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:that mftuénée it. In this. chapter we'll do

- sumers like you and me;-but from{arge :
- business. customers To succeed Adri-its
" husiness-to-husiness markets,-UPS must -
do ' mare than-just pick up-and deliver
. -packages. It must work closely. and deeply -
- with s business. customers. to hecnme a

usiness Markets and
Business Buyer Behavior

trucks with a friendly driver, rumbiding around their neighborhood drog-
s ping off parcels. That makas sense. The company's 88,000 brown-clad _
drivers deliver more than 3.75 billion packages annually, an average of 14.8 million ;
each day. i
For most of us, sesing a brown UPS truck evokes fend memaries of past package
deliveries. If you close vour eyes and listen, you can probably imagire the sound of
the UPS truck pulling up in front of your home. Even the campany's brown coior has
come to mean samething special to customers. “We've been referred to for years as
Big Brown,"” says a UPS marketing executive. "People love our drivers, they love our
brown trucks, they lave evenything we do.” Thus was borrt UPS's current "What Can
Brown Da for You?" adverlising theme.
Far most resideniial customers, the answer to the question “What can Brown do
for vou?® is pretty simple: “Deliver my package as quickly as possible.” But rmost of
UPS’s revenues come not from the residential custemers who receive the packages,
but fram the business customers who send Lhem. And for these business cus-
tomers, UPS does more than just get Grandma's holiday package there on time. :
Whereas residential consumers might took to “Brown” simply for fast, friendly, low- :
cost package detivery, busingss customers usually have much more complex needs.
For businesses, package delivery is jusi pa:t of @ much mare complex logistics
process that involves purchase orders, inventory, order status checks, invoices, pay-
ments, refurned merchandise, and fleets of delivery vehicles. Beyond the physical
package flow, companies must also handle the aceompanying information and money
fiows, They need timely information about packages—whal's in them, where they're
currently located, to whom they are going, when they will get there, bow much has
besn paid, and how much is owed, URS knows that for many companies, all these
work-a-day logistical concerns can be a npightmare. Mereover, most companies dan't
see these activities as strategic compatencies that provide competitive advantage.
That's where Big Brown comes in. These are exactly the things that UPS doges best.
Over the years, UPS has grown to teceme much more than a neighbarhood smaill
package delivery service. [f is now a $43 billion corporate giant providing a broad
range of logistics solutions, UPS handles the logistics, allowing customers to focus on
what they do best. It offers everything from ground and air package distribution, freight
delivery (air, ocean, rall, and road), and mail services to inventory management, third-
party logistics, international trade management, logistics management software and
e-commerce solutions, and even financing. it has fo do with logistics, at home or

E enhon UFS, and most people envision ore of those tamiliar brawn
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abroad, UPS can probably do it better
than anyore else can.

LIPS has the resources to handle the
logistics needs of just about any size
business. It employs 407,000 peapls,
some 92,000 vehicles (package cars,
vans, tractors, and motorcycles), 600
aircralt, and about 800 warshouse
facilities in 200 countries. UPS now
maves an astounding & percent of the
gross domestic product in the United
States, links 1.8 million sellers with ©.1
million buyers every day, and orocesses
more than 463 miflion efectronic trans-
actions every week, It serves 90 percent
of the world population and 99 percent
of busingsses in the Fortune 1000. UPS
invests $1 bitlion a year in informatian
technolcgy o support 1ts highly synchro-
nized, by-the-clock logistics services
and to provide customers with infarma-
tion at every point in the process.

Beyond moving their packages
arounc the United Siates, UPS can alsg hesp business custormers to navigats the
complexities af international shipping, with some 700 international flights per day
1o or from 377 international destinations, For example, although most rasidential
custormers don't nead next-day air service to or from China, many businesses do
seek help shipping to and from the burgecning Asien manufacturing zones. UPS
heips 2nsure the timely flow of cruciai business documents, proloiypes, high-value
goods {such as semiconductors), and emergency repair paris that wing their way
across the Pacific every day.

LIPS even offers expedited .S, Customns services, with fast inspaction and clear-
ance processes that help getl goods into the country quickly. "When you're trading
internationally, you're entire investment could be hanging on a single clause,” says
ane UPS ad. “We doe't get you over aceans, mauntains, and deserts only to be
delayed by Chapier 3, Parf 319, Regulation 40-2 of CFR Title 7. .. . Leave the tuirden
of global compliance to UPS."

In addition to shipping and receiving packages, UPS provides a wide range of
financial services for its business customers. For example, its UPS Capital division will
handle client's accounts receivable—UPS shippers carn chaose i be reimbursed
immediately and have UPS collect payment frem the recipient, Other financial ser-
vices include credit cards for small businesses and programs tc fund inventory, equip-
ment leasing, and asset financing. UPS even bhought a bank to underpin UPS Capital’s
cperations.
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At a deepar level, UPS can provide the advice and technical resources needed to help business
customers large and small improve their own logistics operations. UPS Cansulting advises companies
on redesigning logistics systems to align them better with business strategies. UPS Supply Chain
Soiutions helps customers to synchronize the flow of goods, funds, and infermation up and down their
supply chains. UPS Logistics Technologies supplies software that improves custormers' distribution
efficiency, including street-evel route optimization, territory planning, mobile delivery exacution, real-
time wireless dispatch, and GPS fracking.

