Outline of Chapter 7

              BUSINESS AND

              ORGANIZATIONAL

              CUSTOMERS AND THEIR

              BUYING BEHAVIOR

              INTRODUCTION

              BUSINESS AND

              ORGANIZATIONAL

              CUSTOMERS--A BIG

              OPPORTUNITY 

              What types of customers are

              involved?

                BUSINESS AND

                ORGANIZATIONAL

                CUSTOMERS--any buyers

                who buy for resale or to

                produce other goods and

                services.

                  Transparency 53 (Exhibit

                  7-1) "Examples of Different

                  Types of Business and

                  Organizational Customers"

              ORGANIZATIONAL

              CUSTOMERS ARE DIFFERENT

                  Overhead 66 "Organization

                  Buying Focuses on Value"

              Organizations buy for a basic

              purpose

              Basic purchasing needs are

              economic

              Even small differences are

              important

              Serving customers in

              international markets

              Customers may expect quality

              certification

                ISO 9000--a way for a supplier

                to document its quality

                procedures according to

                internationally recognized

                standards.

              MANY DIFFERENT PEOPLE

              MAY INFLUENCE A DECISION

              Purchasing managers are

              specialists

                PURCHASING

                MANAGERS--buying

                specialists for their employers.

              Multiple buying influence in a

              buying center

                MULTIPLE BUYING

                INFLUENCE--several people

                share in making a purchase

                decision--perhaps even top

                management.

                BUYING CENTER--all the

                people who participate in or

                influence a purchase.

                  Overhead 67 "Buying

                  Center"

                  Transparency 54 (Exhibit

                  7-2) "Multiple Influence and

                  Roles in the Buying Center"

              Vendor analysis considers all of

              the influences

                VENDOR ANALYSIS--formal

                rating of suppliers on all

                relevant areas of performance.

              Behavioral needs are relevant

              too

                  Transparency 55 (Exhibit

                  7-3) "Overlapping Needs of

                  Individual Influencers and

                  the Customer

                  Organization"

              Ethical conflicts may arise

                  Overhead 68 (Roses)

                  "Statement of Policy

                  Concerning Gifts"

              Purchasing may be centralized

              ORGANIZATIONAL BUYERS

              ARE PROBLEM SOLVERS

              Three kinds of buying processes

              are useful

                  Overhead 69 "Three Kinds

                  of Organizational Buying

                  Processes"

                  Transparency 56 (Exhibit

                  7-4) "Organizational Buying

                  Processes"

                NEW-TASK BUYING--when

                an organization has a new

                need and the buyer wants a

                great deal of information.

                STRAIGHT REBUY--a routine

                repurchase that may have

                been made many times before.

                MODIFIED REBUY--the

                in-between process where

                some review of the buying

                situation is done--though not

                as much as in new-task

                buying.

              Most firms routinize straight

              rebuys

                REQUISITION--a request to

                buy something.

              Computer searching and

              ordering is becoming common

              It pays to have an ongoing

              relationship

              But "shopping" on the Internet

              adds a wrinkle

              New-task buying requires

              information

                  Overhead 70 (Exhibit 7-5)

                  "Major Sources of

                  Information Used by

                  Organizational Buyers"

              BASIC METHODS IN

              ORGANIZATIONAL BUYING

              Should you inspect, sample,

              describe, or negotiate?

              Inspection looks at everything

                INSPECTION

                BUYING--looking at every

                item.

              Sampling looks at some

                SAMPLING BUYING--looking

                at only part of a potential

                purchase.

              Specifications describe the need

                DESCRIPTION

                (SPECIFICATION)

                BUYING--buying from a

                written (or verbal) description

                of the product.

              Internet (ro)bots search for

              products--by description

              If you can describe it you can get

              competitive bids

                COMPETITIVE BIDS--terms

                of sale offered by different

                suppliers in response to the

                buyer's purchase

                specifications.

              Negotiated contracts handle

              relationships

                NEGOTIATED CONTRACT

                BUYING--agreeing to a

                contract that allows for

                changes in the purchase

                arrangements.

