CHAPTER 9

 LINDELL”S B 2 B LECTURE NOTES

ORGANIZATIONAL CONSUMERS

CHAPTER OBJECTIVES AND SUMMARY
1.
To introduce the concept of industrial marketing   When firms market goods and services to manufacturers, wholesalers, retailers, and government and other nonprofit institutions, industrial marketing is used.

2.
To differentiate between organizational consumers and final consumers and look at organizational consumers from a global perspective   Organizational consumers buy goods and services for further production, use in operations, or resale to others; they buy installations, raw materials, and semifinished materials. They often buy based on specifications, use joint decision making, apply formal value and vendor analysis, lease equipment, and use bidding and negotiation. Their demand is generally derived from that of their consumers and can be cyclical. They are fewer in number and more geographically concentrated. They may employ buying specialists, expect sellers to visit them, require special relationships, and make goods and undertake services rather than buy them.

There are distinctions among organizational consumers around the globe.

3.
To describe the different types of organizational consumers and their buying objectives, buying structure, and purchase constraints   Organizational consumers may be classified by area of specialization, size and resources, location, and goods and services purchased. Major organizational consumers are manufacturers, wholesalers, retailers, government, and nonprofit. The North American Industry Classification System provides much data on organizational consumers in the United States, Canada, and Mexico.

These consumers have general buying goals, such as product availability, seller reliability, consistent quality, prompt delivery, good prices, and superior customer service. They also have more specific goals, depending on the type of firm involved. An organization’s buying structure refers to its level of formality and specialization in the purchase process. Derived demand, availability, further salability, and resources are the leading purchase constraints.

4.
To explain the organizational consumer’s decision process   It includes buyer expectations, the buying process, conflict resolution, and situational factors. Of prime importance is whether an organization uses joint decision making and, if so, how. Some form of bidding may be employed with organizational consumers (most often with government).

If conflicts arise in joint decisions, problem solving, persuasion, bargaining, or politicking is used to arrive at a resolution. Situational factors can intervene between decision making and a purchase. They include strikes, economic conditions, and organizational changes.

New task, modified rebuy, and straight rebuy are the different purchase situations facing organizational consumers.

5.
To consider the marketing implications of appealing to organizational consumers   Organizational consumers and final consumers have many similarities and differences. Industrial marketers must understand them and adapt marketing plans accordingly. Dual marketing campaigns may be necessary for manufacturers and wholesalers that sell to intermediate buyers and have their products resold to final consumers.

Purchasing agents and buyers have personal goals, such as status, promotions, and bonuses; these may have a large impact on decision making.

Industrial marketers can do many things to enhance their chances for success. A number of them are outlined here.

CHAPTER OUTLINE

9-1    OVERVIEW
A.
Organizational consumers purchase goods and services for further production, use in operations, or resale to others.

B.
Organizational consumers are manufacturers, wholesalers, retailers, and government and other nonprofit institutions.

C.
When firms deal with organizational consumers, they engage in industrial marketing.

D. See Figures 9-1 and 9-2 for examples of industrial ( B 2 B) marketing.

9-2    THE CHARACTERISTICS OF ORGANIZATIONAL CONSUMERS
A.
There are differences with final consumers due to the nature of purchases and the market. See Table 9-1.

9-2a    DIFFERENCES FROM FINAL CONSUMERS DUE TO THE NATURE OF PURCHASES

A.
Organizational consumers purchase capital equipment, raw materials, semifinished goods, and other products for use in further production or operations or for resale to others, whereas final consumers usually acquire the finished items for personal, family, or household use.

B.
Organizational consumers are likely to require exact product specifications. Final consumers more often buy on the basis of description, style, and color.

C.
Organizational consumers often use multiple-buying responsibility, in which two or more employees formally participate in complex or expensive purchase decisions. Final consumers employ it less frequently and less formally.

D.
Organizational consumers apply value analysis, by which they compare costs versus benefits of alternative materials, components, designs, or processes in order to reduce the cost/benefit ratio of purchases. In vendor analysis, organizational consumers assess the strengths and weaknesses of suppliers for such factors as merchandise quality, customer service, reliability, and price. Figures 9-3 and 9-4 illustrate value analysis and vendor analysis.

