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Preface

Welcome to the second edition of Business Marketing: Connecting Strategy, Relationships
and Learning. In the time that we've spent revising the first edition, the rapid change of
business marketing has confirmed for us the need for this type of textbook.

The revision still has each chapter opening with a profile of a company and its activ-
ities in the particular area of business marketing. As a provocative collage, they well cap-
ture the key dynamics in the business marketing arena. Information technology, espe-
cially the Internet, has brought new avenues for efficiency and market performance. It
has also provided a lacticework for new means of interfirm collaboration and coordina-
tion of value creation. Indeed, the imperatives for high performing buyer-seller relation-
ships—e.g., supply chain management, customer lifetime value, R&D synergies—are
stronger than ever. A bevy of new tools offer promise.

Clearly, when considered in light of the continuing trend of global competition, the
new information technologies buyers a range of new options and expectations. Business
marketing today demands a sophisticated and intense customer focus combined with
turn-on-a-dime strategic nimbleness. With that in mind, the 2nd edition of Business
Marketing offers the following distinctions from other business marketing books.

+ No compartmentalization of the Internet! Yes, some books have dedicated chapters
on it. And we pondered the merchandising lever it would give our McGraw-Hill/Ir-
win reps: “See, Chapter 6 is brand new coverage of eB2b.” But the Internet is a dy-
namic and ubiquitous tool that is rightly treated for its utility across many, many
marketing strategies and tactics. The roles of the new information technology are

highlighted throughout the text.
« Intense focus on relationships—developing, managing, maximizing.

+ Attention to broad types of relationships—customers, channel partners, suppliers, net-
work constituents and virtual communities.

+ Development of marketing’s key role in the learning organization.

+ Thorough and integrated treatment of marketing communications.

Our Philosophy

We named our book to distinguish it from the rest.
Connecting was chosen because it is only through connecting that marketing works.
Connecting new knowledge with developed knowledge is the essence of learning, and

XXV
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learning is the essence of being market-driven. Connecting knowledge to people and peo-
ple to knowledge is the essence of relationships. All of these connections are made in the
context of marketing strategy. Truly, this book represents a unique approach to business
marketing.

Relationship marketing is not a buzzword or a set of sales techniques, nor is it a busi-
ness fad to be quickly adopted and then dropped just as quickly. Nor does relationship
marketing operate as an exclusive organizational philosophy or strategy. We believe that
relationship marketing is a strategic choice, enabled by technology, driven by global com-
petition, capable of being taught. Hence, we have created a true relationship marketing
text and teaching package.

Critical to this strategic choice is the organization’s ability to learn—hence our em-
phasis on learning organizations. Some may say that learning organization theory is not
marketing—yet being market-driven requires an understanding of learning organizations
and making learning happen.

This text is theory-driven, but at the same time, we've worked hard to make it as how-
to as possible. Theory will guide people facing changing markets; the how-to will help
them get started. We assume that students have had principles of marketing and now
plan to explore the field of business marketing and perhaps enter the field after they grad-
uate. Therefore, we want paint with vivid colors the creativity, dynamism, and nobility
of business marketing. Furthermore, we want students to hit the ground running but ca-
pable of adapting to the changes that are bound to occur.

Another objective is to integrate this course with others. You'll find some material in
this book that is unusual for a marketing text, but it is here because we hear from all
sides that we have to break down the silos in academia. Readers should come away from
this book with an understanding of the importance of not only other marketing courses,
but also areas such as organizational behavior, accounting and finance. Business mar-
keters don’t operate in a vacuum, so we've tried to sensitize them to the needs and con-
tributions of others.

A textbook is really only a part of the experience. We welcome your feedback regard-
ing the package. We hope you'll share with us your victories and your concerns when
teaching business marketing.

Teaching Features

There are a number of features unique to this text. For example, each chapter begins
with an opening vignette, a focus on a firm or industry that illustrates the importance
of the material in the chapter. Then, throughout the chapter, reference is made to that
firm or industry. This running example highlights the importance of the opening vi-
gnette, increasing readership and helping each chapter come alive.

Each opening vignette is followed by action-oriented learning objectives. While an
excellent test bank has been developed using these objectives, we hope you will also find
them useful in preparing essay and short-answer questions. Research indicates that stu-
dents who use these are more able to identify important points as they read, increasing
their learning, so we've taken great care in creating meaningful learning objectives.

Another related feature is the Business 2 Business box. Each chapter has two of these
boxes, which are designed to encourage reflective learning. Most are tied to the opening
vignette, and each one will cause students to pause and reflect on the material they have
just read. Not just a discussion question, a Business 2 Business box provides additional
detail and orients students to a deep consideration of how business marketing principles
are applied.
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A Technology Icon flags Internet and other IT applications in business marketing.
We've found this device directs students to etrapolate to additional uses of the new IT.
It also enhances their perceptions of the “hip-ness” of business marketing, not to men-
tion the text’s currency in the absence of a wrong-headed chapter on the Internet.

Two From the Field boxes are included in each chapter, one of which focuses on an
international issue or practice. These short stories illustrate key concepts as they’ve been
applied by firms as big as IBM and as small as Freeman Exhibit Company. Our students
tell us that these detailed examples are interesting and fun to read as well as helpful in
keying on what is important in the chapter. Many From the Fields are original to this
text, as we've conducted interviews and researched companies in order to create a feature
that truly adds value to the student.