S0, what can Brown do for you? As it turns out, the answer depends on who you are, For its residean-
tial consumers, PSS uses those famidiar chugging brown trucks to provide simple and efficient package
pickup and celivery services, But in its business-to-business markets, it develops deeper and more
involved customer relaticnships, The company's “What Gan Brown Do for You?” ads feature a variety of
business profassionals discussing how UPS's broad range of services makes their jobs easier. But such
ad promises have littfe meaning if not reinforced by actions. Says former UPS CED lim Kelly, “A brand
can be very hollow and lifelsss . . . if the people and the organization . . . are not 100 percent dedicated

. ta living out the brand pramise every day.”

Ear UPS, that means that erployees around the world must do more than just deliver packages
from point A to point B for thair business customers, They must rolt up their sleeves and work hand in
hand with customers ta help solve their complex logistics problems. More than just providing shipping
services, they must become strategic logistics partrers,]

Business buyer behavior
The buying behavior of the

organizations that ouy goods

and services for ose in the
procliction of otfwer products
and services or for the
purpose cf reselling or rénting
them tz others at a profit.  ~

Business buying process
Tre decision process by
which business buyers
determine which producis’
and servizes their h
organizaticns need o
purchase, znd then fi.n'd.
evaluate, and chooze e:rrlor:g
alternative suppliers and
brands. ’

Tn one way or another, most Jarge companics sell to other organizations. Companies such as
DuPust, Boeing, IBM, Caterpillar, and countless other firms, sell most of their products to
other businesses. Even large consumer products compantes, which make products nsed by
fina! consumers, must first sell their praducts to other businesses. For example, General Mills
makes many familiar ¢conswuer brands—Big G cereals (Cheerios, Wheaties, Total, Golden
Grahams); baking preducts (Pillshury, Betty Grocker, Gold Medal flour), snacks (Nature
Valley, Chex Mix, Pop Secrst); Yoplaii Yogurt; Haagen-Dazs ice cream, and others. But to sell
these products to consumers, General Mills rmust first sell them to its wholesaler and retailer
customers, who in lurn serve the consamer market.

Business buyer behavior rofers to the buying behavior of the organizations that buy goods
and services for use in the production of other products and services that are sald, rented, or
supplied to others. It also includes the behavier of retailing and wholesaling [irms that
acquire goods to resell or rent them to others at a profit, In the business buying process, busi-
ness buyers determine which products and services their organizations need to purchase and
then find, cvaluate, and choose antong alternative suppliers and brands. Business-to-business
{B-to-B} marketers must do their best to understand business markets and business buyer
behavior. Then, like businesses that sell to final buyers, they must build profitable relation-
ships with business customers by creating superior customer valua.

& Business Markets

The husiness market is huge. In fact, business markets involve far more dollars and {tems than
do consumer markets. For example, think about the large number of business transactions
involved in the production and sale of a single set of Goodyear tires. Various suppliers sell
Goodyear the rubber, steel, equipment, and other gonds that it needs to produce the tires.
Goodyear then sells the finished lires to relailers, who in twm sell them to consumers. Thus,

.many sets af business purchascs were made for only one set of consumer purchases. Tn addi-

tion, Goodyear sells tires as original equipnient to manufacturers whao install thew on new
vehicles, and as replacement tires to companies that maintain their own fleets of company
cars, trucks, busaes, or other vehicles.

In some ways, business markets are similar to consumer markeis. Both involve people who
assume buying roles and make purchase decisions to satisfy needs. However, business markets
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Business demanc that
ultimately comes from
tderives from) the demand for
COnsuUmer goods.

TABLE 6.1

Characteristics of Business
Markeis
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differ in many ways from consumer markets. The main differences, shown in Table 6.1, are in

. market structure and demand, the nature of the buying umt and the types of dec:swns and the

drcision process involved.

Market Struciure and Demand

The business marketer nonmally deals with fur fewer but far J'm‘gr’r buyers than the consumer

marketer doos. Even in large business markets, a few buyers often account for most of the pur-
chasing. For example, when Goodyear sells replacement tires to final consumers, its potenlial
markst includes the owners of the millions of cars currentily in use in the United States and
around the world. But Goodyear's fate in the business market depends on getting orders from
one of only @ handlul of large automakers, Simitarly, Black & Decker sells its power tools and
outdoor equipment to tens of millions of consumers worldwide. However, it must sell these
products through tiree huge relail customers—Home Depot, Lowe's, and Wal-Mart—which
combined acoonnt for more than half its sales,

Business markets ave also more geographically concentrated, More than half the nation’s
business buyers are concentrated in eight states: California, New York, Chio, Iinois, Michigan,
Texas, Pennsylvania, and New Ierse} Further, business demand is derived demand—it ulti-
mately derives from the demand for consumer goods. [ewlett-Packard and Dell buy Intel micro-
processor chips because consuners buy personal LUJI!p‘thBI‘S If consumer demand for PCs draps,
sa will the demand for computer (‘hlpq

Therefore, B-to-B marketors sometimes promeote their producls directly to final con-
sumers to increase business demand. For example, Intel advertises heavily to personal
computer buyers, selling them on the virtues of Intel microprocessors. The increased
demand lov Intel chips boosts demand for the PCs containing them, and bath Tntal and its
business partners win.

