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We are all aware of the consumer marketplace, but the business-to-business (B2B) marketplace is, in fact, significantly larger.  U.S. companies pay more than $300 billion each year just for office and maintenance supplies.  Government agencies contribute to the B2B market even further; the Department of Defense budget for one recent year was nearly $400 billion.  Worldwide B2B commerce conducted over the Internet now totals more than $2 trillion.  Whether conducted through face-to-face transactions, via telephone, or over the Internet, business marketers each day deal with complex purchasing decisions involving multiple decision makers.  They range from simple reorders of previously purchased items to complex buys for which materials are sourced from all over the world.



NATURE OF THE BUSINESS MARKET   Module 6.1

Business-to-Business (B2B) marketing—



              involves organizational sales and purchases of goods and services to support production of other products, for daily company operations, or for resale.  The differences in the marketing practices from B2B and consumer-goods marketing is shown in Table 6.1.

Table 6.1                                                                                                                          Comparing Business-to-Business Marketing and Consumer Marketing

	
	Business-to-Business Marketing
	Consumer Marketing

	Product
	Relatively technical in nature, exact form often variable, accompanying services very important
	Standardized form, service important but less than for business products

	Promotion
	Emphasis on personal selling
	Emphasis on advertising

	Distribution
	Relatively short, direct channels to market
	Product passes through a number of intermediate links enroute to consumer

	Customer Relations
	Relatively enduring and complex
	Comparatively infrequent contact, relationship of relatively short duration

	Decision-Making Process
	Diverse group of organization members makes decision
	Individual or household unit makes decision 

	Price
	Competitive bidding for unique items, list prices for standard items
	List prices


Organizational consumers purchase for: 

· further production, 

· usage in operating the organization, and/or 

· resale to other consumers 

Final (or ultimate) consumers purchase for: 

· personal, 

· family, or 

· household use 



COMPONENTS OF THE BUSINESS MARKET   Module 6.2
INDUSTRIAL/ORGANIZATIONAL MARKETS 

· Producer (Commercial market)
· manufacturers 
- produce tangible products for resale to other consumers 

· service producers 
- produce intangible products 

· Reseller (Trade industries—purchase for resale)
· wholesalers 
- buy or handle merchandise for resale to organizational users, retailers, and other wholesalers 

· retailers 
- buy or handle merchandise or services for sale to final consumers 

· Government 

· federal 

· state 

· county 

· local 

· Institutional (private and public)
· charitable (skilled care centers)

· educational (colleges, universities, museums)

· community (hospitals, churches, not-for-profit agencies)

· other non-business 

Think about the hundreds of components that are used in producing, say, a telephone.  Each one of those component parts had to be sold to the telephone manufacturer.  The part had to be designed such that it met the needs of the buyer, it had to be promoted in a way to make the buyer aware that it was available, it had to be distributed at the times and in the quantities that the buyer needed, and all of this had to be done in such a way that the part could be produced and delivered at a competitive price.  There are hundreds of parts, wires, screws, glues, paints, and such that are marketed before the telephone is itself finally produced, marketed, and sold to a final household consumer. 

This manufacturer must also purchase supplies that are not part of the product but are used in running the manufacturing operation.  It must purchase computers, printer and photocopier paper, desks and chairs, services to mow the lawn, etc.  How is it that this manufacturer makes buying decisions that are similar in nature to household buyers?  How is it that this manufacturer makes buying decisions that are different in nature from those of household buyers? 



DIFFERENCES IN ORGANIZATIONAL MARKETS   Module 6.3

Doing business in foreign markets may differ due to variations in government regulations and cultural practices.  Some business products need modifications to succeed in foreign markets.  In Australia, Japan, and Great Britain, for instance, motorists drive on the left side of the road.  Automobiles must be modified to accommodate such differences.
Some helpful hints for business marketers going abroad—

· marketers must be willing to adapt to local customs and business practices when operating abroad.  

· They should also research cultural preferences.  Factors as deceptively simple as the time of a meeting and methods of address for associates can make a difference. 

· For example, a company even needs to consider what ink colors to use for documents because colors can have different meanings in different countries.



