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Preface

Our Objectives for the Book

The aim of this book is to marry leading academic thinking about business marketing and sales force management, with the reality of global management practice. The book distinguishes itself from other marketing books, by insisting that the management of marketing and sales activities must be thought of as sides of the same coin. As such, our philosophy is that business marketing is concerned with the identification and orchestration of profitable opportunities in the marketplace, and that sales and distribution management focus on the conversion of these opportunities into orders and long term relationships for the firm. We trust that the concepts and practical applications of this book will aid the readers in developing a comprehensive approach to the management of business marketing and sales.

Few aspects of business are as complex and intellectually challenging as business marketing. How organizations buy, with multiple influences in the customer’s organization interacting with others in the organization and with suppliers, is in and of itself a fascinating study of human behavior. The relationship between buying and selling organizations, with both cooperating and conflicting objectives, is not only complex but dynamic as firms adapt their strategies to changing circumstances. In formulating marketing strategy, marketers are faced with an almost infinite array of product-market choices.

Product or services customization is the norm. Markets can be segmented horizontally, vertically, or both. With few exceptions, goods and services for business markets travel easily across country borders, expanding market choices but requiring further consideration of customization.

This complexity leads to our second and broader objective, which is to develop the student’s ability to formulate implementable business marketing strategies. We believe this has three dimensions. The first is the ability to understand the complexity of business marketing situations in a global context. The second is the ability to formulate good strategies, recognizing that there is no one “right” strategy but rather that the key to strategy determinations is the selection of the best strategy from a number of competing alternatives. The third is an appreciation of the issues that must be managed in order to implement the chosen strategy.

The Scope of the Book

The structure of the book reflects our belief that these objectives are best accomplished through rigorous analysis of a large number of business marketing situations, guided by certain fundamental concepts and leavened by an exposure to marketing literature that reports on recent empirical research and conceptualizations. Again, we are biased. Our experience in researching, writing, and teaching cases to graduate students, undergraduate students, and executives have led us to conclude that, short of the opportunity for hands-on experience of real-world analysis, one of the best ways to acquaint the student with the complexity and intellectual challenge of business marketing is through the analysis of cases. Clearly, no reasonable set of cases can fully encompass all possible marketing situations. Still further, we recognize that the historical nature of cases precludes the opportunity to consider immediately contemporaneous situations. For that reason, we have elected not to include cases, but to provide this freedom of choice to the instructors for chosing cases that best fit the specific course. Their study will assist the student’s development of analytical skills that can then be applied to many other situations. Case studies will also assist the student’s discovery of basic concepts that will generalize to other situations.

Our objective for the text material is to provide the student with basic frameworks or ways to think about business marketing situations. Some of these are fundamentals that have stood the test of time. Others have been developed from the extensive and ongoing research in the field or have been adapted from research in some of the basic social sciences. We have avoided extensive comparisons of business marketing to consumer goods marketing on the premise that business marketing merits its own and separate treatment. As is inevitable with any textbook, some aspects of the subject are treated only modestly, and we expect that the text will be supplemented by the instructor and, where appropriate, by the students’ own experiences.

The Context of Business Marketing

Historically, there has been a tendency to equate business marketing with heavy smokestack industries. Early textbooks tended to focus on products for large, capital-intensive industries and gave minimum attention to services. Today, the scope of business marketing is much broader. Steel companies still buy heavy rolling mills, and electric utilities still buy turbine generators and large transformers, but new products and new industries have emerged as major elements of business marketing. Computers, once sold only to large organizations, are now sold to thousands of organizations, both large and small. The medical industry has emerged as a major purchaser, not just of health care equipment, but of all the other products and services necessary to the functioning of a large industry. Attention to services, once of concern principally as an adjunct to related products, is increasing both because of the importance of services in their own right and as they are being unbundled from their related products. The dynamic nature of corporate organizations suggest that this broadening of scope will continue as new products and services are developed, as new industries emerge, and as firms focus on their core competencies and use external suppliers for many products or services that once were produced in-house. No textbook can enumerate all the possible products or services that are part of business marketing or treat all their idiosyncrasies. For the student it is important, therefore, to recognize that using this book in the study of business marketing is just a starting point for learning about a fascinating field.