Similarly, IMVISTA promotes DuPoat Teflon directly to final consumers as a key branded
ingredient in stain-repellent and wrinkle-free fabrics and Isathers. You see Teflon Fabric
Protector hangtags on clothing lines such as Nautica and Tommy Millfiger and on homs fur-
nishing brands such as Kravet.? By making Toflon familiar and attractive te final buyers,
INVISTA also makes the products containing it more attvactive,

Many business markets have inslastic demand; that iz, total domand for many business
producis is not affected much by price changes, sgpecially in the short run. A drop in the
price of lzather will not cause shoe manufaciurers to buy murch more leather unless it resulls
in lower shoe prices that, in turn, will increase consumer demand for shoes. '

Finally, business markets have more fluctuating demand. The demand {or many busi-
ness goods and services tends to change more—and mors quickly—than the demand for
consumer goods and services does. A small perrentage increase in consumer demand can
cause large increases in business demand. Sometimes a rise of only 10 percent in con-
sumer demand can cause as much 8s a 200 percent rise in business demand during the
rext patiod.

Marketing Structure and Bemand ) i
Business smarkets contain fewer but larger buyers.
Bustness customers are more geggrapfically concentrated.
Business buyer demand is derived fram final consumar demand. i
Demand in many business markets is mere imelastfc--not affected as much in the short run by
price changes.
Demand in business markets fluctuales more, and mare quickly.
Mature of the Buying Unit
Busingss purchages involve more buyers.
Business buying invalves a more prafessional purchasing effort.
types of Decisions and the Decisian Process
Business buyers usuafly face more complex buving decisions.
The business buying pracess is mare formalized.

In business buylng, buyers and sedlers work closely tagether and builg Iong -term re.fetacrnsmps
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Nature of the Buying Unif

Compared with consumer purchases, a business
purchase usually involves mare decision partici-
punts and a more professional purchasing effort,
Often, business buying is done by trained purchas-
ing agents who spend their working lives learning
haw to buy better. The more complex the purchage,
the more likely it is that several people will partici-
pale in the decisionmaking process. Buying commit-
tees made up of technical experts and top manage-
ment are common in the buying of major goods.
Beyond this, many campanies are now upgrading
their purchasing functions to “supply managernent”
or “supplier development” functions. B-to-B mar-
ketors now face a new breed of higher-lovel, better
trained supply managers. These supply manapers
sometimes sesm to knuw more about the supplier
company than it knows about itself. Therefors, busi-
ness marketers mnust have well rained marketers and
salespeople to deal with these well trained buysrs,

Types of Decisions and the
Decision Process

Business buyers usually face more complex buying
decisions than do consumer buyers. Purchases aften
invulve large sums of money, complex lechnical and
ecenomin considerations, and interactinne among
many people at many levels of the buyer's organiza-
tion. Because the purchases are more complex, busi-
ness buyers may take Jonger to make their decislons.
The business buying process also tends to be more

B Derived demand: Intel advertises haavily to personal computer buyers, formalized than the consumer buying process. Large
selling them an the wirtues of Intzl microprocessors—both Intel and its business purchases usually call for detailed product

business partners benefit.

Supplier devefopment
Systematic daveloprmant of
rietwirks of supplie-partners
to ensure an eppropriate end
dependable sugply of
producis and materials for
use i making products or
reseliing them it cthers.

specifications, written purchase orders, careful sup-
plier searches, and forraal approval.

Finally, in the business buying process, the buyer and seller ave often ruuch more dependent
on each other. Consumer marketers are often at a distance from their customers. In contrast,
B-lo-B marketers may roll up thelr sleeves and work closely with their custemers during all
stages of the buying process—{rom helping customers define problems, to finding solutions, to
supporting after sale aperations. They often customize their offerings to individual customer
needs. In the short run, sales go to suppliers who meet buyers’ immediate product and service
needs. In the lung run, however, B-to-B rnarketers keep a customer's sales by meoting current
needs and by partnering with custgmmers to help them solve their problems. '

In recent years, relationships between customers and suppliers have been changing from
downright adversarial to close and chummy. In fact, many customer companies are now practic-
ing supplier development, sysiematically developing networks of supplier-partners to ensure an
appropriate and dependable supply of products and materials that they will use in making their
wwi products or rescll to others. For example, Caterpillar no longer calls its buyers “purchasing
agents”—they are managers of “purchasing and supplier development.” Wal-Mart docsn't have a
“Purchasing Department,” it has a “Supplier Development Department.” And glant Swedish fur-
niture retailer IKEA doesn’t just buy From its supplisvs, it involves theo: deeply in the process of
delivering a stylish and affordable lifestyle to IKEA'S customers (see Real Marketing 6.1).

Business Buyer Behavior

At the most basic level, marketers want to know how business buyers will respond to various
marketing stimuli. Figure 6.1 shows a model of business buyer hehavior. In this model, mar-
keling and other stimuli affect the buying organization and produce certain buyer responses.




FIGURE 6.1
A made! of husiness huyer
hehavior

Straight rebuy

& business buying situslion in
which the buyer routinely
reorders something without
any modifications.

Maodified refney

A business buying situation in
which the buyar wants 1o
madify product specificatons,
prices, terms, or suppliess.