Key terms can be found at the end of each chapter. Each key term is in bold print
in the chapter’s sentence in which you find its definition. Further, each key term can also
be found in what is probably the most comprehensive glossary of any business market-
ing text. We've made a significant effort to include both academic terms and the jargon
of the field. Students familiar with these terms will enter the field speaking the language
of business marketing.

Each chapter has at least 10 discussion questions, which can be used in class or as
homework. You'll find questions that apply concepts, integrate material from earlier chap-
ters, or require deep analysis of principles as well as questions that simply review the
chapter. This variety of question types means that any reader, whether professor or stu-
dent, can use these discussion questions for both in-class use and study.

An Internet exercise is also offered for each chapter. These exercises are, for the
most part, designed to encourage students to further explore concepts presented in the
chapter within the context of the focus firm. For example, students are expected to
find and evaluate press releases about Intel, the focus firm of the advertising, public-
ity, and trade show chapter. These exercises will increase students’ familiarity with the
web while also encouraging them to conduct company research, applying concepts from
the chapter.

Two cases also follow each chapter. Cases are designed for homework and class dis-
cussion focusing on the immediate chapter. You'll notice that many have data that re-
quire analysis, but the level of analysis is not as rigorous as with a longer case. Students
will, however, have to carefully formulate their responses, synthesizing the concepts of
each chapter with application.

Additional readings are provided for upper-level courses. These readings represent re-
cent research papers that provide relevant detail to the concepts covered in the chapter.
Professors may want to assign these when using the book at the graduate or senior level,
whereas undergraduate students can use these to begin research on term papers.

Comprehensive cases can be found at the end of the book. These full-length cases
are designed to integrate material across several chapters, and some are video cases, mak-
ing use of video introductions to the written case. Many of these cases are new, some
written especially for this text. Because we've developed an innovative text that deals with
issues such as marketing’s role in the learning organization, it was often impossible to lo-
cate cases that fit, so we created new ones. We also found a number of colleagues who
shared our concerns about existing cases and wrote their own, which they've contributed
to this text. As a result, you'll enjoy a number of cases involving global marketing issues
presented within the context of typical marketing issues such as marketing communica-
tions planning.

The 2nd edition features 5 cases new to the text. While many cases are newly pub-
lished, all have been used by the case authors and they've given us excellent case notes.
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You'll find these and other teaching tools in the Instructor’s Manual. Both of us have
taught classes using this text and we've incorporated our years of experience in develop-
ing course outlines, lecture suggestions, class exercises, question answers, and trans-
parencies (many of which are not from exhibits in the book). We are passionate about
teaching quality, and believe you'll find many useful ideas in the Instructors Manual.

We would like to thank Professor Davis Folsom, University of South Carolina—
Beaufort, for creating a Test Bank of the highest quality to accompany this text. Ques-
tions are tied directly to the learning objectives and the material covered in the discus-
sion questions. Key terms are also an important element covered in the test questions.

One of the most exciting features about this package, and certainly one that has been
fun to put together, is the videotape library. After pressuring our contacts in the field
to provide us with videotape that isn't a part of other text packages, we've managed to
locate some outstanding videos. You'll also find the video cases in this library.
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flesh and bones to hang on the data skeleton. Thanks also to Dave Wilson and the In-
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Thanks to Constantine Polychroniou—and his students—for testing some of the re-
vised chapters and cases in his business marketing class.

Thanks to Bob Dahlstrom for encouraging us to showcase all the vistas in business
marketing—not just steel and chemicals, but financial and marketing services, franchis-
ing, nonprofit customers, foodstuffs, and more.

With the number of original From the Fields and opening vignettes, we've had to rely
on the assistance of many practitioners. Without their help, the book would not be nearly
as exciting, so we would like to thank them here:

Denise Breiner, Kendle International, Inc.
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A number of people helped us with the manuscript preparation, including Cindy Lawless,
Clint Dudley, Susan Seago, Amy Hereford, Elizabeth Vaughn, Dorynda Westbrook, and
Patty Herbst. In addition, we've received helpful comments from our students who have
used the text. They deserve our thanks, as do others who prefer to remain anonymous.

Bob Dwyer
Dwyerfr@email.uc.edu

Jeff Tanner
jeff_tanner@baylor.edu



Dwyer-Tanner: Business Front Matter Preface © The McGraw-Hill

Marketing, Second Edition Companies, 2003




© The McGraw-Hill
Companies, 2003

1. Introduction to Business
Marketing

I. Business Markets and
Business Marketing

Dwyer-Tanner: Business
Marketing, Second Edition

Part 1

Business Markets and
Business Marketing

PART 1
BUSINESS
MARKET
AND BUS?
MARKETI

NESS
NG

Chapter 1
Introduction to
Business Marketing

Chapter 2
The Character of
Business Marketing

Chapter 3
The Purchasing
Function

Chapter 4
Organizational
Buyer Behavior

PART 2
FOUNDATIONS
FOR CREATING
VALUE

Chapter 5
Market
Opportunities

Chapter 6
Marketing Strategy

Chapter 7

Weaving Marketing
into the Fabric

of the Firm

PART 3
BUSINESS
MARKETING
PROGRAMMING

Chapter 8
Developing and
Managing Products

Chapter 9
Business Marketing
Channels

Chapter 10
Managing Customer
Relationships

Chapter 11
Communicating
with the Market

Chapter 12
IMC

Chapter 13
Sales and
Sales Management

Chapter 14
Pricing and
Negotiating
for Value

PART 4
MANAGING
PROGRAMS
AND
CUSTOMERS

Chapter 15
Evaluating
Marketing
Efforts

Chapter 16
Customer
Retention and
Maximization

Chapter 17
The Future of
Business Marketing




Dwyer-Tanner: Business 1. Business Markets and 1. Introduction to Business © The McGraw-Hill
Marketing, Second Edition Business Marketing Marketing Companies, 2003