E.
Organizational consumers often lease equipment. U.S. firms spend $250 billion annually. The worldwide use of commercial leasing is rising rapidly.

F.
Organizational consumers more frequently employ competitive bidding and negotiation.

9-2b    DIFFERENCES FROM FINAL CONSUMERS DUE TO THE NATURE OF THE MARKET
A.
Derived demand occurs for organizational consumers because the quantity of items they purchase is often based on the anticipated demand of their final consumers for specific finished goods and services; therefore, organizational consumers are less sensitive to price changes. As long as final consumers are willing to pay higher prices, organizational consumers will not object to price increases. Figure 9-5 illustrates derived demand.

B.
Demand is volatile due to the accelerator principle, whereby final consumer demand affects many levels of organizational consumers.

C.
There are fewer organizational consumers than final consumers.

D.
Organizational consumers tend to be geographically concentrated.

E.
Buying specialists are often used.

F.
Distribution channels are shorter.

G. Organizational consumers may require special relationships. See Figure 9-6.

H. Systems selling and reciprocity are tactics used in industrial marketing.

1. In systems selling, a combination of goods and services is provided to a buyer by one vendor.

2. Reciprocity is a procedure by which organizational consumers select suppliers that agree to purchase goods and services, as well as sell them.

G. Organizational consumers can make items themselves if suppliers are unavailable or unacceptable.

9-2c    A GLOBAL PERSPECTIVE
A.
As with final consumers, there are many distinctions among organizational consumers around the world; and sellers must understand and respond to them.

9-3    TYPES OF ORGANIZATIONAL CONSUMERS
A.
In devising a marketing plan, it is necessary to research the area of specialization, size and resources, location, and goods and services purchases of the organizational consumers shown in Figure 9-7.

B. The North American Industry Classification System (NAICS) may be used to derive information. It is being phased in to replace the Standard Industrial Classification. The NAICS is the official system for the United States, Canada, and Mexico. It assigns organizations to 20 industrial classifications (listed in the text).

C. U.S. data by industry code are available from various government and commercial publications. Examples are given.

D. Although the NAICS is a North American classification system, data on industrial activity and companies in other nations are available in the context of industry codes.

E.
In end-use analysis, a seller determines the proportion of its sales that are made to organizational consumers in different industries. It is one way in which NAICS data can be used. An illustration of end-use analysis is shown in Table 9-2.

1.
A seller can determine the relative importance of customer categories.

2.
A sales forecast can be derived by estimating the expected growth of each customer category in its geographic area.

9-3a    MANUFACTURERS AS CONSUMERS
A.
Manufacturers produce products for resale to other consumers.

B.
There are 21 major two-digit industry groups in manufacturing listed in the NAICS. See Table 9-3.

C.
In the United States, one-third of manufacturers have 20 or more employees. Annual material costs are $2.2 trillion. Expenditures for plant and equipment are hundreds of billions of dollars each year. Annual net sales are $4.5 trillion, with the largest 500 industrial firms accounting for 60 percent of the total.

D.
As consumers, manufacturers purchase land and capital equipment, machinery, raw materials, component parts, trade publications, accounting services, supplies, insurance, advertising, and delivery services.

9-3b    WHOLESALERS AS CONSUMERS
A.
Wholesalers buy or handle merchandise and its subsequent resale to organizational users, retailers, and other wholesalers. They do not sell significant volume to final users. Table 
9-4 lists the major wholesaling industry groups, as well as related transportation industries and business services.

B.
Annual wholesale sales are $3 trillion. Sales are largest for groceries; motor vehicles; machinery and equipment; professional and commercial equipment; electrical goods; petroleum products; and farm-product raw materials.

C.
As consumers, wholesalers buy or handle warehouse facilities, trucks, finished products, insurance, refrigeration and other equipment, trade publications, accounting services, supplies, and spare parts.

D.
A major task is getting wholesalers to carry a product line.

9-3c    RETAILERS AS CONSUMERS
A.
Retailers buy or handle goods and services for sale (resale) to the final (ultimate) consumer. Table 9-5 lists the major industry groups in retailing.

B.
Retail sales exceed $3 trillion annually. Chain retailers operate a quarter of all retail establishments and account for 60 percent of total retail sales. About 600,000 retail establishments involve franchising.