New task

A business buying situation in
which the buyer nurchzses a
product or servica for the first
time.
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As with consumer buying, the marketing stimuli for business buying consist of the Four Ps:
product, prive, place, and promotion, Other stimuli include major forces in the environment:
aconomic, technological, political, eultural, and compatitive. These stimuli enter the organi-
zation and are turned into buyer responses: product ar service choice; supplier choice; order
quaptities; and delivery, service, and payment terms. In order to design good marketing mix
stratrgies, the marketer must understand what happens within the organization to tom stim-
uli inle purchase responses.®

Within the organization, buying activity consists of lwo major parts: the buying center,
made up of all the people invelved in the buying decision, and (he buying decision process.
The model shows that the buying center and the buying decision process are influsnced by
internal organizational, interpersonal, and individua! factors as well as by external environ-
menlal factors.

The made] in Figure 6.1 suggests four questions about business buyer hehavior; What
buying decisions do business buyers make? Wha participates in the buying process? What are
the major influences on buyers? How do business buyers make their buying decisions?

Major Tm}es of Buying Sitiuations

Thers are three major types of buylng situations. At one exireme is the straight rebuy, whlch
is 8 fairly routine decision. At the other extreme is the new task, which may call for thorough
research. In the middie is the modified rebuy, which requires some research.

In u straight rebuy, the buyer reorders something without any modifications. Tt is usually
harudled on & routine basis by the purchasing department. Based on past buying satisfaction,
the buyer simply chooses from the various suppliers on its list. “Tn” suppliers try to maintain
preduct and service quality. They often propose automatic reardering systems so that the pur-
chasing agent will save reordering tivne. “Out” suppliers try to find new ways lv add value or
exploit dissatisfaction so that the buyer will consider them.

In a modified rebuy, the buyer wants to modify product specifications, prices, terms, or
suppliers. The molﬁf}ec{ rebuy usually involves more decision partivipants than does the
straight rebuy. The “in” suppliers may become nervous and feel pressurad to put their best
foot farward to pmtect an account. “Out” suppliers may see the modified rebuy situalion as
an npportunity to make a better elfer and gain now business.

A company buying a product or service for the first time faces a new-task situation. In
such cases, tho greater the cost or risk, the Jarger the number of decision participanls and the
greater their efforts to collecl information will be. The new-task situation is the marketer’s
grealest opportunity and challenge. The marketer not anly tries to reach as many key buying
influences as possible bul alsu provides help and information.

The buyer makes the fewest decisions in the strajght rebuy and the most in the new-task
decision. In the new-task situation, the buyer must decide vn product specifications, suppli-
ers, price iimits, paymenl tevins, order quantities, delivery times, and service terms. The order
of these decisions varics with each situation, and different decision participants influence
each choice.

Mauy business buyers prefer to buy a packaged solution te a problem frem a single
seller. Instead of buying and putting all the components togelher, lhe buyer may ask sell-
ers o supply the components and assomhie the package or system. The sale often goes to
the firm that pravides the most complete system meeting the customer’s needs. Thus,
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<z |KEA, the world's lareest furmi-
~L ture relziler, is the quintessential
global cult brand, Last year, more than 410
wmillion shoppers flocked to the Scandinavian
retailer's 236 huge stores in 34 counfries,
generating more than $18 billien in sales.
Muast of the shoppers are ioval 1KEA cus-
tomers—many are avid apostles. from
Beijing to Moscow o Middlstows, Ohio, all
are drawn to the IKEA fifestyle, one built
around frendy but simple znd practical fur-
niture gt affordable prices. According to
BusinassWeek:

Perhaps more than any othier com-

parny in the world, IKEA has become a

curator of people's lifastyles. & not

thair livas. At 2 time when consumers
face s0 many choices for everything
they huy, |KEA provides a one-stop
sanctuary for coalness. LKEA is far
more than & furniture merchant. It
selis a lifestyle that customers around
the world embrace as a signal that
they've arrived, that they have good
taste and recognize value. “If it wasn't far IKEA," writes Sritish
design magazine lcon, "most people would have no access to
affordable contemporary design,”

As the world's Ambassador af Kul (Swedish for fun), IKEA is grow-
ing ai a healthy clip. Sales have leapt 31 parcent in just the past two
yaars, IKEA pians to cpen 19 new megastores this vear, inciucing
outlets in Western China aned Japan. In the United States, 't plans to
exnand feom kS current 28 siores to moere than 50 stores by 2013, in
fact, the biggest obstacle to growih isn't opening new stares and
attracting custemers. Rather, it's finding enough of the right kinds of
stpoiiers to help design and produce the billians of dol'ars of goods
that those customers will carry oui of its stores. IKEA currently relies
on abaut 1,800 suppliers in mare than B0 countries to stock its
shislves. If the giant retailer continues at its current sate of growth, it
wild need to doubie its supply network by 201G, "We can'tincrease by

Systems selling

Buying a packaged sol uticn
to 2 prabiem fron a singls
seller, thus avoiding ail the
separale fecisions invoke in
a cemplex buying situation

industrial cleaning problems:

Giant Swedish furniture retailer IKEA doesn't just buy from its suppliers, it involves them
deeply in the process of delivering a stylish and affordable lifestyle to IKEAs custamers
wasldwide—here in Saudi Arabia.

rmore than 20 stotes a vear Decause supply is the boftleneck,” says
[KEA's country manager for Russia.

