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Chapter One

Introduction to Business-to-Business Marketing

Authors’ Comments

This chapter sets the tone for the book. Three areas emphasized in this chapter are:

· Application of the marketing concept in business-to-business marketing.

· Development of the concept of value and the total offering (rather than “the product”). 

· Comparison between business-to-business marketing and consumer marketing.

The application of the marketing fundamentals to business-to-business marketing may seem basic, however we are continually surprised at how many undergraduate marketing majors and MBA students forget this idea. The chapter starts with a brief review in the context of business-to-business marketing. We move quickly to reinforce the understanding of customers’ needs, meeting the needs with coordinated activities and doing so in a way that meets organizational goals. 

The concept of Value and the Value Chain is introduced. The value chain works as a framework for thinking about how to structure marketing strategy and why. While the implications are simple they are also profound:  the ideas of core competencies, market segmentation, positioning, channel management, branding, setting prices and many others all find important guidance from the value chain notion (and from the idea of the value network, built upon the value chain concept).  Thus value and the value chain are important concepts to get across as they form the foundation to the “total offering,” a framework of value for much of what follows in the book.

Most students come into their first business-to-business marketing class with an understanding of what it is to be a consumer. Unfortunately, this understanding gets in the way of recognizing the interrelated activities that make things happen in business-to-business marketing. Much of this chapter deals with the unique aspect of business-to-business as compared to consumer markets in a way that assists students  in making the transition.   

Finally, the idea that the environment for business-to-business marketing is changing fast and becoming more complex is introduced. In this context, the principles of marketing provide an anchor for student understanding and a beginning point to apply them in new contexts.

Opening Vignette

FedEx Kinko’s vs. The UPS Stores

The opening describes the expansion of transportation competitors FedEx and UPS into retail locations for mailing and some copy services. FedEx acquired Kinko’s, the copy and printing service chain, and UPS acquired Mailboxes, Etc. Through the acquisitions, both companies created a new bundle of services, particularly for small business clients. The market did not settle down after this(Staples, Inc., expanded their in-store services, adding the availability of office supplies to competition. Core concepts of dynamic markets, new segmentation strategies and competitive value offerings illustrate many of the core concepts to be expanded in later chapters.

PowerPoint 1.2:


Business-to-business marketing defined.

Learning Objective

Reinforce the Basics of Marketing from your Marketing Principles Course.

With a good grounding in marketing principles, Chapter 1 should be fairly easy for students to understand on their own. All marketing anticipates and measures needs and wants of buyers, whether service buyers or actual product purchasers.

A marketing response to needs and wants is always in the form of goods and/or services to satisfy perceived buyer needs, and the “after-sale” element of marketing is critical for future planning, goals and objectives.

PowerPoint 1.3: 

Shows the marketing mix as a set of ingredients into an offering/solution.

PowerPoint 1.4 - 7:

Definitional slides for each of the “4ps.”



Product



Price



Place 




Including Economic Utility: Form, Time, Place, Possession

Promotion (Communications) Including Advertising, Sales Promotion, Personal Selling and Public Relations

Learning Objective

Gain an appreciation for the main differences between consumer marketing and business-to-business marketing.

Exhibit 1-1 summarizes these differences. Each portion of the exhibit is displayed on PowerPoint slides 1.8 - 15. 
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· Concept of Derived Demand

The Acceleration Principle (Bullwhip Effect) is an important concept in business-to-business marketing. A thorough discussion can use conditions in the economy as examples. Nothing happens until the consumer buys something. (PowerPoint 1.16)

Exhibit 1.2 discusses the impact of the Ford/Firestone tire recall and its impact through the supply chain all the way to the rubber plantations.

Learning Objective
Understand the Marketing Concept and its Implications for Business-to-Business Marketing.

Relationship marketing, central to business-to-business, becomes more distant in consumer marketing via media communications rather than interpersonal.