ongratulations! You have opened the book—really the door—to the dynamic
world of business marketing. Get ready to explore a world that is brand new

to most students. ®

We have organized Business Marketing into four parts. Briefly, Part I orients you to some
of the unique phenomena and players in business markets. Part II delves into the world of
strategic scanning, planning, and spanning in a business context in order to deliver supe-
rior value to customers. Part III covers the key areas of business marketing programming,
from product development and channel management to the integration of advertising, trade
shows, personal selling, websites, and more into a fitting communication strategy. Part IV
closes the book with critical concepts for evaluating and controlling marketing efforts, and

retaining customers. ®

Has Nestlé ever sent a specialist to your home to help you make the perfect iced tea
for your weekend barbecue? In business markets, a seller’s personnel sometimes work di-
rectly with the customer. They help the customer define specifications and test new prod-
ucts; plan delivery schedules; train production, sales, and service personnel; and, inevitably,
“fight fires.” In fact, exchange of personnel is just one means that buyer and seller in busi-
ness markets relate. Part I provides the spectrum of buyer-seller relationships in business

markets and addresses key motivations and challenges for their longevity.®

Part I also distinguishes the business market from the more familiar consumer mar-

ket in terms of its magnitude and volatility. More than a limited exposure to the varied

relationships between organizations, we bet you have not purchased $40,000 of Steel-
case furniture or invited participation by Service Master, Cintas, and other in a reverse
auction for the opportunity to clean your apartment, nor have you received an invita-
tion to stop by the Westvaco (envelopes) booth at the Promotion Management Associa-
tion’s Trade Show and Convention. Thus, Part I previews important distinctions on the
concentration of participants, the types of products and customers, and formal and so-

cial dimensions of the purchasing process.®

So let’s get down to business. Part I introduces the fundamental character of business
markets and the nature of decision making and purchasing by organizational cus-

tomers—the very foundation for the strategic thinking we take up in Part II.®
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Chapter

Introduction to
Business Marketing

What is BASF? You may own a videotape or cassette made by BASF, but most
of its products are not available directly to consumers. From its advertising
campaigns, it appears that it doesn’t exactly make anything (actually it makes
chemicals), but it does make snowboards stronger, mattresses softer, boots
drier, houses livelier, and carpets longer lasting. Can you go out and buy a
BASF product to make your carpet longer lasting? No. So why does it adver-
tise on TV? Who is its audience?®

Its advertising is directed at the women and men who purchase products
for their companies and to those people who design products such as snow-
boards, mattresses, and carpets. The purpose of the television ads is to cre-
ate the image that BASF creates value in those products. BASF hopes that
when its salespeople call on the buyers for snowboard, mattress, and carpet
manufacturers, those buyers will recognize the BASF name, remember what
BASF does, and let the salesperson in.®

BASF further supports its salespeople with a website, advertising in trade
publications, and exhibits at trade shows that continue the same theme of
making things better. All of these marketing efforts are aimed at reaching
the persons responsible for deciding what the final product (be it a mattress,
snowboard, or carpet), will be, how it will be designed to compete, and the
bundle of benefits it will provide. ®

The German company has annual revenues greater than 29 billion euros
(or $26 billion), with 20 percent of its business in North America. The com-
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pany operates five divisions: oil and gas, plastics and fibers, chemicals, col-
orants and finishing products, and health and nutrition. As you can see, most
of its products are intended for commercial users.®

BASF says, “We don’t make a lot of the products you buy; we make a lot
of the products you buy better.” ®

Visit BASF's home page: www.basf.com®

LEARNING OBJECTIVES

As you can see from the BASF story, you've probably encountered business-
to-business marketing (or just business marketing, for short) without actually
realizing it. Students are more familiar with consumer marketing, because
they are the targets of consumer marketing. But the opportunities for ca-
reers in marketing are particularly attractive for students who enter business
marketing (the marketing of products and services to other businesses). In
this chapter, we introduce business marketing.

After reading it, you should be able to

® Define and explain the nature of business marketing.

® |llustrate the different types of business markets and how they differ
from consumer markets.

® Discuss the nature of demand for business products and services.

® Explain the different approaches to business marketing, as typified in
the relationships between buyers and sellers.

Business marketing is not the same as marketing to consumers. As you will
see in this chapter, there are many differences that make business marketing
unique and stimulating. At the same time, you will find what you learned in
previous marketing courses to be helpful as you advance through this course.
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Exhibit 1-1 Business marketing Business marketing Consumer marketing

Dlitrlbutlon of McDonald’s
Salt Salt is added
to fries.
/You

Salt mine ——— > Morton’s Salt ——— > Krogers
Salt is sold in

shakers.
Salt is mined. Salt is processed
into food-grade T
or industrial-
grade salt. General Foods

Salt is added to
frozen dinners.

THE IMPORTANCE OF BUSINESS MARKETS

How much salt does the average houschold in the United States use each year? Total
food-grade salt sales for the United States are 1.33 million pounds annually. Consump-
tion in the household, however, is 7-8 grams per day per person, which only equates to
824 thousand pounds. Why the difference? The consumption figure doesn’t count the
amount of salt that is in processed foods (such as frozen dinners) or foods we purchase
in restaurants. Businesses purchase and use over 500,000 pounds of food-grade salt per
year, or almost 40 percent of total salt sales, for such purposes as making pickles, break-
fast cereals, and other food products.' Add to this amount the volume of industrial-grade
salt (for such uses as chemical processes and salting frozen roads), and the industrial pur-
chases of salt tower over consumer purchases.