It turns out that creaiing beautiful, durable furniture at low
prices is no easy proposition. [t calls for a resolute focus on design
ard an chsession for low costs. IKEA knows that it can't ga it alone.
Instead, it must develop clsse partnerships with suppiiers around
the glohe wona can help it develop simple new designs and keep
costs dawn, Here's how the company descnbes its approach, and
the importance of suppiiers:

To rmanufaciure teautiful, durable furniture at tow prices is not

50 easy. ... We can't do i aione. . .. First we do cur part, Our

designers work with manufecturers 1o find smart ways 1o make

furniture using existing production processes. Then our buy-
ers ook alt over the world for gaod suppliers with e most suit-
able raw materials. Next, we buy i0 bulk—on a global scale—

systems selling is often a key business marketing strategy for winning and holdiug
accounts. For example, ChemStation provides a complete selution for its customers’

ChemStation sells industrial cleaning chemicals 10 a wide range of business cus-
tomers, ranging [rom car washes to the U.S. Air Force. Whether a custamer is

washing down a fiset or a factory, a store ar a restaurant, a distillery or an Army
base, ChemStation comes up with the right cleaning solntion every time. It sup-
pliss thousands of products in hundreds of industries. But ChemStation does
more than just sell chemicals. First, ChemStation works closely with each indi-
vidual customer to concoct a soap formula specially designed for that customer, 1t
has brewed sperial formulas for cleaning hands, feathers, eges, mufflers, flutes,
perfuine vats, cosmetic gye makeup containers, yacht-making melds, concrete
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so that we can get the best deals, and you car get the lowest

price. Then you do your part. Using the IKEA catalog and visit-

ing the store, you choose the furniture yourself and pick it up

at the szlf-serve warehouss, Because mast items are packed

flat, you can get thern home easily, and assemble them your-

seff. This means we don't charge you for things you can easily

do oa your own. S0 topether we save mongy . [or & hatter

everyday life,

At IKEA, desian is fmportant. Buk no mater how good the design,
a product wan't find its way to the showrnom cniess i's also afford-
able, IKEA goes to the ends of the earth to Hind supply partners who
c&n nelp it to create just the right product at just the right orice.
According ta the BusinessWeek writer, IKEA “once contracted with
ski roakers—experls in bent wood—to manufacture s Puang arm-
charrs, and it has tapped makers of supermarker carts to ture out
durakble sofas."

The design process for a new LKEA product can take up io three
yzars. IKEAs designers start with a kasic cusiomer value propositicn.
Thazn, they work closely with key suppliers to bring that propositicn to
rnarket, Considar IKEAs Olle chair, develoned in the late 1990s,
Based on custome: fesdback, designer Evamaria Rosinegard sel out
to create a siurdy, Gurabie kitchen chair thet wouid fitinto any décor,
priced at $52. Once her iniial design was completed and 2pproved,
IKEAS 45 trading offices searched the world and matchied the Olle
with & Crinese suppler, based on both design and cost elficiencies.

Tepather, Ronnegard and the Chinese supglier refined the design
to improve the chair's funciion and reduce its costs. For exemple, the
supplier medified the back leg angle tu prevent the chair from tipping
easity. This also reduced the thickness of the seat withous compro-
mising the chair's strength, reducing both costs and shipping weight.
Howevar, when she learnec that the suppiier planned to use tradi-
tional wood joinery methads te attach the chair back to the seat,
Ronnegard intervered. That would reguire that the ¢hair be shipped
n & costly L-shape, which by tself would intiate the chair's refail price
o $58. Ronnegard convinced the suppier to go with metal bolts
insteacs. The back-and-farth design process worked well. IKEA intro-
duced its still-popular Olle chair at the $52 1arget price. (Thraugh
continued design and marufacturing refinements, IKEA and its sup-
nlier have now reduced the price to just 329.)

Throughout the design and manufacturing process, Ronnegard
was impressed by the depth of the supplier partnership. “My job
really hit home when ¥ got a call from the supglier in China, who had
a question about some aspect of the chaig,” she recalls. “There he
was, haiiway around the warld, and he was calling me about my
chair.” Now, Ronnegard is often on-site in China or India or Yietnam,
working face to face with suppliers as they help to rafing her designs.

Another benefit of close callaboration: with suppliers is that they
can oflzn help IREA to customize its designs i make them sell better
in local markets. [n China, for example, at the suggestion of a local
supplier, IKEA stocked 25C,000 plastic place mats commemarating
the year of the rooster. The place mats sald out in only three wesks.

Thus, befora IKEA can seli the killions of dollars werth of products
its custormer covet, it must first find suppliers wha can help it design
and make atl those products. IKEA doesn'T just rely on spat suppliers
who might be available when needed. Instead, it has systematically
developed a robust netwark of supplier-nartners that relizbly provide
the mare than 12,000 items it stocks. And more than just buying
from supplers, IKEA invoives therr deeply in tha process of design-
ing and making stylish but aftordable products to keap IKEA'S Cus-
tomers coming back, Working fogether, IKEA and its supplisrs have
kapt f2ns like Jen Segrest clamaring for more:

Al least once a year, Jen Segrest, a 36-year-old frasfance Web

designier, and her husband travel 10 hours round-trip from

their home in Middleiown, Ohig, to the IKEA in Schaumburg,
lllinvis, near Chicaga. “Every piece of furniture in my living
racem is IKEA=-—except for an 2nd table, which | hate. And next
time | go to IKEA ' replace it,” says Segresl. To lure the
retailer to Ohio, Saarest has evan staried a blog called GHI
IKEA. The banner on the home page reads “IKEA in Chio— 7
Because man cannot ive on Target alone.”