SEGMENTING B2B MARKETS   Module 6.4

Business-to-business markets include wide varieties of customers.  So, marketers must identify the different market segments they serve.  By applying market segmentation concepts (that will be given in Chapter 9) to groups of business customers, a firm’s marketers can develop a strategy that best suits a particular segment’s needs.  The overall process of segmenting business markets divides markets based on different criteria, usually organizational characteristics and product applications.   Among the major ways to segment business markets are demographics (size), customer type, end-use application, and purchasing situation.

Five Bases of Segmenting Business Markets—

1)  Segmentation by Demographic Characteristics—




     some of the useful demographic criteria for business markets include being grouped by size, based on slaes revenues , or number of employees.  For example, one such strategy might include reaching Fortune 500 corporations with complex purchasing procedures; while another strategy might market only to small firms where decisions are made by one or two people.  For example, American Express created its Small Business Services unit, providing information and assistance for entrepreneurs and small-business owners.
2)  Segmentation by Customer Type— 





  Another useful segmentation approach groups prospects according to type of customer.

Customer-based segmentation—






    consists of dividing a business-to-business market into homogeneous groups based on buyers’ product specifications.  Some of the broad customer groups might include: 1) manufacturer, 2) service provider, 3) government agency, 4) not-for-profit organization, 5) wholesaler, 6) retailer, and 7) industry.  

For example,  Pasadena-based Tetra Tech FW, Inc., provides a variety of environmental services, including technology development, design, engineering, and remediation for organizations around the world.  Because the company’s customers include government agencies as well as private firms—and because customers’ needs are different—Tetra Tech FW offers a range of programs to suit each type of customer.  For instance, the firm provides consulting services for utilities, helps communities cleanup polluted water sources, and even conducts missions to clear public and private sites of unexploded ordnance (i.e., bombs, bullets, shells, grenades, land mines, and naval mines all pose a risk of detonation).

North American Industrial Classification System (NAICS)—



          is a classification used by NAFTA countries (U.S., Canada, and Mexico) to categorize the business marketplace into detailed market segments.  B2B marketers used SIC codes as a tool for segmenting markets and identifying new customers.  In the 1930s, the U.S. government set up a uniform system for subdividing the business marketplace into detailed segments.  The Standard Industrial Classification (SIC) system standardized efforts to collect and report information on U.S. industrial activity.  

B2B marketers used SIC codes as a tool for segmenting markets and identifying new customers.  SIC codes divided firms into broad industry categories:  agriculture, forestry, and fishing; mining and construction; manufacturing; transportation, communication, electric, gas, and sanitary services; wholesale trade; retail trade; finance, insurance, and real-estate services; public administration; and non-classifiable establishments.  The system assigned each major category within these classifications its own two-digit number.  Three-digit and four-digit numbers further subdivided each industry into smaller segments.

With the implementation of the North American Free Trade Agreement (NAFTA), the North American Free Trade Area (the U.S., Canada, and Mexico) required a joint classifications system that would allow marketers to compare business sectors among the member nations.  So, the NAICS replaced the SIC and provides more detail than was previously available.  Table 6.2 demonstrates the NAICS system for the wholesale motor vehicle trade.

Table 6.2                                                                                                                                    NAICS Classifications for the Wholesale Vehicle Trade

	42                                        421                                4211                                                                                  

43111 421110
	Old SIC Code and new NAICS code for Broad Category Subdivision of Wholesale Trade                                     Further subdivision of Wholesale Trade                                                                                                         

Subdivision of Motor Vehicle Wholesalers           Subdivision including country Code
	Wholesale Trade                                            Wholesale Trade, Durable Goods                     Motor Vehicle and Motor Vehicle Parts and Supplies Wholesalers                                                     Automobile and other Motor Vehicle Wholesalers Automobile and other Motor Vehicle Wholesalers in U.S. Industry


3)  Segmentation by End-Use Application—





             is segmenting a business-to-business market based on how industrial purchasers will use the product.  For example, a printing equipment manufacturer may serve markets ranging from a local utility to a bicycle manufacturer to the U.S. Department of Defense.  Each end use of the equipment may dictate unique specifications for performance, design, and price.  For example, Praxair, a supplier of industrial gases might segment its markets according to user.  Steel and glass manufacturers might buy hydrogen and oxygen, while food and beverage manufacturers need carbon dioxide.  Praxair also sells krypton, a rare gas, to companies that produce lasers, lighting, and thermal windows.  And small companies can concentrate on specific end-use market segments, instead of competing directly with the large companies.