To look at the magnitude of industrial purchases a lictle differently, consider that Gen-
eral Motors spends more than $50 billion per year on products and services—more than
the gross national product of Portugal or Greece. General Motors employs over 1,350
purchasing agents, who each spend over $31 million annually! There are few consumers
with that kind of spending power!

Most students, when they think of marketing, consider the marketing aimed at in-
fluencing their personal purchasing, which is marketing to consumers. Consumer pur-
chases, however, represent a smaller dollar value than business purchases. Although mar-
keting to consumers may be more obvious, more students will enter business marketing
after graduation than consumer marketing.

Business marketing is marketing products or services to other companies, govern-
ment bodies, institutions (such as hospitals), and other organizations. McDonald’s and
other companies buy products, such as salt, and services to use in the production of
their product. Exhibit 1-1 illustrates a few of the possibilities for food-grade salt. Mor-
ton Salt also sells salt to food processors like General Foods (which use it in the food
products they make) and to retailers (which sell salt to you). With the exception of the
purchase you make, all of the buying and selling in the exhibit involves business mar-
keting.

Business marketing also includes the marketing of products and services that facilitate
their operations. For example, McDonald’s purchases paper to run through its copiers.
Copies facilitate McDonald’s real business, which is making hamburgers and fries. Mar-
keting to government agencies and institutions (which also buy salt for cafeterias and
other such uses) such as your college or university is also business marketing.
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Chapter 1 Introduction to Business Marketing

FROM THE FIELD

Careers in Business Marketing

M ore marketing majors begin their careers
in business marketing than in consumer
marketing; that is, their company’s customers
are other companies, not consumers. One
example is Jim Lesinski, one of Business
Marketing’s Power 10 (the 10 most effective
business marketers), who made the top 10 only
seven years after graduating. In fact, fast
movement often characterizes careers in
business marketing.

Stephanie Stewart is one example. She be-
gan in an entry-level marketing communica-
tions position with Ericsson (a Sweden-based
global telecommunications company) immedi-
ately on graduating. Her duties included devel-
oping sales brochures, graphic design for trade
show booths, and other general marketing re-

Nationally, 40 percent of all firms plan to in-
crease their marketing hiring. For many compa-
nies, that means promoting people out of the
sales force. Richard Langlotz started that way
for Minolta Business Systems; after only a few
years, he now heads up one of the leading
branch offices. His responsibilities include man-
aging the technical support staff, inventory
management, and sales management.

The trends look great for pay, too. Surveys
show marketers’ salaries rising by 10 to 15 per-
cent per year in fields such as industrial manu-
facturing and business-to-business high tech.
Opportunities in small and large companies
alike look to be strong for years to come.

sponsibilities. She quickly moved up, taking a
sales position and doubling her income.

Stephanie’s not alone. According to the U.S.
Bureau of Labor Statistics, marketing manager
is one of the fastest growing positions.

Sources: “Power 10,” Business Marketing (April 1999),

pp. 21-26; Sam Allis, Marc Hequet, and David Jackson, “15
of the Hottest Fields,” Time (January 20, 1997), pp. 58-61;
James Heckman, “Marketers Making $$$ in High Tech,” Mar-
keting News (November 23, 1998), pp. 1, 20; Cyndee Miller,
“Job Picture Brightest in Years,” Marketing News (August 29,
1994), pp. 1-2.

Why Study Business Marketing?

Business marketing is an exciting area of study. Students may be more familiar with con-
sumer marketing; after all, everyone is a consumer. Business marketing, however, is new
to most students. It is not the same as consumer marketing, and there are several com-
pelling reasons for studying business marketing.

Marketing Majors Begin in Business Marketing

Are you a marketing major? As you can see in From the Field 1-1, more marketing ma-
jors find jobs with businesses that sell products or services to other businesses rather than
with businesses that sell to consumers. For that reason alone, it seems worthwhile to study
business marketing.

Indeed, the majority of business school graduates—whether in accounting, finance,
logistics, management, production, real estate, or quantitative methods—will find them-
selves working at firms doing business with other organizations. Many companies have
awakened to the fact that they must be market-driven if they are to survive. Being market-
driven means that customer satisfaction and operational efficiency are the order of the
day for every department and individual employee or associate. Market-driven means
that at many organizations, individuals with complementary expertise and skills work in
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teams to constantly strive to serve organizational customers better, to innovate, and to
develop the means to approach new institutional markets. This book prepares you to
make positive contributions to such teams in the business marketing environment.

Magnitude of Business Marketing

One reason that more marketing majors begin their careers in business marketing than in
consumer marketing is because of the magnitude of business marketing. Purchases by orga-
nizations such as companies, government agencies, and institutions account for more than
half of the economic activity in industrialized countries such as the United States, Canada,
and France, making business marketing an important activity. As mentioned earlier, few con-
sumers have the purchasing power of an organization. Understanding how organizations buy
is important to marketers who want to capitalize on the size of the business market.

Business Marketing Is Unique

There would be no point in having a separate business marketing class if business market-
ing were the same as marketing to consumers. If one type of marketing fits all situations,
then only one set of classes would be required. The way organizations buy is radically dif-
ferent from the way consumers purchase products and services, which results in different
marketing requirements. Let’s examine some ways in which business marketing is unique.