C.
As consumers, retailers buy or handle store locations, facilities, interior design, advertising, resale items, insurance, and trucks.

D.
On average, retailers are more concerned about store features and decor than wholesalers.

E.
Getting retailers to stock new items may be difficult since store and catalog space is limited and retailers have their own goals.

F.
Some retailers charge slotting fees just to carry manufacturers’ products in their stores.

G.
Sometimes retailers insist that suppliers make items under the retailers’ names.

9-3d    GOVERNMENT AS CONSUMER
A.
Government consumes goods and services in performing its duties and responsibilities.

B.
There are one federal government, 50 state governments, and 88,000 local governments. Expenditures are $2 trillion, one-half by the federal government.

C.
Data on all levels of U.S. government expenditures are compiled by the Census Bureau. Table 9-6 shows the major NAICS codes for government.

D.
Governmental consumers purchase food, military equipment, office buildings, subway cars, office supplies, clothing, and vehicles.

E.
Some items are customized.

F.
Some small firms are unaccustomed to the bureaucracy, barriers, political sensitivities, and financial constraints involved in selling to government consumers. To help, the federal Government Service Administration’s Small Business Centers issue federal directories, reference data, technical publications, and bidding documents.

9-3e    NONPROFIT INSTITUTIONS AS CONSUMERS
A.
Nonprofit institutions act in the public interest or to foster a cause and do not seek financial profits.

B.
They purchase goods and services in order to run their organizations and also buy items for resale to generate additional revenue to offset costs.

9-4    KEY FACTORS IN ORGANIZATIONAL CONSUMER BEHAVIOR
A.
Organizational consumer behavior depends on buying objectives, buying structure, and purchase constraints.

9-4a    BUYING OBJECTIVES
A.
Organizational buyers have these several distinct objectives in purchasing goods and services (see Figure 9-8):

9-4b    BUYING STRUCTURE
A.
Buying structure refers to the level of formality and specialization used in the purchase process.

B.
.Manufacturers and wholesalers often have purchasing agents, while retailers use buyers and the federal government relies on the General Services Administration (GSA).

9-4c    CONSTRAINTS ON PURCHASES
A.
The major constraint on purchase behavior is derived demand.

9-5    THE ORGANIZATIONAL CONSUMER’S DECISION PROCESS
A.
Organizational consumers use a decision process similar to that of final consumers.

B.
The organizational consumer’s decision process is shown in Figure 9-10.

9-5a    EXPECTATIONS
A.
Organizational consumer expectations refer to the perceived potential of alternative suppliers and brands to satisfy buying objectives.

B.
Expectations are based on the backgrounds of those participating in the buying process, the information received, perceptions, and satisfaction with past purchases.

9-5b    BUYING PROCESS
A.
The buying process is similar to the final consumer buying process.

9-5c    CONFLICT RESOLUTION
A.
Conflict resolution is sometimes necessary in joint decision making due to the diverse backgrounds and perspectives of purchasing agents, engineers, and users.

9-5d    SITUATIONAL FACTORS
A.
Situational factors (such as price controls, recession, or foreign trade; internal strikes, walkouts, machine breakdowns, and other production-related events; organizational changes such as merger or acquisition; and ad hoc changes in the marketplace, such as promotional efforts, new-product introduction, price changes, and so on) can intervene between the decision-making process and the actual selection of a supplier or brand.

9-5e    PURCHASE AND FEEDBACK
A.
After the decision process is completed and situational factors are taken into consideration, the purchase is made (or the process terminated).

B.
Feedback is stored for future use.

C.
Regular service and follow-up calls are essential.

9-5f    TYPES OF PURCHASES 

A.
A new-task purchase process is used for an expensive item that has not been bought before. Decision making is extensive and perceived risk is high.

B.
A modified-rebuy purchase process involves medium-priced products the firm has bought infrequently before.

C.
A straight-rebuy purchase process involves routine behavior for inexpensive items bought on a regular basis. Reordering, not decision making, is applied because perceived risk is very low.

9-6    MARKETING IMPLICATIONS
A.
Organizational and final consumers have similarities, as well as differences. 

B.
Separate marketing plans are needed for organizational and final consumers.

C.
Organizational consumers have personal as well as company goals.