The global dimension of business marketing adds to its excitement and intellectual challenge. Goods and services for business markets have always traveled easily across country borders. Statistics about the large U.S. merchandise trade deficit ($804,596 million in 2004) mask the fact that in 2004 the United States exported $535,435 million in capital goods and industrial supplies, more than 66% of total merchandise exports. Similarly, with perhaps the exception of automobiles and consumer electronics, the exports of most other industrialized countries are heavily weighted toward business markets. While not all firms may elect to pursue markets outside of home country boundaries, few producers of business products and services can ignore their consideration. In the text material, we have attempted to demonstrate the importance of such consideration and to provide the necessary understanding for it.

For the student pursuing a career in business marketing, we hope our book will materially assist in ensuring a rewarding career. For those who pursue other careers, we believe that the analytical skills and concepts developed in the course of studying this book will apply to a broad range of marketing situations. In either case, we hope you find the study of the subject as fascinating as we do.

Features of the Book

Several features of the book merit special mention:

(1) Unique to business marketing books, our book includes, in one volume, text that presents major concepts.

(2) A global perspective is integrated throughout the text. Our basic premise is that marketing concepts are fundamentally international. We elected therefore, to integrate international aspects of marketing as extensions of fundamental concepts where appropriate rather than to have separate international sections.

(3) The book has a strong strategic and managerial orientation. The first five chapters establish the context of marketing planning and include corporate and business planning and a separate chapter on industry analysis. The remaining chapters address segmentation and product, pricing, and communication and distribution decisions.
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      Chapter 1
    

    
      An Overview of Business Marketing
    

    Over half the world’s economic activity consists of exchanges between organizations. Most of these organizations are commercial enterprises, existing to provide products or services to other organizations or to an ultimate consumer. Others are government entities or not-for profit institutions such as schools or hospitals, also engaged in providing products or services to others. The term “Business Marketing” has evolved to indicate the marketing of any product or service to an organization that is involved in the production of products and services for others, regardless of ownership. More formally, we define business marketing as the marketing of products and services to commercial enterprises, governments and other not-for-profit institutions for use in the products and services that they, in turn, produce.

    This book is about the formulation and implementation of strategies for business markets. For the student embarking on a study of this subject we believe it is important to provide an overview, a road map if you please, that will indicate the territory we plan to cover, as well as convey the basic premises, logic and structure of the book.

    
      
        The Nature of Business Marketing
      
    

    The issues which business marketers face are significantly different than those that face marketers of consumer products or services. The fundamentals, of course, are similar. That is, all marketers are concerned with the selection of target markets, with segmentation within these markets, and with decisions regarding product, promotion, pricing and distribution. It is the context within which these decisions are made that varies enormously and which justifies separate study.

    The nature of organizational buying, characterized by multiple influences, professional buyers and long-term relationships, is very different from that of consumer buying. Because organizations buy in order to achieve organizational purposes, there is more emphasis on functionality. As a result, most products and services produced to meet the needs of organizations find markets in many countries. Selection of markets, the critical decision, has the horizontal dimension of consumer goods plus a vertical dimension. Horizontally we can, for instance, select customers on the basis of industry, size of organization or nature of purchasing practice. Vertically, we can target component manufacturers, equipment manufacturers or end users. Products (for the sake of avoiding awkward phrasing we will frequently use the term products to include both goods and services) are often custom built and, in a surprising number of instances, new product ideas themselves come from customers. Promotion relies heavily on personal selling. Hence, management of the sales force as an orchestrator of organizational resources to satisfy customer needs is a major concern. Price determination is heavily influenced by the prevalence of both sealed bidding and negotiation with skilled professionals. Distribution decisions must take into account a high degree of specialization of distributors as well as the relationships that distributors have established with end customers and the very complex set of tasks performed by industrial distributors.

    
      
        Business Marketing Strategy
      
    

    At the heart of business marketing is the formulation of strategy; strategy that takes into account the nature of demand for the particular product or service, the industry in which the firm competes and events and trends in the broader external environment. Marketing strategy, however, is not conceived in an organizational vacuum. Its purpose is to assist the firm to achieve its objectives. It must take into account the capabilities and aspirations of the firm and it must work closely and in harmony with other functional strategies. In Chapter 2, therefore, where we discuss a number of marketing strategy concepts and analytical frameworks, we place particular emphasis on the relationship of marketing strategy to business and corporate strategy.