HOW BUSINESS MARKETING IS UNIQUE

Business marketing is unique in that channels of distribution are shorter and more di-
rect, there is more emphasis on personal selling and negotiation, the Web is fully inte-
grated, and complex buying processes result in unique promotional strategies. Relation-
ships are also different between buyer and seller when both are organizations than when
one is an individual consumer. Because relationships are so important (indeed, relation-
ship marketing is a major theme of this book), we’ll discuss it first.

Buyer—Seller Relationships

In consumer markets, there are few industries where close personal relationships exist be-
tween buyer and seller. Perhaps in those instances where personal selling is the most im-
portant element of the marketing mix and where customer service is also important, re-
lationships between buyer and seller may exist. These situations, however, are rare.

In business marketing, situations where strong personal and business relationships grow
between buyer and seller are not as rare. The strategic importance of many purchases is
too great for companies to always shop around when making a purchase; they need to
make absolutely sure that the product fits their needs and that it will be available when
needed at the right cost. Therefore, many companies enter into long-term contracts, build
relationships that enable buyers and sellers to plan jointly, and work to secure the future
for both companies.

For example, BASF is a world leader in carpet fiber manufacturing. General Motors
is constantly looking for ways to make cars and trucks less expensive to manufacture, as
well as increasing the value delivered to consumers. BASF and GM work together with
Gaskell ple. (a British carpet manufacturer) to improve the quality as well as the looks
and life of automotive carpets. Note that the relationship extends from BASF to Gaskell
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One company holds a series of fishing who ordinarily wouldn’t have a chance to
tournaments in which company employees communicate, yet whose livelihoods depended
are paired with customers and they compete for heavily on each other. Not only has business
prizes. At first, the company was unsure of these grown as a result, both employees and
tournaments’ value. After all, not everyone likes customers are more satisfied with the company.
to fish. Over time, however, it found friendships Just how important are social relationships in
developing between employees and customers business?

BUSINESS 2 BUSINESS

Fishing for Business

to GM; a common element of business marketing is deep relationships between organi-
zations at various levels of the industry. From the perspective of BASFE, it makes sense to
have a strong relationship with its customer, Gaskell. But it also makes sense for BASF
to include Gaskell’s customers so that they can all work together.

Shorter Distribution Channels

In most cases, distribution channels do not include anyone between the manufacturer
and the customer who uses the product, or user. Many manufacturers sell directly to the
user, which reflects a large difference between business marketing and consumer mar-
keting. (Note that in some consumer situations, such as with Allstate Insurance or Burpee
Seeds, there are direct channels, but companies with direct channels are much fewer there
than in business marketing.) In situations where industrial distributors are used, there
are still fewer steps between the consumer and manufacturer.

Shorter channels contribute to the closer relationship between manufacturer and buyer.
Buyers can have more direct input into the product planning process. Direct relation-
ships between various functional areas within both companies can result; for example,
the accounts payable department of the buyer may talk directly with the billing depart-
ment of the seller if problems arise.

Emphasis on Personal Selling

Stronger relationships and shorter channels are two reasons why there is a greater em-
phasis on personal selling in business marketing. Direct communication between buyer
and seller also increases the need for strong personal selling, because someone is needed
to coordinate that communication. Salespeople are the members of the organization re-
sponsible for coordinating their company’s efforts at satisfying their customers. That re-
sponsibility is greater when the organization is concerned about creating and maintain-
ing partnerships with its customers.

Complex buying procedures involving many members of the buying organization also
require personal selling. Only through personally getting to know each individual and
coordinating the sales—purchase process can a business be successful. Multiple personal
relationships can strengthen organizational relationships, and these relationships are the
responsibility of the salesperson.
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Trade shows are
like temporary
industrial shop-
ping malls.

A customer’s size and a direct channel also influence business marketing by increas-
ing the importance of negotiation. Large orders sold directly by the manufacturer to the
user or OEM (original equipment manufacturer) buyer increase the likelihood of nego-
tiation because changes can be made to the product and price. There is greater flexibil-
ity in the seller’s offering, increasing the potential for negotiating the final deal and adding
to the importance of personal selling.

Greater Web Integration

One unique aspect of business marketing is how the Web is used. The Web becomes the
backbone of a supplier/customer communication network that enables customers to track
shipment information, order products at prices and terms agreed to by the salesperson
and buyer, and access other account information that helps manage the supply process.
For example, if you visit the BASF website, you wouldn’t know that they have special
websites for customers. But if you visited Dell’s site, you would see password-protected
access for special customers. BASF has created special pages, in conjunction with cus-
tomers, that are not linked to the general public site. Although the strategy for access
differs between Dell and BASE, the general principle is the same. The Web is fully inte-
grated into their customer relationship strategy. Contrast this form of integration with
that of consumer marketing, where the marketer does not involve the consumer in the
creation and development of the site, and therefore the marketer must advertise to drive
traffic to it.

Unique Promotional Strategies

The complex buying process and inclusion of several people from different functional ar-
eas impact the business marketing promotional strategies, too. In a family, for example,
the person who determines the budget is likely to be the person who makes the purchase
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Exhibit 1-2 |

Business ] _ .
Marketing Is How Business Marketing Differs Example
Unique Buyer—seller relationships vary more Relationships can be deep and involve several

layers of the industry: BASF partners with Gaskell
and GM, for example.

Distribution channels are shorter BASF sells fibers direct to DuPont for the
manufacture of carpet; through distributors to
smaller companies—consumer goods sold through
distributors, wholesalers, and retailers.

Greater emphasis on personal selling BASF salespeople work directly with fire
departments to sell the latest fire-fighting
chemicals and ensure that they are used properly.