4)  Segmentation by Purchase Categories—firms have different structures for their purchasing functions, and B2B marketers must adapt their strategies according to those organizational buyer characteristics.  A supplier, for instance, may deal with one purchasing agent or several decision- makers at various levels.  Each of these structures results in different buying behavior.  For example, a new customer eventually becomes an existing customer or a noncustomer.  So, once these new customers become established, marketers can focus on continuing to provide another group of products consistent with their needs sending out reminders, and providing other services.

Customer relationship management (CRM) systems—



             are strategies and tools that reorient an entire organization to focus on satisfying customers.  These systems are able to segment customers in terms of the stage of the relationship between the business and the customer.  Building loyalty among satisfied customers requires a different approach than developing programs to “save” at-risk customer relationships.  CRM will be covered in more depth in Chapter 10.



CHARACTERISTICS OF THE B2B MARKET   Module 6.5

Here we discuss the major characteristics of the business market and its demand.   In this module we identify four characteristics that distinguish the business market from the consumer market.

1) Geographic Market Concentration—





        

· where the business market is more geographically concentrated than the consumer market.  Manufacturers converge in certain regions of the country, making these areas are prime targets for business marketers.  

· Certain industries locate in particular areas to be close to customers.  Firms will locate their sales offices and distribution centers near their customers.  It makes sense that the Washington, D.C. area is favored by companies that sell to the federal government.  

· In the automobile industry, suppliers of components and assemblies frequently build plants close to their customers.  Ford recently established a first-of-a-kind campus for suppliers near its Chicago assembly plant.  The campus allows suppliers to produce or assemble products close to the plant, reducing costs, controlling parts inventory, and increasing flexibility.

· On the other hand, Internet-based technology as it steadily advances will allow firms to become less geographically concentrated.

2)  Sizes and Numbers of Buyers—






        

· The business market features a limited number of buyers. The federal government is the largest single source of statistical information to estimate the sizes and characteristics of business markets.  Every five years, it conducts both a Census of Manufacturers and a Census of Retailing and Wholesaling, which provide detailed information on business establishments, output, and employment.
· Trade associations and business publications provide additional information on the business market.  Private firms such as Dun & Bradstreet publish detailed reports on individual companies.
3)  The Purchase Decision Process—






           

· is more formal and professional than the consumer purchasing process, because decision-makers at several levels may influence final orders.  So suppliers who serve B2B markets must work with multiple buyers, especially when selling to larger customers.

· Purchasers typically require a longer time frame because B2B involves more complex decisions.

4)  Buyer-Seller Relationships—






        

· are often more complex than consumer relationships, and they require superior communications since satisfying one major customer may mean the difference of millions of dollars to the firm.

· Relationship marketing involves developing long-term, value-added customer relationship.  B2B relationships are about providing advantages that no other vendor can provide—for instance, lower-price, quicker delivery, better quality and reliability, customized product features, or more favorable financing terms.  For the business marketer, providing these advantages means expanding the company’s external relationships to include suppliers, distributors, and organizational partners.  Pitney Bowes recently helped St. Jude Children’s Research Hospital develop a program called Arrival Package Tracking and Delivery Management.  When a package arrives at the hospital via a delivery service like FedEx or the U.S. Postal Service, it can be tracked internally until it reaches its final destination—whether the recipient is a patient or a staff member.

· Involves close cooperation leading to customer satisfaction through business dinners, partnerships and strategic alliances.  

· Relationships between for-profit and nonprofit organizations are on the rise.  The minor league baseball, for instance, is committed to helping the ALS foundation raise money for and awareness of “Lou Gehrig’s Disease,” a debilitating disease that affects the nerves in the brain and spinal cord.