                  Overhead 71 "Some Basic

                  Practices in Organizational

                  Buying"

              BUYER-SELLER

              RELATIONSHIPS IN BUSINESS

              MARKETS

              Build relationships--for mutual

              benefits

              Relationships may reduce

              flexibility

              Relationships have many

              dimensions

                  Transparency 57 (Exhibit

                  7-6) "Key Dimensions of

                  Relationships in Business

                  Markets"

              Cooperation treats problems as

              joint responsibilities

              Shared information is useful but

              may be risky

              Operational linkages share

              functions between firms

                JUST-IN-TIME

                DELIVERY--reliably getting

                products there just before the

                customer needs them.

              Contracts spell out obligations

              Specific adaptations invest in the

              relationship

              Powerful customer may control

              the relationship

              Buyers may still use several

              sources to spread their risk

              Reciprocity may influence

              relationship

                RECIPROCITY--trading sales

                for sales--that is, "if you buy

                from me, I'll buy from you."

              Variations in buying by customer

              type

              MANUFACTURERS ARE

              IMPORTANT CUSTOMERS

              There are not many big ones

                  Transparency 58 (Exhibit

                  7-7) "Size Distribution of

                  Manufacturing

                  Establishments"

              Customers cluster in geographic

              areas

              Business data often classifies

              industries

                NORTH AMERICAN

                INDUSTRY CLASSIFICATION

                SYSTEM (NAICS)

                CODES--codes used to

                identify groups of firms in

                similar lines of business.

                  Overhead 72 "North

                  American Industry

                  Classification System

                  Codes"

                  Transparency 59 (Exhibit

                  7-8) "Illustrative NAICS

                  Code Breakdown for

                  Apparel Manufacturers"

              PRODUCERS OF

              SERVICES--SMALLER AND

              MORE SPREAD OUT

                  Overhead 73 "Producers of

                  Services"

              Buying may not be as formal

              RETAILERS AND

              WHOLESALERS BUY FOR

              THEIR CUSTOMERS 

              Committee buying is impersonal

              Buyers watch computer output

              closely

              Reorders are straight rebuys

              Some are not "open to buy"

                OPEN TO BUY--a buyer has

                budgeted funds that can be

                spent during the current time

                period.

              Buying and selling are closely

              related

              Resident buyers may help a

              firm's buyers

                RESIDENT

                BUYERS--independent buying

                agents who work in central

                markets for several retailer or

                wholesaler customers based in

                outlying areas or other

                countries.

              THE GOVERNMENT MARKET

                  Overhead 74 "Government

                  Market"

              Size and diversity

              Competitive bids may be

              required

              Rigged specs are an ethical

              concern

              The approved supplier list

              Negotiated contracts are

              common too

              Learning what government

              wants

              Dealing with foreign

              governments

              Is it unethical to "buy help"?

                FOREIGN CORRUPT

                PRACTICES ACT--a law

                passed by the U.S. Congress

                in 1977 that prohibits U.S.

                firms from paying bribes to

                foreign officials.

              IDEAS ON USING COLOR

              TRANSPARENCIES OF ADS

              WITH CHAPTER 7

              Transparency 152

              (Rodenstock) "Before you even

              select a pair of glasses you are

              already wearing a Rodenstock."

              The marketing mix that

              Rodenstock needs to sell optical

              equipment to a hospital or clinic is

              different from what is required to

              build brand recognition among

              consumers.

              Transparency 155

              (Minolta) "Does your copier look

              like this most of the time?"

              Business customers usually

              focus on economic needs when

              they make purchase decisions,

              and that includes the reliability of

              a product and how much it costs

              to keep it operating. They also

              want reliable suppliers who will

              deliver on their promises and not

              reflect badly on the buyer's

              decision.

              Transparency 162

              (Diamond Crystal Specialty

              Foods) "Everything from soup to

              hazelnuts."

              Diamond Crystal knows that the

              firms in its target market want a

              convenient source of supply. So,

              its product assortment includes

              an extensive array of products

              with packaging designed

              specifically for vending machines

              and coffee service supplies--all

              supported with reliable service.