Sourges, Txtrects, quotes, and sther information from Kerry Capeil,
“Mow the Swedish Refailzr Became a Global Cult Brand,”
BusingssWeek, Movamber 14, 2005, p, 103; Shari Kuiha, “Sehind the
Scanas ab IKEA," The Guardian, Septembear 23, 2005, p. &: Grata Guest,
“Inside [KEAs Forrmula far Globe: Success,” Defroif Free Prass, lune 3,
2008, and "Our Vision: A Batter Everyday Life," accessed at

v ikea com, Decemnber 2006 ’

trucks, geeangoing trawlers, and about anything else you can lmagine. Next,
ChemStation delivers the custom-made mixture to a tank installed at the cus-
tomer’s site. Finally, it maintains the tank by monitoring usage and automatically
reflilling the tank when supplies run low. Thus, ChemStation sells an entire sys-
tem for dealing with the customer's special cleaning problems. The company's
maotta: *Our system is your solution!” Parluering with ap iadividual customer to
tind a full solution creates a lasting relationship that helps ChemStation to fock
out the competition. As noted in an issue of Insights, ChemS5tation's customer

newsletter, “Our customers . . .

supplier.” ¥

oftentimes think of us as more af a partner than a

Sellers increasingly have recognized that buyers like this method aod have adopted
systems selling as a marketing tool, Systems selling is a two-step process. First, the sup-
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System selling: ChemStation does more than simply supply its
customers with cleaning chemicals. “Our customers . . . think of us as more
of a partner than a supplier.”

Buying center

Al ing incividuale and units
thzt play a sol= in the purchase
decision-making process.

Users

Members of the buying
arganization who will actually
use the purchased product or
sarvice.

Infleencers

Peopie in an organization’s
buyirg center who affect the
buying decision: they aften
help cefire specifications and
also provids information for
evaluating alternatives.

Biyers

The peuple in ths
srganization's buying center
wha rmake an actual purchase,
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plier sells a group of interlocking preducts. For exam-
ple, the supplier sells not only glue, but also applica-
tars and dryers. Second, the supplier sells a system of
production, inventary control, distribution, and other
services to meet the buyer’s need for a smocth-running
operation.

Systems selling is a key husiness marketing strategy
for winring and holding accounts. The contract often
goes to the firm that provides the most complete sclution
to the customer’s needs. For example, the Indonesian
government requested bids to build a cement factory near
Jakarta. An American firm’s proposat included choosing
the site, designing the rement factory, hiring the con-
struction crews, assembling the materials and equip-
ment,” and turning the finished factory over to the
Indonesian government, & Japanese firm's proposal
included all of thess servires, plus hiring and training
warkers to run the {actory, exporting the cement through
their trading companies, and using the cement to build
some needed roads and new office buildings in jakarta.
Although e Japanese firm's proposal cost more, it won
the contract. Clearly, the Japanese viewed the problem
not as just building a cement factory {the narcow view of
systems selling) but of running it in & way that would
contribute to the country’s economy. They took the
broadest view of the cuestomer’s needs. This is true sys-
tems seiling.®

Participants in the Business Buying FProcess

Who does the buying of the frillions of dollars” worth of goods and services needed by busi-
ness nrganizations? The decision-making unit of a buying organization is called its buying
center: all the individuals and units that play a role in the purchase decision-making process.
'this group includes the sctual users of the product or service, those who make the buying
decision, those who influence the buying decision, those who do the actnal buying, and those
who contral the buying information.

The buying center includes all members of the vrganization who play any of five roles in
the purchase decision process.”

B8 Users are members of the organization who will use the product or service. In many cases,
users initiate the buying proposal and help define product specifications.

@ Influencers often help define specifications and also provide information for evahating
allernatives. Technical personnel are particularly important influencers.

8 Buyers have formal authority to select the suppliar and arrange terms of purchase. Buyers
may help shape product specifications, but their mafor role is in selecting vendors and
negotiating, In more complex purchases, buyers might include high-level officers partici-
pating in the negotialions,

@ Deciders have formal or informal power to select or approve the final suppliers, In routine
buying, the buyers are ofien the deciders, or at least the approvers.

@ Gatekeepers control the flow of information to others. For example, purchasing agents
often have authority to prevent salespersons from seeing users or deciders. Other gate-
keepers incinde technical persannel and even personal secretaries.

The buying center is not a fixed and formally identified unit within the buying organiza-
tion. It is a set of buying roles assumed by different people for different purchases. Within the
organization, the size and makeup of the buying centec will vary for diffevent products and for
different buying situations. For sume rouling purchases, one person—say a purchasing
ageni—may assume all the buying center roles and serve as the only person involved in the
buying decision. For mora complax purchases, the buying center may include 20 or 30 people
from: different levels and depactments in the organization.



actually use its products.

Geciders

People i= the organization's
buying centar who save
formal or informal oower to
sglect or approve the finai
suppliers.