BUSINESS MARKET DEMAND   Module 6.6
In business markets, the major categories of demand include derived demand, joint demand, elastic or inelastic demand, volatile demand, and inventory adjustments.  Understanding these different components of business demand is vitally important for marketers and their strategic planning.  First, we provide some definitions in Figure 6.4. 

Figure 6.4                                                                                                         Categories of Business Market Demand

	Derived Demand
	Demand for a resource that results from demand for the goods and services that are produced by that resource.

	Volatile Demand
	Derived demand creates volatility (swings) in business market demand

	Joint Demand
	Demand for a product that depends on the demand for another product used in combination with it.

	Elastic and Inelastic Demand
	Responsiveness of demand to a price change

	Inventory Adjustments
	Adjustments in inventory and inventory policies that effect business demand


1)  Derived Demand—








    refers to the linkage between demand for a company’s output and its purchases of resources such as machinery, components, supplies, and raw materials.  For example, the demand for computer microprocessor chips is derived from the demand for personal computers.  If more businesses and individuals buy new computers, the demand for chips increases along with other resources, and if fewer computers are sold, the demand for chips decreases.  The relationship works as follows:
  Dpc
              Ppc              Unit profits
          Dmicrochips
          Pmicrochips     

                        

So, the demand for microchips very much depends on the demand for microcomputers; just as the price for microchips very much depends on the price of microcomputers—a derived demand.

Business buyers purchase two general categories of business products:  capital items and expense items.  Derived demand ultimately affects both.  Capital items include major installations such as new manufacturing plants, office buildings, and computer systems—long-lived business assets.  Whereas, expense items include the supplies necessary to operate the business, ranging from paper clips to machine lubricants—short-term assets of a company. 

2)  Volatile Demand—








        comes from derived demand which creates volatility (or swings) in business market demand.  Let’s suppose that the sales volume for a gasoline retailer is increasing at an annual rate of 5 percent, and then slows to a 3 percent annual increase.  This slowdown might convince the firm to keep its current gasoline pumps (capital expense) and replace them only when market conditions improve.  In this way, even modest shifts in consumer demand for a gasoline brand (Exxon or Chevron) would greatly affect the pump manufacturer, i.e., the business market demand for the pump manufacturer falls to zero, and then rises to 5 percent when market conditions improve.  So the business market demand for resources, especially capital resources, is more volatile (subject to more swings in demand) than consumer demand.

3)  Joint Demand—








       results when the demand for one business product is related to the demand for another business product used in combination with the first item.  When two goods go together in demand, they are referred to as being complementary goods in joint demand.  For example, hot dogs and hot dog buns, computers and software, TV’s and DVD players, peanut butter and jelly, nachos and cheese, steak and potatoes—complementary goods in joint demand, i.e., an increase in demand for the first good will lead to an increase in demand for the second good.  Both lumber and concrete, for instance, are required to build homes.  If lumber becomes more expensive, then home construction will drop, which will lead to a fall in the demand for concrete and other building materials—both lumber and concrete and other materials are complementary goods tied together in producing homes.

4)  Elastic and Inelastic Demand—






      refers to the demand for a good or service being responsive or sensitive to a price change.  The demand for a good or service is inversely related to price (Law of demand).  That means as the price of a good rises (or becomes more expensive), its demand will fall, or if the price falls (or becomes less expensive) for the good, its demand will rise.  

So the question now is, how responsive or unresponsive is demand if the price of a good rises or falls in terms of resulting sales revenues rising or falling? The issue is with a change in price and a change in demand (Law of demand), what will be the resulting change in sales revenues?  Some goods by their nature have an elastic demand, while others have an inelastic demand.  

Elastic Demand—








            is responsive to a price change, i.e., as the price falls and the quantity of demand rises, then sales revenues rise.  Demand was responsive to the price fall by yielding increased revenues.  

For example, if the price of new Honda Accords fall by 20 percent and the demand now increases by 25 percent, then total sales revenues for new Honda Accords increase (i.e., the 20 drop in price is offset by the rise in demand by 25%).  The reduction in price resulted in an increase in sales revenues—demand was responsive to the price reduction.

Inelastic Demand—








           is unresponsive to a price change, i.e., as the price falls and the quantity of demand rises, then sales revenues fall.  Demand is unresponsive to the price fall by yielding decreased revenues.