Greater Web integration BASF uses its cc-markets website to create a
communication space with special customers.

Unique promotional strategies BASF exhibits at trade shows like Powder Coatings
Europe, a show held every January in Amsterdam.

and decides what is needed. When an organization makes a purchase, however, personnel
from several different departments will together determine what the organization needs.

Each different department may have a separate set of needs and interests, which may
influence how marketers promote their products. For example, BASF’s carpet fiber may
be advertised as a low-cost product to the finance department of carpet manufacturers.
BASF’s advertising to carpet manufacturers’ marketing departments, however, would fo-
cus on how carpet companies’ customers want longer-lasting carpet made with BASF’s
fiber.

Additionally, consumers can go to shopping malls for their purchases. Few business
shopping malls exist, so trade shows or expositions are created. These shows last for a
few days and bring together buyers from all over the world. As you can see, business mar-
keters engage in many unique promotional activities that are different from what you see
as a consumer.

As summarized in Exhibit 1-2, business marketing is unique, with stronger buyer—
seller relationships, shorter channels of distribution, a greater emphasis on personal sell-
ing, and unique promotional strategies. Another factor that makes business marketing
different from marketing to consumers is that the buyers are different. In the next sec-
tion, we explore the types of buyers for business products and services.

BUSINESS MARKETS

There are numerous differences between purchasing by organizations and purchasing by
consumers. Many of the differences are due to the fact that consumers purchase for per-
sonal consumption, and in most cases individuals within organizations do not. They pur-
chase to satisfy needs of the organization. Other factors, too, influence the nature of busi-
ness buying, making it different. These factors are the types of customers, the types of
products they buy, the size and location of customers, the complex processes and rigor-
ous standards of purchasing, the nature of business relationships, and the nature of de-
mand. It is important to understand these differences so that you can appreciate the spe-
cial challenges facing business marketers and so that you can better apply what you have
already learned about marketing.
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Exhibit 1-3 [
Types of . L
Customers Companies That Consume Institutions
Original equipment manufacturers Hospitals
Users Schools, colleges, and universities
Government Agencies Resellers
Country Wholesalers
State or Province Brokers
Local—county, parish, city Industrial distributors

Types of Business Customers

There are four types of business customers, as illustrated in Exhibit 1-3: firms that con-
sume the product or service (such as original equipment manufacturers), government
agencies, institutions, and firms that purchase and resell the product. This book focuses
on the first three—those organizations that purchase for consumption. We will discuss
those firms that purchase and resell products, but we focus on industrial distributors that
distribute products consumed by other organizations, rather than wholesalers and retail-
ers of consumer products.

Original Equipment Manufacturers

When a company purchases a product or service to be included in its own final prod-
uct, the company is called an original equipment manufacturer (OEM). For example,
General Motors may buy gauges for installation in the dashboards of its automobiles. In
this instance, General Motors is an OEM.

Users

When GM purchases copier paper from Xerox, General Motors is considered a user, or
the business equivalent of the final consumer. General Motors is also a user of market
research purchased from service bureaus such as Donnelly and JD Power as well as other
services such as accounting and computer services. When GM purchases machine tools
used to assemble cars, GM is still considered a user, even though the tools are used in
the manufacturing process. Because the tools and research are not part of the final prod-
uct, GM is considered a user to manufacturers of tools, research, and other such prod-
ucts or services.

Government Agencies

In the United States, the government is the largest single purchaser of products and ser-
vices, buying more than $300 billion worth each year. The federal government is also
the country’s largest single landlord, renting and maintaining more property than any
other individual organization. As such, the government buys and uses many products.

In this and other countries, the government may be the only customer for some prod-
ucts. In all countries, the government is probably the only buyer of tanks and other ar-
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FROM THE FIELD

Me Tarzan— You Buyer?

rade shows are typically thought of as a

marketing jungle, with seller Tarzans trying
to carry off buyer Janes. The General Services
Administration (GSA), however, is different. As
the country’s largest landlord, GSA has a captive
market: the U.S. government. GSA isn't looking
for buyers. So why does it exhibit at trade
shows?

Alicia Astrich, marketing communications
specialist for the GSA's Office of Business Devel-
opment, explains, “We use trade shows to at-
tract potential suppliers, to inform suppliers,
and to strengthen our relationship with sup-
pliers. Our job is really to act as a consultant
for the government, and to find the best sup-
pliers who will actually provide the product or
service.”

The government has many programs de-
signed to assist small and disadvantaged busi-
nesses that might otherwise pass the govern-
ment by. These programs, such as the
Mandatory Source Program, Subcontracting
Program, Minority Bank Deposit Program, and
Rural Area Business Program, need promotion

in order to achieve the goals set by Congress.
“Qur objectives are twofold,” notes Astrich.
First, the GSA wants to make suppliers aware
of procurement programs and opportunities.
The emphasis here is on identifying new sup-
pliers as well as making current suppliers aware
of new opportunities.

The second objective is to strengthen rela-
tionships with current suppliers. Being govern-
ment, business is often conducted at arm’s
length. “At the same time, however, we want
to be open to suggestions for service improve-
ment, cost containment, and other ideas our
suppliers might have,” says Aldrich. Shows of-
fer an excellent forum for such discussions and
strengthen relationships with suppliers. “We
need strategic partnerships, just as any profit-
based organization does, and for the same rea-
sons. We find our exhibiting at shows helps us
identify potential partners and develop
stronger relationships.”