    Even the most brilliant marketing strategy may fail if it is not executed properly. Marketing strategy, therefore, must take into ability of the organization to implement it. As we discuss throughout the text, and particularly in the chapter on communicating with customers, the individuals who are to be involved in executing marketing strategy should also be involved in its development, both for the knowledge they can bring to bear and to ensure a sense of ownership in the strategy.

    
      
        Business Markets
      
    

    It is estimated that half or more of manufactured goods are sold to organizations and that, in total, more goods and services are involved in sales to business buyers than to consumers. In the United States alone there are some 13 million organizations who buy good and services, many in a chain leading from raw materials to finished products. In the automotive industry, for instance, equipment manufacturers supply the steel industry with the necessary machinery to mine coal and iron ore and to convert the ore to steel. Steel suppliers supply their steel directly to car manufacturers and to a host of component manufacturers who also supply the car manufacturers. Suppliers of wide range of services, from accounting to medical insurance to specialized consulting, provide these services at all levels in this chain. In a world economy, it is clear that the market for business products and services is enormous.

    While the sheer size of business markets makes the case for their importance, their diversity indicates the complexity of establishing appropriate marketing strategies to serve them. Organizations buy and sell an incredible array of goods and services; some familiar such as computers or architectural services, others less familiar such as insulation for spacecraft or remote diagnostics for maintaining sophisticated machine tools.

    Business markets are frequently contrasted to consumer markets to make the point that there are fewer buyers, larger buyers and geographically concentrated buyers, with close relations between suppliers and customers. This tends to over simplify the nature of business markets. Some industries are, indeed, almost totally comprised of large players, as is the case for the tire manufacturing industry, dominated by Goodyear in the United States, Michelin in France and Bridgestone in Japan, the aircraft manufacturing industry, dominated by Boeing in the United States and Airbus in Europe, or the main frame computer industry, dominated by IBM worldwide. Others, however, are characterized by thousands of small firms with no one firm having more than a small share of the market, as is the case in the furniture manufacturing industry. Still, others are characterized by both large and small players, as is the case in the accounting industry with the Big 5 dominating the large corporation market, worldwide, but with countless small, sometimes individual, practices serving the needs of medium and small clients.

    The General Motors’ purchasing department spends more than $85 billion annually on industrial products and services—more than the gross domestic products f Ireland, Portugal, Turkey, or Greece. The 1,350 professional buyers at General Motors each spend more than $50 million annually.1 Others, such as General Electric (GE), DuPont, and International Business Machines (IBM), spend more than $60 million per day on purchases to support their operations.2

    In some industries, customers may be geographically concentrated, as in the steel industry with major clusters of customers near Pittsburgh in the United States and in the Ruhr region in Germany. Others are widely dispersed, particularly service businesses and local governments.

    This variation in industry composition, size of customers and their geographic location suggests the variety of options firms must consider as they select a particular target market, or elect to serve multiple markets.

    Relations between suppliers and customers, and the nature of purchasing practices, display similar variability. Some customers prefer, and nurture, long-term relations with suppliers, on the premise that they have much more to offer than just availability and price. Others aggressively pursue low prices, using a wide variety of purchasing tactics, including a willingness to change suppliers frequently. Again, this variation suggests the variety of options available to a supplier. Some may elect to serve only customers who prefer long-term relations. Others may target just those who pursue low prices, because of volume considerations or favorable cost structures. Still others may target both segments, despite the additional complexity of doing so.

    The nature of the contract and forms of payment also vary. Most exchanges in business markets involve purchases where payment is made in cash on receipt of the goods, but rentals and leases are common. GE, for instance, is the largest owner in the world of passenger aircraft that it, in turn, leases to airlines. In many instances, transactions involve some form of barter, where payment is made in goods, or offset, where payment may be made in cash but the supplier also guarantees to purchase a certain amount of other goods over some set period in the future. While rentals, leases or barter and offset may expand the firm’s opportunity set, their pursuit cannot be undertaken without taking into account the requirement for special competencies.