For example, If the price for insulin for a diabetes patient rises by 20% and the demand falls by 10%, then total sales revenues for insulin producers rise (i.e., the 20% rise in price is not offset by the fall in demand by only 10%).  So the rise in price resulted in a fall in sales revenues—demand was unresponsive to the price rise.

5)  Inventory Adjustments—







        refer to adjustments in inventory and inventory policies which affect business demand.  Assume that manufacturers in a particular industry consider a 60-day supply of new materials the optimal inventory level.  Now suppose that economic conditions or other factors induce these firms to increase their inventories to a 90-day supply.  The change will bombard the raw-materials supplier with new orders.

Just-in-time (JIT) inventory policies—






       seek to boost efficiency by cutting inventories to absolute minimum levels and by requiring vendors to deliver inputs as the production process needs them.  So companies can reduce their costs for production and storage by better predicting which supplies they will require and the timing for when they will need them.  Advances in computer technology has made JIT possible for a number of companies.  Firms that practice JIT tend to order from relatively few suppliers.

Sole sourcing—








        has resulted from JIT when firms purchase their entire stock of a product or resource from just one supplier.  

Electronic Data Interchange (EDI)—






         and quick-response inventory policies have produced similar results in the trade industries.  EDI consists of the electronic communication of business transactions, such as orders, confirmations and invoices, between organizations. Third parties provide EDI services that enable organizations with different equipment to connect. Although interactive access may be a part of it, EDI implies direct computer-to-computer transactions into vendors' databases and ordering systems. 

The Internet gave EDI quite a boost. However, rather than using privately owned networks and the traditional EDI data formats (X12, EDIFACT and TRADACOMS), many business transactions are formatted in XML and transported over the Internet using the HTTP Web protocol. See X12, EDIFACT, TRADACOMS, extranet, externalization, XML and HTTP.

JIT  II—










           is the latest inventory trend that encourages suppliers to place representatives at the customer’s facility to work as part of an integrated, on-site customer-supplier team.  Suppliers plan and order in consultation with the customer.  This streamlining of the inventory process improves control of the flow of goods or allows for greater efficiency (or cost reductions) in production.

Inventory adjustments are vital to wholesalers and retailers (the trade).  Perhaps nowhere is inventory management more complex than at Wal-Mart, the largest retailer in the world, with more than $250 billion in sales per year.  Suppliers such as Procter & Gamble (P&G) and Unilever—giants themselves—work closely with Wal-Mart to monitor and adjust inventory as necessary.  They have a positive relationship and are strongly data driven.  And inventory management is critical for other companies like Remington, Revlon, and Hershey Foods who generate at least 20 percent of their total income from Wal-Mart.



THE MAKE, BUY, OR LEASE DECISION   Module 6.7
A firm considering the acquisition of a finished good, component part, or service has three basic options:

1. Make the good or provide the service in-house.

2. Purchase it from another organization.

3. Lease it from another organization.




    

The decision the firm makes ultimately depends on the cheapest alternative.  Each alternative has their advantages.  

1) Manufacturing the product itself, if the company has the capability to do so, may be the best route.  It may save a great deal of money by not incurring costs for overhead that an outside vendor would otherwise charge.  Hewlett-Packard, for example, manufactures 23 different types of color printers to meet nearly any business need—from affordable color laser printers to high-performance inkjets—truly a leader in the B2B printer market.

2) On the other hand, most firms cannot make all of the business goods they need.  Often it would be too costly to maintain the necessary equipment, staff, and supplies.  Therefore, purchasing from an outside vendor is the most common choice—a practice called outsourcing. 

3) In some cases, however, a company may choose to lease inputs.  This option spreads out costs over time—compared with lump-sum costs for up-front purchases—making leasing the more viable option.  For example, a small business may lease a copier for a few years and make monthly payments, whereas bigger companies may lease sophisticated computer systems and heavy equipment.  Some airlines, for instance, prefer to lease airplanes because short-term leases allow them to adapt quickly to changes in passenger demand.  This is especially true for Wal-Mart who leases its stores. This gave Wal-Mart the flexibility needed to move from the small box like stores to the super stores over the years.  They could either fail to renew the lease or simply pay the penalty for vacating the lease early.