Gatekeepers

Peoole in the organizations
buying center who control the
flow of infarmatior to others,

7 Buying Center: Cardinal Health deals with a wide range of buying influences,
from purchasing executives and hospital administratars ta the surgeons who
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The buying center concept prescnts a major
marketing challenge. The business macketer
must leatn whe participates in the decision, each
participant’s relative influence, and what evalua-
Hon criteria each decigsion participant uses. For
example, the medical products and services
group of Cardinal Health sells disposable surgi-
cal gownms to hospitals. It identifies the hospital
personne] invelved in this buying decision as the
vice president of purchasing, the operating reom
administrator, and the surgeons. Each participant
plays a different rale. The vice presicent of pur-
chasing analyzes whether the hospital should
buy disposable gowns or reusable gowns. 1f
analysis favors disposable gowns, then the oper-
aling room administralor compares competing
praducts and prices and makes a chaice, This
administrator considers the gown's absorbency,
antiseptic quality, design, and cost and normally
buys the brand that meets requirements at the
lowest cost. Finally, surgeons affect the decision
later by reporting thsir satisfaction or dissatisfarc-
tion with the brand.

The buying center usually includes some obvious participants who are involved for-
mally in the buying decision. For example, the decision to buy a corporate jet will probably
involve the company’s CEQ, chief pilot, a purchasing agent, some legal staff, & meimnber of tap
management, and others formally charged with the buying decision. It may aJso involve less
obvious, informal participants, some of whom may actually make or strongly affect the buy-
ing decision. Sometimes, even the people in the buying venter are nel aware of all the buying
participants. For example, the decision about which corporate jet ta buy may actually be
made by a corporate board member who has an interesl in flying and who knows a lot about
airplanes. This borrd member may work behind the scenes to sway the decision. Many busi-
ness buying decisions result from the complex interactions of ever-changing buying center
participants.

S S S K il

Winjor Infiuences on Business Buyers

Business buyers are subject to many influences when they make their buying decisions.
Some marketers assume that the major influences are economic. They think buyers will
favor the supplier whe offers the lowest price or the best product or the most service. They
concentrate on offering strong economic benefits to buyers. However, business buyers actu-
ally respond to both economic and personal factors. Far from being cold, calculating, and
imypersonal, business huyers are human and social as well. They react to both reason and
emotion.

Today, most B-to-B marketers recognize that ematjon plays an mperlent role in busi-
ness buying decisions. Ior example, you might expect that an advertisement promoting
large trucks to corporate fleet buyers would stress objective technical, performance, and
exonomic factors. However, one ad for Volvo heavy-duty trucks shows two drivers arm-
wrestling and claims, "It solves all your Hest problems. Except who gets to drive.” It turns
out that, in the face of an industry-wide driver shortage, the Lype of truck a flect provides
can help it to attract qualified drivers. The Volvao ad stresses the raw beauty of the truck
and its comfort and roominess, features that make it ruore zppealing to drivers. The ad con-
cludes that Volvo trucks are “built to make fleats more profitable and drivers a ot more
passessive,’™®

When suppliers’ nffers are very similar, business buyers have little basis for strictly
rational choice. Because they can meel arganizational goals with any supplier, buyers can
allow personal factors to play a larger role in their decisions. However, when competing
praducts differ greatly, businass buyers are more accountable for their choice and tend to pay
more attention to ¢conomic factors. Figure 6.2 lists various groups of influences on business
buyers—ervironmental, organizational, interpersonal, and individual.®
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Problem recognition

Tne first sizge of the business
buying progess in which
samaenneg in ke campany
recognizes & problem or meed
that can be met by acquiring
a good or a service.

General need description
The stage in the business
buying process in which the
company describes the
general characteristics and
quantity of a needed iem,

Product specification

The stage of ihe business
Buying pracess in which the
Buying organizaticn decides
on and specifies the best
techrical product
characteristics for 3 needed
iter.

Value analysis

An approach fo cost
recuclicn in which
cornpananis are sfudied
carefully io determine if they
can be redesigned,
standardized, or made by less
zostly snelhods of production.

FIGURE 6.3 siages of the business buying process
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wear tags thal tabel therm as “key decision maker” or “not influential.” Nor do buying center
participants with the highest rank always have the most influence, Participants may influence
the huying decision because they control rewards and punishments, are well liked, have spe-
cial expertise, or have & special relationship with othet important participants, Interpersomal
faciors are often very sublle, Whenever possible, business markelers must try to vuderstand
these factors and design strategies that take them into account.

dividual Factors

Each participant in the business buying decision process brings in personsl molives, percep-
tions, and preferences, These individual factors are affected by personal characteristics _such
as age, income, education, professional identification, personality, and attitudes toward risk,
Also, buyvers have different buying styles. Some may be technical types who make indepth
analyses of compstitive proposals before choosing a supplier. Other buyers may he intuitive
negotiators who are adept at pitling the sellers against une another for the best deal.

The Business Buying Process

Figure 6.3 lists the eight stages of the business buying process.’ Buyers who face a new-lagk
buying situation usually go through all stages of the buying process. Buyers making modified
or straight rebuys may skip some of the stages. We will examine these steps for the typical
new-task buying situation.

FProblem Recognition

The buying process begins when someone in the company recognizes a problem ur need that .
can be met by acquiring a specific product or service. Problem recognitivn can result from inter-
nal or exiemal stimuli, Internally, the company may decide to launch a new product that
requires new production’equipment and materials. Or a machine may bresk down and need
new parts. Perhaps a purchasing manager is unhappy with a current supplier’s product quality,
service, or prices. Exlernally, the buyer may get some new ideas at a trade show, see an ad, or
receive a eall from a salesperson who effers a better product or a lower price. In fucd, i thoir
advertising, bosiness marketers often alert customers to potential problems and then show how
their products provide solutions, For example, Kodak Health Tinaging ads point out the com-
plexities of hospital imaging and suggest that with Kodak, “complexity becomes clarity.”  °

General Mesd Desoription

Having recognized a need, the buyer next prepares a general meed descriplion that
describes the characleristics and quantity of the needed item. Faor standard items, this
process presents few problems. For complex items, however, the buyer may need to wark
with athars—angineers, users, consultants—tio define the item. The team may want to rank
the immportance of reliability, durability, price, and other atlributes desired in the ftem. In
this phase, the alert business marketer can help the buyers define their needs and provide
information about the value of different product characterislics.