    Despite the variation in business markets, there is a common theme. Regardless of the size of the purchasing organization, its location, or its industry, it buys only in order to accomplish its objectives or strategy. This significantly influences the nature of demand in business markets. First, demand is derived. That is, demand for business products and services is ultimately derived from demand for consumer goods. If demand for consumer goods changes, so will demand for business products and services. The number of mufflers bought by automobile manufacturers, for instance, is dictated by the number of cars they make. Second, demand is relatively price inelastic for many product categories. Substantial cuts in the price of mufflers would not motivate automobile manufacturers to purchase more mufflers than needed for the cars produced. While this is true for mufflers, it should be noted that it might not be true when the cost of the component or raw material represents a substantial part of the cost of the finished product. A substantial reduction in the price of steel, for instance, if passed along to consumers in the form of lower car prices, might be expected to increase the sale of cars and, hence, of steel as well. Third, demand is highly price cross-elastic. Even though the automobile industry will not buy more mufflers than it needs, all else being equal the low priced supplier will enjoy the largest share of the available business. Fourth, demand for many products and services sold to organizations tends to be volatile. This is particularly the case for long delivery cycle equipment or in industries where capacity is added in large increments, as is the case for turbine generators or for heavy steel mill machinery. Orders for such equipment tend to dry up at the bottom of a business cycle, whereas many orders are placed when economic prospects are favorable. In broad terms, therefore, business marketing strategy must take into account not only the immediate customer but, as we discuss further in Chapter 4, must also take into account the customer’s customer.

    Historically, with the possible exception of tourism, international markets have been more important for industrial and commercial goods and services than for consumer products. There are exceptions, of course, but as a general rule, technical function has crossed national borders more easily than have features that must meet local consumer preferences. Edison’s first commercial power plant, for instance, was installed in London in 1882, six months before one was installed in the United States. Many years later, Compaq Computer was building a plant in Scotland to serve the European market even before it had sold its first computer in the United States.

    In recent years, world trade has been expanding at a greater rate than the growth in world economic output. In this environment of expanding trade, the U.S. trade deficits in recent years have tended to mask both the positive contribution of capital goods, industrial supplies, and services to the trade balance and their relative importance as components of international trade.

    Even so, and until recently, many firms have treated international business markets as something outside of the mainstream of organizational activities. The last two decades, however, have been characterized by an unprecedented growth of world trade, which has expanded at a much greater rate than the growth of world product. With this expansion has come the increasing realization that for many firms consideration of international market opportunities should be on a par with consideration of domestic market opportunities.

    As we will discuss in Chapters 2, 3, 4, and 5, understanding business markets requires a good understanding of marketing concepts, good situation analysis and a good marketing intelligence system. In this book, we take the view that the fundamentals with respect to marketing decisions are not restricted by national borders. While it is not imperative that every firm target markets in more than one country, we argue that decisions on market selection must be based on comprehensive understanding of market opportunities and this can only come from analysis that crosses country borders, both with respect to customers and competitors and with respect to industry trends and characteristics.

    
      
        Business Products and Services
      
    

    In the previous section, we described some of the characteristics of business markets that must be taken into account in the formulation of marketing strategy. Business marketing strategy is also influenced by the characteristics of the product or service itself, irrespective of the target market. A number of classification schemes have been developed to further identify the nature of these goods and services, as a basis for better understanding the nature of the purchasing process for them and thus developing marketing strategy. Most classification schemes include the following:

    
      
        Raw Materials
      
    

    This category includes farm products, mining and mineral products, coal and iron ore. These products tend to be commodities, with few opportunities to differentiate one product from another based on product characteristics. Supply, however, is critical and in many instances customers enter into long term contracts, both to insure supply and to protect against price fluctuations associated with commodities.

    
      
        Manufactured Materials
      
    

    As with raw materials, this category includes some manufactured products that are also essentially commodities, such as sulphuric acid or semi-finished food products, such as dough sold to bakeries. It also includes proprietary manufactured materials such as DuPont’s Nylon®, GE’s Lexan® or Elopak’s Pure-Pak® containers for milk and fruit juices. For proprietary materials, there is significant opportunity to differentiate products. In many instances, market development is a major concern, both with the purchasing customer and the ultimate user and branding is an important element of marketing strategy.