Outsourcing—









           is using outside vendors to produce goods and services formerly produced in-house or in-country. It is a trend on the rise.  Businesses outsource for several reasons: 

1) they need to reduce costs to remain competitive; 




          2) they need to improve the quality and speed of software maintenance and development;          3) outsourcing has begun to offer greater value tan ever before.

Outsourcing allows firms to concentrate their resources on their core business.  It also allows access to specialized talent or expertise that does not exist within the firm.  The most frequently outsourced business functions include information technology (IT) and human resources (HR).  Many hospitals and managed-care organizations, for instance, spend more than a third of their IT budgets on outsourced consulting and support services.  In the U.S., a firm called Paychex is one of the largest national providers of payroll, human resource, and benefits outsourcing solutions for other companies, with nearly a half-million clients.  

Many firms are now outsourcing their business to other countries, in particular India.  One reason is the cost of labor.  Yet another reason is the large pool of highly educated, English-speaking workers.  And a third reason is the U.S. is only number 3 in the world for computer-science graduates compared to India (No. 1) and China (No. 2)—a shortfall of tech students in the U.S.

Since the language barrier in China is a barrier for U.S. and European companies considering outsourcing, Eastern Europe is becoming an increasingly popular outsourcing location.  For example, giants such as Boeing, BMW, General Motors, Siemens, and Hewlett-Packard, Oracle, and Alcatel have support centers or software labs in Romania.  (Note:  Firms are looking for people who can manage teams that may be scattered around the world—an opportunity for programmers if they can master the people skills required to build relationships.  This is one reason why you need to take Dr. Patton’s Leadership course on the Seven Habits of Highly Effective People.)
Offshoring—









           is a different form of outsourcing consisting of the movement of high-wage jobs from the U.S. to lower-cost overseas locations.  For example, this can involve production offshoring or services offshoring. China has emerged as the preferred destination for production offshoring, while India has emerged as the dominat player in services offshoring.  For this reason, business leaders must encourage its government to reduce its spending, and the central bank (or Federal Reserve System) to reduce its credit expansion (or monetary inflation); all of which are raising the cost of labor and prices of goods and services in the U.S. and not allowing U.S. businesses to remain competitive.

Problems with Outsourcing and Offshoring—




             certainly impose a risk on a company.  Some of the dangers include the following:

1) Many companies discover that their cost savings are less than vendors sometimes promise.

2) Companies that sign multiyear contracts may find that their savings drop after a year or two.

3) Outsourcing raises security concerns such as proprietary technology, and entrusting functions like customer service to outside sources.  A company’s reputation with its customers is at stake.

4) In some cases, outsourcing and offshoring can reduce a company’s ability to respond quickly to the marketplace, or it can slow efforts in bringing new products to market.  

5) There is another risk of losing touch with customers.

6) Outsourcing and Offshoring are controversial topics with unions, especially in the auto industry, as the percentage of component parts made in-house has steadily dropped.  So conflicts can arise between nonunion outside workers and in-house union employees, who fear job loss.



THE BUSINESS BUYING PROCESS   Module 6.8
The business buying process is more complex then the consumer decision process, and takes place within a formal organization’s budget, cost, and profit considerations.  Furthermore, B2B and institutional buying decisions usually involve many people with complex interactions among individuals and organizational goals.  

To understand organizational buying behavior, business marketers require knowledge of:








        1) influences on the purchase decision process, 



        2) the stages in the organizational buying model, 



        3) types of business buying situations, and




        4) techniques for purchase decision analysis.

1)  Influences on Purchase Decisions—






        involve both internal structure and personnel, and external factors in the broader environment the firm operates in.  This section will provide a brief overview of these influencial factors.

Environmental factors—







       such as economic, political, regulatory, competitive, and technological considerations influence business buying decisions.  Passage of a law freezing cable rates would affect demand, as would an introduction of a less expensive decoder box by a competitor.  Finally, technology plays a role in purchase decisions.  A few years ago, cable-ready televisions decreased demand for set-top boxes, and smaller, more powerful satellite dishes have cut into the market for cable TV, reducing derived demand.  But customers still need the boxes to access premium channels and movies, even with digital service.  CableBox can benefit from technological advances, too.  As more homes want fast Internet connections, adding cable modems to its product line may present a growth opportunity.