              An 800 number makes it easy for

              prospects to locate a local

              distributor.

              Transparency 166

              (IBM) "Hidden costs? What

              hidden costs?"

              IBM knows that organizational

              buyers are usually very

              concerned with economic factors,

              including the costs of using a

              product. Yet, with high tech

              offerings it is often difficult to

              evaluate all of the costs in

              advance. So, IBM's ad (from a

              publication in Tel Aviv) for its

              IBM-Net service highlights the

              fact that buyer's who choose

              competitors' information

              technology offerings are often

              later haunted by hidden costs.

              Transparency 172

              (Komatsu) "Familiarity breeds

              success."

              Komatsu's products are known

              for quality and reliability--and it

              helps its customers reduce

              operating and maintenance costs

              by developing new models

              simultaneously so that many

              parts are interchangeable and

              more available if there is a

              problem or when maintenance is

              needed.

              Transparency 175

              (Timken) "If gnats had wheels,

              we'd make the bearings."

              Timken's ability to offer the same

              consistent quality all over the

              world makes for lasting

              business-to-business

              relationships.

              Transparency 187

              (Avondale Boat Division) "We

              build boats with style... Avondale

              started out building boats over 50

              years ago...and is still building

              them."

              Avondale touts its experience and

              reliability in building boats that

              last. This trade ad has none of

              the glitz of popular consumer ads,

              but on the other hand it does

              make its point clearly. In

              organizational buying, reliability

              and experience in the product

              category are very important

              because buyers want proven

              suppliers who will deliver on their

              promises.

              Transparency 193

              (Roberts Express) "Expedite."

              In today's business markets,

              suppliers of both goods and

              services are working to build

              closer relationships with their

              customers. For example, firms

              that rely on J.I.T. inventory and

              delivery systems need

              unparalleled reliability, next day

              delivery of orders, and technology

              systems that make it easy to

              track where shipments are.

              Roberts Express guarantees

              these services because this is

              what its customers need to run

              their operations--and meeting

              their needs is what it takes for

              Roberts to fend off aggressive

              competitors.

              Transparency 197

              (McCormick & Co) "The most

              complete sales and profit building

              program in the seafood business!

              Golden Dipt & Old Bay. We make

              selling seafood easy."

              Marketers at McCormick want to

              persuade merchandising and

              buying committees for

              supermarket chains that the

              marketing mix for Old Bay and

              Golden Dipt seafood preparations

              will help them build profits in the

              seafood department.

              Transparency 200

              (Dickies-Williamson-Dickie Mfg.)

              "We humbly offer three good

              reasons why you shouldn't bury

              your head in the sand about our

              denim jeans. Margin. Margin. And

              more margin."

              An organizational buyer (including

              one who works for a retailer) is

              typically interested in purchasing

              products that will help his or her

              own firm make better profits and

              meet the needs of the firm's

              customers. As illustrated in this

              ad, this is a prominent theme in

              much of the promotion targeted

              at organizational buyers.

              Transparency 201

              (British Fibreboard Packaging

              Association) "Nothing protects

              like fibreboard."

              Organizational customers tend to

              focus on economic needs, but

              that doesn't mean that they are

              not influenced by the same

              behavioral dimensions as

              consumers. For example, many

              organizational buyers think that

              styrofoam packaging offers the

              best protection for products. So,

              to try to change that belief, the

              British Fibreboad Package

              Association uses a vivid photo of

              a hammer surrounded by eggs to

              overcome selective exposure and

              to encourage target customers to

              retain information about the

              protective capabilities of

              fibreboard.

              Transparency 215

              (Netcom Online Communication

              Services) "Open your business

              on the Internet with the #1 ranked

              Web hosting service provider."

              Netcom offers flexible Web

              hosting solutions for businesses

              of all sizes. It appeals to decision

              makers by promising value,

              reliability, and fast service.

              Transparency 219

              (First Moments) "We've got your

              target market covered."