· Complexity–A Rationale for Relationship Marketing

· Opportunities Through Relationships
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Summarizing the Differences

Business to Business 

Consumer 

Market Structure 

(PowerPoint 1.8)

Buyer

-

Seller Relationship Expectations 

(PowerPoint 1.11)

Channels 

(PowerPoint 1.12)

Products 

(PowerPoint 1.9)

Buyer Behavior 

(PowerPoint 1.10)

•

Geographically concentrated

•

Relatively fewer buyers

•

Oligopolistic

competition

•

Geographically dispersed

•

Mass markets, many buyers

•

Monopolistic competition

•

Can be technically complex

•

Customized to user preference

•

Service, delivery, and availability very

important

•

Purchased for other than personal use

•

Standardized

•

Service, delivery, and availability only somewhat

important

•

Purchased for personal use

•

Professionally trained purchasing personnel

•

Functional involvement at many levels

•

Task motives predominate

•

Individual purchasing

•

Family involvement, influence

•

Social/psychological motives predominate

•

Technical expertise an asset

•

Interpersonal relationships between buyers

and sellers

•

Significant info exchanged between

participants on a personal level

•

Stable, long

-

term relationships encourage

loyalty

•

Less technical expertise

•

Nonpersonal

relationships

•

Little information exchanged between participants

on a personal level

•

Changing, short

-

term relationships encourage

switching

•

Shorter, more direct

•

Organization involvement as part of supply chain

•

Indirect, multiple relationships

•

Little/no customer supply chain involvement

Promotion 

(PowerPoint 1.13)

Price 

(PowerPoint 1.14)

•

Emphasis on personal selling, dialogue

•

Most communications invisible to the consumer

•

Consumer seldom aware of 

BtB

brands and

companies

•

Emphasis on advertising, monologue

•

Companies compete for visibility and

awareness by consumer market

•

Complex purchasing process or competitive

bidding, depending on purchase type

•

Usually list or predetermined prices

Demand 

(PowerPoint 1.15)

•

Derived

•

Inelastic (short run)

•

Volatile (leveraged)

•

Discontinuous

•

Direct

•

Elastic

•

Less volatile

Consider asking students how and where they shop. Do they always return to the same store and/or sales associate for assistance? Do they count on these sales associates as a resource and expect recommendations that are of benefit to both parties? Are they confident that value is created for both parties? Can a sale at a competitor distract them from this loyalty? Most likely, students will not have established relationships with consumer sellers. 

· Market Structure

Consumer instincts, conditioned by mass marketing approaches, are often contrary to business-to-business marketing logic.
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Consider a discussion of the evolution of competitive types over the Product Life Cycle. Using the PLC as an anchor is repeated throughout this text.

· Integrated Versus Networked Supply, Brand Identity
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Discuss sourcing decisions

Exhibit 1-3, Networked Versus Integrated Supply (also PowerPoint 1.17), shows recently introduced cars and component suppliers. Notice how few of the component suppliers are household names and how many of them supply the same or similar components to customers that compete with each other. As a base, note that the supplier list for the 1990 Ford Crown Victoria, a car that has undergone only minor changes since its introduction, is heavily dominated by vertically-integrated Ford supply operations. In the past 15 years there has been a trend to reduce dependency on vertically integrated supply chains, lowering fixed costs and increasing flexibility. The 2005 Ford Escape has a more diverse supply base.

· Some International Considerations

Business-to-business products are subject to the same politics of tariffs and other trade barriers. However, many materials, supplies and components meet standards that are agreed to and consistent across international borders. 
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Consider a discussion of international standards organizations and professional groups. PowerPoint 1.18 lists some organizations.

Steel, plastic, pulp and paper products, chemicals and electronics industries have technical standards that are applied worldwide. Organizations such as the International Standards Organization (ISO) have created a common language to define and specify the technical performance of manufacturing and quality systems. Compliance by suppliers with many of these standards has become a requirement of many global firms. 

Learning Objective
Understand the meaning of value.
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Have students examine their perceptions of “value” in terms of things they purchase and the actual + physical costs they incur compared to a product that is specified as to content, size, weight, etc. and purchased in volumes.  Ask the students to think in terms of economic utility–time value, place value, form value, exchange value, etc.

· Evaluated Price (PowerPoint 1.19)

[image: image6.png]


Discuss the total cost of owning and using the product.  This may include transportation, inventory carrying costs, financing costs, potential obsolescence, installation, flexibility to upgrade, cost of failure, and obsolescence of existing products or equipment, plus the price paid to the vendor. Note that consumers have the same considerations, though they are more easily distracted by “a deal.”

· The Total Offering

PowerPoint 1.20 shows the “total offering” as a piece of a puzzle—the puzzle that must be understood by the business-to-business marketer as potentially different for each customer.

Learning Objective

Gain a sense of how the value chain is structured and how it is related to the concept of a supply chain. 

Some students seem to have difficulty dealing with the value chain concept and the inherent importance of every element from start to finish and throughout to generate true overall “value.”
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Consider a discussion where students name the portions of an organization (HR, Operations, Sales, Product Development, Facilities Management, etc.).  Ask which of the named parts of the organization do not contribute value.