    
      
        Components
      
    

    This category includes such products as small motors, used in appliances, and microprocessors, used in personal computers. In some instances, the component loses its identity in the finished product. Few buyers of appliances, for instance, are aware of the make of the electric motor used in an appliance. In such cases, product performance is important but product preference is almost totally determined by the appliance manufacturer. In other cases, the component may be well known, as with PCs, where Intel has extensively advertised its microprocessors to end users, with the expectation that end user preference for Intel products will influence the computer manufacturer to use them. In either situation, continuity of supply and quality are critical. Price, relative to competitors is important but less so in the situation where end user preference can be developed. Absolute price also may be important, if the component has a significant influence on the price of the end product in a price sensitive market.

    
      
        Construction
      
    

    This category includes buildings and other structures such as oil drilling rigs, processing plants or pipelines. These products are usually provided by heavy engineering contractors, either to a design of an architect or consulting engineer or, particularly in the case of processing plants or pipelines, to the design of the contractor. The contractor, of course, is also the purchaser of a wide variety of products necessary for the construction. Key considerations are the ability of the contractor to deliver a well performing facility, on time and within budget.

    
      
        Capital Goods
      
    

    This category includes a wide variety of products ranging from heavy or fixed equipment such as turbine-generators or mainframe computers to factory equipment such as lift trucks or hand-tools to office equipment such as typewriters or stand alone personal computers. Heavy or fixed equipment and some factory equipment will be carried on the books as plant and equipment and will be depreciated over a relatively long period of time. Price is important, but long-term functionality and service are critical, as these products become the heart of the manufacturing process. Less expensive or portable products are frequently expensed in the year of their purchase, reflecting their shorter lives. Functionality is still important but price and availability tend to dominate the purchasing decision.

    
      
        Maintenance, Repair and Operating Supplies (MRO)
      
    

    This product category includes the incredible variety of products needed to run offices and factories. Products include parts for capital goods, small tools for the manufacturing facility, paint for the buildings, stationary for the office; the list goes on and on. Inexpensive on an individual basis, total expenditures are significant. Price, therefore, is a major consideration, as is availability.

    
      
        Services
      
    

    Organizations purchase a broad range of services. Some are directly related to a product, and are provided either pre or post sale. These can be complex, as in the case of servicing of sophisticated machine tools or computers, or relatively simple, as in the case of typewriter repair. When products are first introduced, the service is usually packaged with the product. As the product matures, service may be separated from the product and is frequently sourced from an independent provider rather than the product manufacturer. Other services are essentially independent of a product. Again, these can be complex, as in the case of legal, architectural or consulting services, or simple, as in the case of janitorial services. For relatively mundane services, the service provider is usually chosen from a number of potential suppliers and price may well be the predominant selection criterion. For more sophisticated services, the selection process is usually complex, with decisions being made at high level in the organization, taking into account a number of criteria.

    
      
        The Approach of the Book
      
    

    This book is designed for the reader who has been exposed to broad fundamentals of marketing, either through previous course work or through extensive work experience. Our emphasis, therefore, is on improving the student’s ability to analyze business-marketing situations and develop appropriate plans or courses of action. While the subject of business marketing can be studied in a number of ways, this text will rely heavily on textual coverage of major concepts and recommendations for further reading.

    
      
        Textual Material
      
    

    The textual material has been written to ensure good coverage of concepts fundamental to business marketing, without overwhelming the student with detail. It can be viewed as having three distinct sections, as shown in Figure 1.1. Chapters 1 and 2 are designed to provide the conceptual framework within which business marketing analysis and decision making take place. Chapters 3, 4 and 5 are designed to provide the necessary background for situation analysis, focusing on understanding the industry and the customers and understanding the process of acquiring information. Chapters 6 to 11 treat the five key areas of marketing decision-making. While the emphasis is on decisions that form the basis of strategy, implementation is a key theme that also runs through these chapters.
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