              New parents face many life

              changes--including new purchase

              decisions--as soon as a baby is

              born. First Moments distributes

              product samples and coupons to

              new parents--while they're still at

              the hospital--to encourage them

              to try a firm's products. And

              parents that are satisfied with

              what they try may be customers

              for a long time.

              Transparency 222

              (Volvo) "At this time, we want to

              reveal the true personality of our

              arctic hauler."

              Organizational customers require

              economy, quality, and

              dependability in the products they

              buy. In this ad, Volvo addresses

              all of these requirements by

              pointing out its superior fuel

              economy and its lowest cost per

              ton operation, even in the

              harshest of environments.

              PERSPECTIVES ON TEACHING

              CHAPTER 7--BUSINESS AND

              ORGANIZATIONAL

              CUSTOMERS AND THEIR

              BUYING BEHAVIOR

              The primary focus of this chapter

              is on organizational buying

              behavior. One can build a strong

              case that organizations consist of

              groups of individuals, and that all

              of the ideas covered in Chapter 6

              also apply when considering

              businesses, government, or

              nonprofit organizations. In the

              same vein, many of the topics

              which are covered in this chapter

              on organizational customers are

              also relevant when considering

              the behavior of final consumers.

              For example, in family purchase

              decisions there may be multiple

              influence--just as there is in the

              buying center for a

              manufacturer's purchase.

              However, the focus of this

              chapter is really quite different

              from the focus of the preceding

              chapter because the emphasis

              here is on characteristics which

              tend to be more important and

              distinctive with respect to buying

              by organizations.

              Keep in mind in covering this

              chapter that the SIC code system

              has recently been changed and

              thus coverage of that topic has

              been replaced with a discussion

              of the new North American

              Industry Classification System.

              We mention this particular

              change because it's easy to lapse

              into using the old names. 

              It is useful to introduce this

              chapter by revisiting the strategy

              planning process overview in

              Exhibit 3-1. Students have more

              intuition for and experience with

              many of the topics covered in the

              consumer behavior chapter than

              they do for organizational buying.

              As a result, they tend to "anchor"

              or frame their thinking about

              segmentation and target

              marketing and customer analysis

              from that perspective. Yet, many

              of them will ultimately work for

              companies (whether in marketing

              or some other functional area)

              that serve business markets. It

              helps them develop good

              marketing "sense" if the instructor

              reiterates some of the basic ideas

              about market segmentation and

              then links them to organizations.

              Of course, the text already does

              this by discussing marketing mix

              implications for the many

              real-company examples in the

              chapter. Even so, it's an area

              where some repetition of the

              basic point is worthwhile--to

              make certain that it sinks in.

              The chapter-opener focuses on

              the relationship between Ford

              and one of its suppliers, Prince. A

              good way to generate discussion

              of the topics considered in this

              chapter is to ask students to

              explain what they think is

              different about buying behavior in

              this example from the buying

              behavior typical in consumer

              markets.

              One distinctive feature of

              organizational buying that does

              not typically apply to consumer

              buying is that the customer may

              be substantially more

              knowledgeable or "powerful" than

              the seller. This idea is highlighted

              by the Bumper Works example

              (on p. 197).

              A broader point that can be made

              based on this example--and

              which is raised in other ways

              throughout the chapter--is that

              organizational customers and

              buyers who work for middlemen

              may be very explicit in setting the

              "rules of the game." Each

              customer organization may have

              very different procedures,

              policies, and expectations about

              how the seller should operate.

              This is part of what makes

              business-to-business marketing

              challenging, and it also helps to

              explain why mass selling tends to

              be less important in these

              markets.

              The Allied Signal/Betz Labs

              example (on p. 193) can serve as

              a particularly effective case for

              classroom discussion. It also

              provides an excellent basis for

              discussion of the idea of

              buyer-seller partnerships in

              business markets. It's useful to

              ask students to elaborate on what

              they think both the customer and

              supplier firms get out of the

              relationship. Getting a list "on the

              table" (or, as the case may be, on

              the board) is useful. The main

              point at the end of the exercise is

              that both parties have to get

              something out of it--or the

              relationship is not likely to work.

              Relationships--at least good ones

              that last--are two way.