Exhibit 1.4 and PowerPoint 1.21 describe the value chain.

Exhibit 1.6 and PowerPoint 1.22 show a conceptual chain of suppliers.

Learning Objective
Gain an understanding of the implications of the value chain for business-to-business marketing.

Exhibit 1.5 and PowerPoint 1.23 show the combined value chain and total offering. Of particular note is that the customer and the supplier that created the total offering may perceive it quite differently. 

Learning Objective

       
Obtain a sense of the changing nature of the business environment.

PowerPoint 1.24: 

Trends and Changes in Business Marketing

Hypercompetition

Formation of Partner Networks

Adoption of Technology and the Internet

Supply Chain Management

Time Compression

Key Terms

bullwhip effect

business marketing

business markets

channel facilitators

consumer demand

derived demand

discontinuous demand

economic utility

elasticity
entrepreneurial marketing

evaluated price

form

four Ps

hypercompetition

inelastic (demand)

marketing concept

outsourcing

place

possession

supply chain

supply chain management
switching costs
time

time compression

total offering

value

value chain

Answers to Questions for Review and Discussion

1.
Describe the differences between business-to-business and consumer marketing for the following market elements:



products

buyer behavior
decision making

Products differ by typically being larger in quantity and total purchase value, and they are generally used in the creation of another, final product in business-to-business.  Consumer products will probably have only a few ancillary features, such as a warranty or a service contract.  Business-to-business “products” are often more complex, with features that include customization, installation, testing, training, spare parts, financing, etc.  Often product features blend into attributes provided by the other elements of the marketing mix, so thinking in terms of a total offering is often more useful than thinking in terms of products.

Buyer behavior in business-to-business markets tends to involve several people in the decision process, often including professional purchasing personnel, and may seem less emotional than consumer behavior because task motives tend to predominate in business purchases.  Business buying behavior is often tied to relationship selling from the vendor. Buying behavior in business-to-business is often more systematic in that it is established by specifications to manufacturing needs, reflects specific manufacturing timing needs and generally has less tolerance for deviation in the form of what is purchased/received.

Customer decision making in business-to-business marketing often progresses in somewhat observable stages, focused on the satisfaction of organizational needs. Conversely, decision making by consumers seldom moves through observable, quantifiable stages and is often focused on the satisfaction of individual, personal needs.

Referenced from Exhibit 1-1:

 SEQ CHAPTER \h \r 1Business Products:

· Can be technically complex

· Customized to user preference

· Service, delivery & availability very important

· Purchased for other than personal use  

Consumer Products:

· Standardized

· Service, delivery & availability only somewhat important

· Purchased for personal use

Business Buyer Behavior

· Professionally trained purchasing personnel

· May involve several individual members of the Buying Center - Functional involvement at many levels

· Task motives predominate

Consumer Buyer Behavior:

· Individual purchasing

· Family involvement, influence

· Social/psychological motives predominate

Business Decision Making:

· Must satisfy specific technical needs

· Must satisfy organizational needs

· Progresses through somewhat observable stages

Consumer Decision Making:

· Seldom technical in nature

· Primarily focused on subjective, personal needs

· Stages of process difficult to quantify and observe

2.
Describe the differences between business-to-business and consumer marketing for the following market elements:



market structure

channels

promotion

Market structures in business-to-business markets often follow the 80/20 rule, with few buyers(an oligopoly(that consume a high percentage of products.  Additionally, businesses will tend to cluster where other similar businesses are located, taking advantage of already-developed infrastructure and support facilities and businesses. Conversely, consumer markets are mass markets with many buyers, geographically dispersed, where product attributes differentiate offerings. Markets are in monopolistic competition. 

Channels in business-to-business markets are more direct, with fewer participants acting in a highly coordinated manner. Consumer channels have many levels in an attempt to provide a wide variety of economic utility needs. Many relationships are indirect, and seldom is the consumer involved in the channel design. In fact, it can be said that the ideal situation is where the channel design is “invisible” to the consumer.

Promotion in business-to-business markets relies heavily on personal sales, establishing and maintaining relationships through dialogue. Communications in business-to-business markets are targeted, not generally seen by mass markets. Consumer markets are dominated by advertising, a less personal monologue. Messages are broad based, seldom involving the specific needs of an individual.

As with question 1 above, reference Exhibit 1-1. 