Organizational Factors—







        can be centralized or decentralized.  Centralized buying tends to emphasize long-term relationships, whereas decentralized buying, which delegates purchasing decisions to divisional or geographic units, focuses more on short-term results.  A company that practices empowerment will rely on decentralized buying.  

How many suppliers should a company patronize?  Many companies engage in multiple sourcing—purchasing from several vendors.  Spreading orders ensures against shortages if one vendor cannot deliver on schedule.  However, dealing with many sellers can be counter-productive and take too much time.

Interpersonal Influences—







         involve both group and individual forces here.  When committees handle buying, they must spend time to gain majority or unanimous approval.  Individual buyers, on the other hand, rely on individual preferences, experiences, and biases.  To choose a supplier for an industrial press, for example, a purchasing manager and representatives of the company’s production, engineering, and quality control departments may jointly decide on a supplier.  Each of these principals may have a different point of view that the vendor’s marketers must understand.

Boise Cascade, a manufacturer of paper, corrugated containers, and wood products, and distributes office products and building materials, in collaboration with a training company, ran a marketing campaign to encourage companies to use its catalog and online service as a single source for office supplies.  A color flyer was included with its direct-mail catalog, which reached 300,000 potential business buyers.  The flyer was designed to appeal to Boise’s end users—administrative assistants.  A focal point of the campaign was an online personality assessment that allowed catalog users to gain a better understanding of themselves and their coworkers by “color-typing” their personalities.  Then it gave tips on how best to work with other color types.  The flyer was so popular that administrative assistants passed it round the office, along with the Boise catalog, creating an informal network of people who influenced the purchase of office supplies.  In addition, an interactive quiz on the Boise Web site won more new customers through pass-along e-mails.
The Role of the Professional Buyer—






      include merchandisers who are responsible for securing needed products at the best possible prices.  Nordstrom has buyers for shoes and clothing that will ultimately be sold to consumers.  Ford has buyers for components that will be incorporated into its cars and trucks. A firm’s purchasing or merchandising unit devotes all of its time and effort in determining needs, locating and evaluating alternative suppliers, and making purchase decisions. 

Systems integration is one way in which a firm may attempt to streamline the buying process. One company may designate a lead division to handle all purchasing.  Another firm may choose to designate a major supplier as the systems integrator. The vendor then assumes responsibility for dealing with all of the suppliers for a project and for presenting the entire package to the buyer.  In trade industries (or wholesalers and retailers), this vendor is sometimes called a category captain.

Corporate buyers often use the Internet to identify sources of supplies.  They view online catalogs and Web sites to compare vendors’ offering and to obtain product information.  



MODEL OF THE ORGANIZATIONAL BUYING PROCESS   Module 6.9

An organizational buying situation takes place through a sequence of activities.  Figure 6.6 illustrates an eight-stage model of an organizational buying process.  Although not every buying situation will require all these steps, this figure provides a good overview of the whole process.

Figure 6.6                                                                                                            Stages in the B2B Buying process

	     Stage 1
	Anticipate or Recognize a Problem/Need/Opportunity and a General Solution

	     Stage 2
	Determine the Characteristics and Quantity of a Needed Good or Service

	     Stage 3
	Describe Characteristics and the Quantity of a Needed Good or Service

	     Stage 4
	Search for and Qualify Potential Sources

	     Stage 5
	Acquire and Analyze Proposals

	     Stage 6
	Evaluate Proposals and Select Suppliers

	     Stage 7
	Select an Order Routine

	     Stage 8
	Obtain Feedback and Evaluate Performance




CLASSIFYING BUSINESS BUYING SITUATIONS   Module 6.10

Like consumer behavior, marketers can classify B2B buying situations into three general categories, ranging from least to most complex.  Business buying situations may also involve reciprocity. 