Source: John F. Tanner Jr.,, “Me Tarzan, You Buyer?” Ideas
(September 1995), pp. 4-5.

mored weapon systems. In the United States, companies can own their own telephone
system for internal use. On the other hand, in some countries, all telephone systems must
be leased from the government. The government, then, is the only customer for tele-
phone switching equipment.

The purchasing processes used by the government can be frustrating and complex,
particularly because the government seeks to accomplish social objectives through pur-
chasing. Policies designed to encourage the growth of minority- or women-owned busi-
nesses as well as small businesses are examples of social objective policies that influence
government purchasing.

The government goes to great lengths to find and support these businesses, as illus-
trated in From the Field 1-2, “Me Tarzan—You Buyer?” Once the qualifications for des-
ignation as minority- or women-owned or small business are met, however, such com-
panies can grow significantly if they are successful in selling to the government.

The federal government is not the only government customer. State governments also
purchase goods and services, as do local institutions. In addition to buying such prod-
ucts as copiers, buildings, and roads, they also buy salt, both for applying to roads and
for use in jails, employee cafeterias, and other uses!
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Institutions

Institutions include organizations such as schools (kindergarten through 12th-grade sys-
tems as well as colleges and universities), hospitals and nursing homes, churches, and
charitable organizations. Some of these organizations may use purchasing procedures
similar to those utilized by government agencies, whereas others may follow less stan-
dardized procedures. Hospitals, nursing homes, and psychiatric and substance abuse cen-
ters make purchases related to the medical services they provide and may use criteria
similar to those used by OEMs in making these purchases. Churches purchase products
and services for use to facilitate the services they provide, with criteria and buying
processes that may vary widely from church to church. Because of the special purchas-
ing needs of institutions, many firms have special divisions or sales forces for these mar-
kets. Xerox, for instance, offers educational and medical institutions the same prices as
government agencies (the lowest that Xerox offers) and has special salespeople for in-
stitutional markets.

Industrial Distributors

Industrial distributors are those organizations that supply industrial companies with
products and services. For example, Brazos Valley Equipment supplies farmers and
ranchers with John Deere tractors, harvesters, and other farm implements. Waco Ho-
tel and Motel Supply provides central Texas hotels and motels with janitorial, office,
pool, and restaurant supplies and just about anything else anyone needs to run a ho-
tel or motel. C. M. Tanner Wholesale Grocery in Carrollton, Georgia, delivers pro-
duce, meats, and other groceries to institutions including West Georgia State College.
These distributors provide services similar to those delivered by wholesalers and re-
tailers of consumer goods; they make large purchases of certain products, and then sell
smaller quantities of individual products—within a wide assortment of products—to
industrial users or OEMs.

Types of Products

Products are generally classified on the basis of the type of organization purchasing
the products and for what purpose. Whether the product is part of the organization’s
final product or facilitates the organization’s activities is the primary difference in de-
termining product type. Because the buying organization has its own customers with
their own demand for quality, doing a superior job of buying products that become
part of the final product can be a competitive advantage. Therefore, understanding
the types of products bought and sold in business markets is important.

Products used in the final product include raw and manufactured materials, compo-
nent parts or OEM parts, and assemblies. Raw materials, or materials processed only to
the point required for economic handling and distribution, are also sold to OEMs for
use in the products they manufacture. Gold and silver, for example, are purchased by
companies such as AT&T for use in the manufacture of telecommunications equipment.
Raw materials are often further processed into manufactured materials, such as steel. Iron
is the raw material that is then processed into steel. GM may buy sheet steel, which is
called a manufactured material because the material, which has been transformed from
the raw material, requires further processing before GM can use it; the sheets must be
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cut to the proper size and so forth. If BASF supplied its carpet treatment product to GM
for application to carpets in cars and trucks, the BASF product would be considered a
manufactured material.

Component parts, or OEM parts, are parts assembled into the final product with-
out further transformation. In some instances, a company may purchase OEM parts and
assemble these to make a component for installation into the final product by another
company. The component may then be called a subassembly or assembly. For example,
Gates Controls may purchase plastic casing (a component part) from Plastech and parts
from Metric Devices and then assemble these into a tachometer that is sold to GM. GM
would then put the tachometer into its cars or trucks. GM may refer to the part as an
assembly.

Other products are facilitating products; they facilitate the company’s achievement of
its objectives, but are not part of the final product. Hand tools, such as sanders, routers,
portable saws, and other light tools, are called accessory equipment. Office equipment,
such as personal computers and desktop printers, would also fit in the accessory equip-
ment category.

Capital equipment, also called installations, refers to large equipment used in the
production process that requires significant financial investment. Capital equipment
would include overhead cranes, blast furnaces, industrial robots, and other manufactur-
ing equipment as well as forklifts, road graters, and other heavy construction machinery.

The difference between accessory and capital equipment is important when it comes
to marketing the equipment to users. Capital equipment is much more expensive, and
its purchase may involve more members of the organization than purchase of accessory
equipment. Marketing requirements are different as more members of the organization
must be reached by marketing efforts.

Products sold to users for use in the company’s operations are often labeled MRO
items (maintenance, repair, and operations products). Operating supplies would in-
clude the copier paper mentioned earlier. Another term is facilitating supplies or facil-
itating services, because they support company efforts but are not part of the final prod-
uct. Banking services, marketing research services, advertising services, and transportation
services also fall into this category.

Maintenance products or services include janitorial products, painting contractors who
paint the buildings, plumbing services, and heating and air conditioning services. The
term repair products and services usually refers to repair of the manufacturing equipment
and tools rather than repairs to the facility.