3.
Describe the difference between derived demand and consumer demand. How does the leveraging phenomenon occur?

Derived demand starts with consumer demand for goods and services. To create these consumer products, businesses must obtain goods and services themselves, which are translated into the final consumer products. Thus the demand for business-to-business goods and services is derived from and dependent on consumer demand. Because there is a long chain of suppliers who create goods and services that eventually result in the final consumer products, business activity is leveraged from the initial consumer demand. Changes in demand for consumer products result in changes in demand across a wide range of business-to-business markets.  

4. What is the difference between value as perceived by the customer and value as perceived by the supplier?

Value as perceived by the customer is the sum of the benefits, less the sum of all costs, monetary and otherwise, that are incurred with the purchase and use of the product.  Value can be unique to each customer.  Value as perceived by the supplier, without the appropriate marketing focus, can be construed as that value that provides benefit to the supplier. The supplier’s marketer must understand value as perceived by the customer, so that the offering can be constructed to provide superior value to the customer. The supplier also obtains value from the customer, as well, in that profit is obtained and establishing a relationship with the customer may create the potential for future profit.

5. We learned in economics the difference between elasticity and inelasticity. What is meant when we say that business-to-business demand is inelastic in the short term and discontinuous in the long term?

Business-to-business demand is inelastic in the short run and discontinuous in the long run because a purchasing manufacturer has incorporated the product into the manufacturing run, may not be able to substitute without discontinuing production against specifications; it is discontinuous in the long run because it is generally a purchase made against other criteria to manufacture against specified demand.

6. Ultimately, who is the long-term benefactor of application of the value chain?  Explain your answer.

The long-term benefactor of value chain application is ultimately the purchasing customer, but every stakeholder in the chain benefits due to the adherence to the concept of creating superior value for the customer.
7. Considering all of the elements of evaluated price, would value to the customer's customer be a major consideration? Why or why not?

When a business buys a product, the benefit received by the business is defined by how much the product contributes to the value the business provides to its own customers.  So is the product worth the evaluated price? It is if value to the final customer is greater than the evaluated price.

8. How is value created in the transaction process?

Value is created in the transaction process as both buyer and seller recognize increased value as a result of the transaction. Without this creation, there would be little motivation to partake in the transaction. 

9. As consumers, how do our "shopping instincts" make it difficult to understand business-to-business marketing philosophy?

Consumer “shopping instincts” are often based on emotional needs/wants, individual interpretations of value, issues attributed to peer/social pressure, to who we are, where we are, and how we are versus the business-to-business necessity to buy against specified criteria of price, quality, availability, delivery, etc.  SEQ CHAPTER \h \r 1Because of the emotional basis and a subjective interpretation of value, our instincts as consumers often make it difficult to fully “see” the business-to-business process.
10. What factors can contribute to a customer remaining with a particular supplier even though lower-cost substitutes may be available?

Customer retention in business-to-business in the face of lower-cost substitutes can be enhanced by the vendor’s recognition of buyer perceived value in less tangible areas such as technological support, just-in-time stock holding, ongoing participation in problem-solving and overall confidence in the supplier as a partner in the success of the customer.
11. What factors contribute to the decision to outsource versus vertically integrate?  How does proprietary technology affect this decision?

In the formative years of an industrialized economy, vertical integration was a necessity(Edison invented the light bulb but also had to invent the socket as well as develop the generation and distribution of residential electricity. Henry Ford required volumes of steel and glass that were not available from other sources, requiring him to develop his own iron mines, steel mills and glass factories. 

In a post-industrialized economy, businesses have several alternatives. Whether to outsource or produce internally can be based on



Availability of capital funds



Ease of business entry/exit



Mission of organization

Volumes necessary to develop economies of scale



Patent or proprietary positions of processes and designs



And so on.

Vertical integration can be seen as a drawback in rapidly changing industries. A manufacturer that is highly integrated may enjoy economies of scale and control of supply of essential materials and parts, but may be adverse to innovation in the market that would obsolete the integrated facilities.

12. Discuss the bullwhip effect.  How can management of the supply chain reduce the volatility produced by the bullwhip effect?

The bullwhip effect (short-term) and the accelerator effect (long-term) can be better managed through improved and accurate communication between supply chain members not only about short-term events but about long-term plans as well. Since all changes are based on consumer activities, every supply chain member should be aware of the changing conditions in the consumer markets where their materials and components are ultimately consumed. (Know your customer’s customer!) The entire channel must recognize the real costs of stock outs and JIT inventory procedures. 

13. Discuss the relationship between evaluated price and value and the importance of that relationship to both suppliers and buyers.