· Straight Rebuy 

· routine purchase 

· associated with frequently purchased items 

· Modified Rebuy 

· routine purchase 

· frequent purchase, but buyer does review product specifications or supplier—price, quality, and innovation differences

· New Task 

· not routine 

· product needs and specifications researched, vendors evaluated 

· often requires a purchaser to carefully consider alternative offerings and vendors

An example of a straight rebuy, situation would be the purchase of photocopy paper for a large organization.  Once a relationship is established with a supplier who appears to be providing good products at good terms and prices, there is no need to re-negotiate the terms and conditions every time more supplies of paper are needed.  The purchase of a large, expensive crane, however, would require more than a good relationship between a purchasing agent and a salesperson. 

In a straight rebuy situation, the buyer is likely to periodically apply value analysis and vendor analysis. 

· value analysis: a periodic review of the qualities of the product for the price 

· vendor analysis: a periodic review of the services of the vendor (seller) 

An annual value analysis of the paper in the above example might show that the product performs well, but a vendor analysis might show that the vendor is often late in deliveries and often delivers the wrong assortment of products.  In this situation, the purchasing agent might search for a new supplier of the same brand of paper. 

Reciprocity—









           is a practice of buying from suppliers that are also customers—a controversial practice in a number of procurement situations.  An office equipment manufacturer may favor a particular supplier of component parts if the supplier has recently made a major purchase of the manufacturer’s products.  Reciprocity suggests close links among participants in the organizational marketplace. 



THE BUYING CENTER CONCEPT   Module 6.11
Recall that there are often multiple decision makers involved in organizational purchases.  This requires that the marketer is aware of the needs of the various constituencies involved in making decisions.  Additionally, there can be constituencies in an organization who do not have decision-making authority, but who nonetheless might have some influence over the purchase and consumption process.  (Note that the idea of the Buying Center (or Decision Making Unit) is conceptual - there is no such department in any organization.)

· Users: If you are a secretary, you might have had the experience of arriving to work one day to find a new typewriter on your desk, whether or not you even wanted it.  A salesperson would not call on you if you had no influence over what product was purchased.  However, if you and your co-workers submit numerous complaints about missing or problematic features of the new replacements, the salesperson might be faced with a very expensive customer service problem to solve.  A user is the end consumer of a product. 

· Influencers: Perhaps in this case, the office manager was consulted with regard to features or specifications to set in the purchase of new typewriters.  Although the office manager might have no decision-making authority with regard to the purchase, whatever specifications that s/he requests could be used without change in making the purchase.  A salesperson might need to be aware of these influencers - a special trick is to get the influencer to write a specification list that happens to match the seller's product features!  An influencer is someone who has influence over what is purchased. 

· Deciders: In this case, some middle manager, ignorant of the needs of secretaries, might have made the decision as to when and what to purchase.  The point of this statement is that the marketer or seller must be aware of how it is that decisions are made and often must focus some or all efforts at whomever it is that makes decisions in the organization.  Note, however, that decision-making authority does not necessarily mean that this person exerts any influence on what is purchased.  The company president might be the only person who signs all purchase requisitions, and therefore has ultimate decision authority, but might otherwise merely sign some requisitions without question or involvement.  A decider is someone who ultimately has authority if or what to purchase.  

· Buyers: The final purchase transaction might be left to a purchasing agent who otherwise has no involvement in decision making.  A sales agent for an office equipment supply house might help an organization to decide what brand of typewriters would be best, but that organization could then allow the purchasing agent to find the best deal on that brand, and the best deal with regard to price might come from a competing office supply house.  A responsibility of salespeople, then, is often to maintain good, trusting, long term relationships with the purchasing agents in prospective buying organizations, whether or not they have purchased in the past.  A buyer is someone who arranges the transaction. 

· Gatekeepers: Why do salespeople often give secretaries little gifts of chocolates or flowers or an occasional free lunch?  A secretary can be nice or nasty in passing information in either direction.  The prospective buyer's secretaries can be helpful in providing names, telephone numbers, and office hours of key members of a buying center in an organization.  They can also be helpful in passing messages from the salesperson to members of the organization.  A gatekeeper could include anyone in the organization who can control the flow of information. 

THE END
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