For example, GM purchases MRO items to maintain its plants and equipment. At
the same time, GM buys OEM parts for use in its cars. GM will purchase both, but the
classification system enables us to recognize the different decision processes used for each
and the different marketing requirements brought about by those processes, which we
will discuss in later chapters. Exhibit 1-4 is a matrix that illustrates which types of cus-
tomers purchase which types of products.

Size and Location of Customers

Size and location of customers create unique challenges for business marketers that are
not faced by those who market directly to consumers. As we indicated eatlier, General
Motors purchases $50 billion in products and services per year. There are no individual
consumers with that kind of purchasing power. Business customers are larger than indi-
vidual consumers, so each business customer is more important to the financial success of
the business marketer. At the same time, there are fewer individual business customers. For
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Product Types—
IBM is an exam-
ple of a company
that buys all
types of products
from all types of
companies, and
sells many types
of products to
different types of
companies.
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Raw materials
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example, if a company’s product is components used in new cars, there are only a few
manufacturers to sell to. One dissatisfied customer can have a significant impact on the
firm.

Business customers are also more likely to be geographically concentrated. Industries tend
to arise around key resources. For example, steel manufacturing requires iron ore, lime-
stone, energy, access to labor, and access to customers. Through the mid-20th century, the
Great Lakes and major river systems enabled Chicago, Cleveland, and Pittsburgh to access
ore from the Minnesota Iron Range; coal from the Dakotas, Kentucky, and Pennsylvania;
and major steel markets in Detroit and the eastern seaboard. Breakthroughs in water trans-
port and scale economies in production have now made steel an internationally traded
commodity, but the early steel industry was located near those sources of supply.

For technology-driven companies, a key “raw material” is personnel, so some indus-
tries form around pockets of qualified personnel. For example, the “silicon prairie”
(Richardson, Texas, a suburb of Dallas) is the U.S. home of many global telecommuni-
cations companies, including Nortel (formerly Northern Telecom) from Canada, Alcatel
from France, and Ericsson from Sweden. New companies locate in the silicon prairie be-
cause of the availability of engineers with telecommunications experience.

Geographic concentration has an influence on marketing to these organizations.
Firms that supply telecommunications companies also locate in the silicon prairie,
which lowers their costs of serving these accounts. Whereas Coca-Cola has to be con-
cerned with consumer access to Cokes in even remote parts of the country, electron-
ics wholesalers may find most of their telecommunications market located in one met-
ropolitan area.



Dwyer-Tanner: Business I. Business Markets and 1. Introduction to Business © The McGraw-Hill
Marketing, Second Edition Business Marketing Marketing Companies, 2003

18 Part I Business Markets and Business Marketing

At the same time that business markets tend to be geographically concentrated, they
are also globally oriented. Because customers are fewer in number and tend to be larger
and geographically concentrated in various parts of the globe, competition for busi-
ness tends to be more global. Also, the large-scale operations and transportation sys-
tems that made steel an internationally traded commodity have made other markets

éﬁ\ more global. Cement is another example of an industry that was once regionally com-
petitive. Constrained by rail and truck transportation, cement companies located near
their major markets and competed in a limited geographic area. Today’s specialized
ships enable cheap water transport to complement production-scale economies. Ce-
ment companies are now more global, with CEMEX headquartered in Mexico being
the world’s largest producer.

Consider again the silicon prairie. Its importance at the advent of the handheld calcu-
lator was quite high, as Texas Instruments was a leader in developing both the silicon
prairie and calculators. Initial product success hinged principally on the sophistication of
the integrated circuitry. Now that the market has matured and circuitry is quite standard,
efficient assembly is critical for success. Offshore assembly is now the norm; marketers of
calculator parts may sell to assemblers in China one year, in Costa Rica the next.

Note that these generalizations about geographic concentration and global orientation
do not hold for all business marketers. Xerox, for example, sells to all types of businesses
and is less concerned with geographic concentration than with global orientation. Xerox
must provide the same level of service for the products it sells in the most remote parts
of the country as in urban centers. Xerox copiers can be found on U.S. Navy submarines,
in oil fields, and on ranches and farms, as well as in offices of companies large and small.
Although there are more copier users in New York City than in Bismarck, North Dakorta,
companies like Xerox face many of the distribution and marketing challenges that con-
sumer products companies must overcome.

Purchasing Standards and Processes

What fraction of any five-year-old’s Christmas presents survived to New Year’s Day? What
percentage of new car buyers applied spreadsheet models to compare purchasing against
leasing? Was the Smith family’s decision to vacation in Disney World a result of Dad’s
formal proposal being stronger than Mom’s proposal for the Alaskan cruise? These ques-
tions invite you to consider some key distinctions between household and organizational
buying. These distinctions preview material covered later in the text.

Strict Standards

When college roommates find that last week’s reheated spaghetti tastes foul, they toss the
stuff and call for a pizza. But if the food served on Delta flight 34] to Salt Lake City is
foul, no pizza can substitute. Frequent flyers are apt to fume. They may spend their com-
pany’s travel budget on United next time. When a power company must brown out or
purchase auxiliary power because a bad expansion joint has left a boiler out of commis-
sion, you can bet both purchasing agent and vendor will get called on the carpet.

As you can see, business buyers apply strict performance standards to their purchases.
Professional purchasers and multiperson buying teams have formal responsibility for prod-
uct and vendor evaluation. Inputs often must conform to design specifications, cost con-
straints, delivery windows, and the like. A host of organizational mechanisms support
the application of such strict standards.
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