Evaluated price is the total cost of owning and using the product. This may include transportation, inventory-carrying costs, financing costs, potential obsolescence, installation, flexibility to upgrade, cost of failure, and obsolescence of existing products or equipment, plus the price paid to the vendor. Less quantifiable factors, often attributed to the value of a particular supplier, include the supplier’s reliability, their capability to jump in when there is a problem, their commitment to the customer’s industry and market and so on. These factors are often developed and ensured by ongoing relationships where both organizations are impacted by the same risk/reward relationship. The trusted and committed supplier brings much greater value to the exchange than the new, inexperienced, or unknown supplier, regardless of quantifiable price.

14. 
How can a company gain competitive advantage through supply chain management?

A supply chain is the chain of entities and activities that results in products provided to end-users.  It starts with raw materials and traces the flow of materials and subassemblies through suppliers, manufacturers and channel intermediaries to the final customer. In the eyes of most organizations, supply chains are stable, yet flexible enough to meet varying market demands.  Competitive advantage through supply chain management will vary depending on customer needs. A very large customer may require dedicated supplier facilities located adjacent to its own facilities, virtually eliminating any risk associated with logistics. A smaller customer without the leverage provided by high volume needs may need centralized distribution centers where many suppliers cooperate in efficient logistics to serve the customer. Supplier flexibility, a willingness to provide value when, where, and how each customer demands it, can provide significant competitive advantage.
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Consumer 

Market Structure 
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Buyer

-

Seller Relationship Expectations 

(PowerPoint 1.11)

Channels 

(PowerPoint 1.12)

Products 

(PowerPoint 1.9)

Buyer Behavior 
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•

Geographically concentrated

•

Relatively fewer buyers

•

Oligopolistic

competition

•

Geographically dispersed

•

Mass markets, many buyers

•

Monopolistic competition

•

Can be technically complex

•

Customized to user preference

•

Service, delivery, and availability very

important

•

Purchased for other than personal use

•

Standardized

•

Service, delivery, and availability only somewhat

important

•

Purchased for personal use

•

Professionally trained purchasing personnel

•

Functional involvement at many levels

•

Task motives predominate

•

Individual purchasing

•

Family involvement, influence

•

Social/psychological motives predominate

•

Technical expertise an asset

•

Interpersonal relationships between buyers
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•
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Stable, long
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•
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•
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•
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Price 

(PowerPoint 1.14)

•
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•
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•
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•
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•

Companies compete for visibility and
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•
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Exhibit 1-1   Business-to-Business versus Consumer Marketing

Summarizing the Differences 

Business to Business 

Consumer 

Market Structure (PowerPoint 1.8)

Buyer-Seller Relationship Expectations (PowerPoint 1.11)

Channels (PowerPoint 1.12)

Products (PowerPoint 1.9)

Buyer Behavior (PowerPoint 1.10)

		 Geographically concentrated

		 Relatively fewer buyers

		 Oligopolistic competition



		 Geographically dispersed

		 Mass markets, many buyers

		 Monopolistic competition



		 Can be technically complex

		 Customized to user preference

		 Service, delivery, and availability very



   important

		 Purchased for other than personal use



		 Standardized

		 Service, delivery, and availability only somewhat



  important

		 Purchased for personal use



		 Professionally trained purchasing personnel

		 Functional involvement at many levels

		 Task motives predominate



		 Individual purchasing

		 Family involvement, influence

		 Social/psychological motives predominate



		 Technical expertise an asset

		 Interpersonal relationships between buyers



  and sellers

		 Significant info exchanged between



   participants on a personal level

		 Stable, long-term relationships encourage



   loyalty

		 Less technical expertise

		 Nonpersonal relationships

		 Little information exchanged between participants



  on a personal level

		 Changing, short-term relationships encourage



  switching

		 Shorter, more direct

		 Organization involvement as part of supply chain



		 Indirect, multiple relationships

		 Little/no customer supply chain involvement



Promotion (PowerPoint 1.13)

Price (PowerPoint 1.14)

		 Emphasis on personal selling, dialogue

		 Most communications invisible to the consumer

		 Consumer seldom aware of BtB brands and



  companies

		 Emphasis on advertising, monologue

		 Companies compete for visibility and



  awareness by consumer market

		 Complex purchasing process or competitive



  bidding, depending on purchase type

		 Usually list or predetermined prices



Demand (PowerPoint 1.15)

		 Derived

		 Inelastic (short run)

		 Volatile (leveraged)

		 Discontinuous



		 Direct

		 Elastic

		 Less volatile










