with
marketing and other company executives to build a seamless supply chain management system
from the purchase of raw materials to the on-time arrival of finished goods to the end users.

In defining target segments, lour types of business customers can often be identified,
with corresponding marketing implications.
1 . Price-oriented customers (transactional selling). Price is everything.
2. Solution-oriented customers (consultative selling). They want low prices but will

respond to arguments about lower total cost or more dependable supply or service.
3. Gold-sto.ndard customers (quality selling). They want (he best performance in terms of

product quality, assistance, reliable delivery, and so on.
4. Strategic-value customers (enterprise selling). They want a fairly permanent solesupplier relationship with your company.
Some companies are willing to handle price-orienled buyers by setting a lower price, but
establishing restrictive conditions: (1) limiting the quantity that can be purchased; (2) no
refunds; (3) no adjustments; and (4) no services.18

Marketers need to understand how business purchasing departments work. These depart.
ments purchase many types of products, and the 1111rchiisiugpiocess will vary depending on
the types of products involved. Peter Kraljic distinguistied four product-related purchasing
processes:23
1. Routine products. These products have low value and cost to the customer and involve
little risk (e.g., office supplies). Customers will seek the lowest price and emphasize routine ordering. Suppliers will offer to standardize and consolidate orders.
2. Leverage products. These products have high value and cost lo the customer but involve
little risk of supply (e.g., engine pistons) because many companies make them. The supplier knows that the customer will compare market offerings and costs, and it needs to
show that its offering minimizes the customer's total cost.
3. Strategic products. These products have high value and cost to the customer and also
involve high risk (e.g.,mainframe computers).The customer will want a well-known and
trusted supplier and be willing to pay more than the average price. The supplier should
seek strategic alliances that take the form of early supplier involvement, co-development
programs, and co-investment.
4. Bottleneck products. These products have low value and cost lo the customer but they
involve some risk (e.g., spare parts). The customer will want a supplier who can guarantee a steady supply of reliable products. The supplier should propose standard parts and
offer a tracking system, delivery on demand, and a help desk.

a TABLE 7.1
New
Task

Modified
Rebuy

Straight
Rebuy

1. Problem recognition

Yes

Maybe

No

2. General need description

Yes

Maybe

No

3. Product specification
4. Supplier search

Yes
Yes

Yes
Maybe

Yes
No

5. Proposal solicitation
6. Supplier selection
7. Order-routine specification

Yes

Maybe

No

Yes
Yes

Maybe
Maybe

No
No

8. Performance review

Yes

Yes

Yes

Buygrid Framework: Major Stages
(Buyphases) of the Industrial Buying
Process in Relation lo Major Buying
Situations (Buyclasses)

BUYPHASES

Supplier Selection
Before selecting a supplier, the buying center will specify desired supplier attributes and
indicate their relative importance. To rate and identify the most attractive suppliers, buying
centers often use a supplier-evaluation model such as the one shown in Table 7.2.
Business marketers need to do a better job of understanding how business buyers
arrive at their valuation^.^^ Anderson, Jain, and Chintagunta conducted a study of the
main methods business marketers use to assess customer value and found eight different customer value assessment (CVA) methods. Companies tended to use the simpler
methods, although the more sophisticated ones promise to produce a more accurate
picture of customer perceived value. (See "Marketing Memo: Methods of Assessing
Customer Value.")
The choice and importance of different attributes varies with the type of buying situat i ~ nDelivery
. ~ ~ reliability, price, and supplier reputation are important for routine-order
products. For procedural-problem products, such as a copying machine, the three most
important attributes are technical service, supplier flexibility, and product reliability. For
political-problem products that stir rivalries in the organization (such as the choice of a
computer system), the most important attributes are price, supplier reputation, product
reliability, service reliability, and supplier flexibility.

I TABLE 7.2 1
An Example of Vendor Analysis

Web sites are organized around two types of e-hubs: vertical hubs centered on industries
(plastics, steel, chemicals, paper) and functional hubs (logistics, media buying, advertising,
energy management). In addition to using these Web sites, companies can do e-procurement
in other ways:

a Direct extranet links to majorsuppliers. A company can set up extranet links to its major
suppliers. For example, it can set up a direct e-procurement account at Dell or Office Depot,
and its employees can make their purchases this way.
m Buying alliances. Coca-Cola, Sara Lee, Kraft, PepsiCo, Gillette, P&G, and several other
companies joined forces to form a buying alliance called Transora to use their combined
leverage to obtain lower prices for raw materials. Transora members also share data on less
expensive ways to ship products and track inventory. Several auto companies (GM, Ford,
DaimlerChrysler) formed Covisint for the same reason. They believe they can save as much
as $1,200 per car.

Company buying sites. General Electric formed the Trading Process Network (TPN)
where it posts requestsfor proposals (RFPs), negotiates terms, and places orders.
Moving into e-procurement involves more than acquiring software; it requires changing
purchasing strategy and structure. However, the benefits are many: Aggregating purchasing
across multiple departments gains larger, centrally negotiated volume discounts. There is
less buying of substandard goods from outside the approved list of suppliers, and a smaller
purchasing staff is required.
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