Product Bpecification

The buying organization next develops the item’'s techuical producl specifications, often
with the help of a value analysis engineering team. Value analysis is an approach to cost
reduciion in which compenents are studied carefully to delermine if they can he

Product
specification

" Problem
. recognition 7

: "O'r_de:r;'rjot:,jtine'- g
specification .
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Picture this: Consolidated Amalgamation, Inc., thinks it's
tirne that the rest of the world enjoyed the same fine prod-
uets it has offered American consumers for wo gererations, H dis-
patches Vice Prasident Harry E. Slicksmiie o Europe, Africa, and Asia
to explore the territory, Mr, Slicksmite staps first in Londan, wheee he
makes short work of same bankerss—he rings them up on the phone.

He handles Parfsians with similar ease: After securing a table at Ls Tour

d'Argent, he gresls his luncheon guest, the airector of an industrial

engineering firm, with the wards, “lust call me Harry, lacaues.”

I Germary, Mr. Shcksmile is a powerhouse. Whisking through a
lavish, state-of-the-art marketing presentation, complete with flip
charts and audhovizuals, fe shows ‘e that this Geargia bay knows
how to make a buck. Heading on to Milan, Harry strikes up a conver-
saticn with the Japanese businessman sitting next to him on the plane.
He flips his card onto the guy's tray and, when the two say good-bye,
shakes hands warmly and clasps the man's right arm. Laier, for his
appointment with the owner of an lislian packaging design firm, cur
herz wears his comfy carduroy sporf coat, shaki parcts, and Topsiders.
Everytody knows Halians are zany and laid back.

Wir. Slicksmile next swings through Saudi Arabsa, where he coolly
presents a potential ciient with a multimiliion-doilar proposal in a classy
prgskin binder, His final stop is Beifing, China, where he talls business

aver lunch with a group of Chinase execuiives. After completing the

. meal, he drops his chopsticks inte his bowl of rice and presents @ach

guest with 2n elegant Tifany clock 2 a reminder of Ris skt

A great tour, sure to generate a pile of orders, rght? Wrorng. Six
manths later, Consolidated Amalgamaticn has nothing to shaw for the
trip but 2 stack of bills. Abroad, they weren't wild about Harry,

This hypothetical case has been exspgerzted for emphasis.
Armnericans are saldom such dolts, But experts say success in inter- = e TR e L e e T
national business has & Iot to do with knowing the territory and 5 American companies must help their managars understand
resnle. By learning English and extending themselves in ofher ways,  internatiopal customers and custams. For example, Japanese peaple
the world's bisiness leaders have met Americans more than NafWway.  revere the business card as an extension of self—they do not hand it
In contrast, Americans fco often do lithe except assume that athess gyt tg people, they present it
wilt rmarch to their music, “We want things to be "Amarican’ when we
traval, Fast. Converient. Easy. S0 we Decome ‘vgly Americans' by

redesigned, standardized, or made by less costly methods of production. The team decides
on the best product characteristics and specifics thew accordingly. Sellers, too, can use
vabig analysis as a tool to help securs a new account. By showing buvers a betler way to
make an object, vutside sellers can turn straight rebuey situations into new-task sitnations
that give them a chance Lo obtain new business.

B INeEs
Supplier search The buyer now conducts a supplier search te find the best vendors. The buyer can compile a
The slege of lhe Dusiness small list of qualified suppliers hy reviewing trads directoriss, doing computer searches, or
Duying process in which the phaning other cormnpanies for recommendations. Today, more and more coffipanies are turning
buyer tries o find the best to the Internel to find suppliers. For marketers, this has leveled the playing field—the Internet
vibrelors, gives smaller suppliers many of the same advantages as larger competitors.

The newer the buying task, and the more complex and costly the item, the greater the
amount of time the huyer will spend searching for suppliers. The supplier’s task is to gel
listed in major directories and build 4 geod reputation in the marketplace. Salespeople should
watch for companies in the process of searching for suppliers and make certain that their firm
is considered.
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demanding that others change,” says one American world trace
expert. "l think rnore business wauid be done if we tried harder.”

Paar Harry tried, all right, but in all the wrong ways. The British do
not. a3 a rule, make deals gver the phone as much as Americans do.
it's not so much a “cuftural” differance as a difierence in approach. A
proper Frenchmar: aeither tkes instant familiarity—auestions aboet
family, church, ar alinag matar—nar refers 1o strangers by their first
names, “That poor feliow, Jacques, probably wouldn't show anything,
but he’d recuil. He'd nof be pleased,” explains an expert an French
busingss practices. “li's cansidered poor tasie,” he continues. “Even
after months of business dealings, I'd waii for him or her to make the
irwitation [to use first names]. . . . You are always right, in Europe, 1o
say Mister "

Harry's flashy presentation woulc ligely have been a flop with the
Germans, who dislike overstaterment and showiness. According to
one Gerrman expert, however, German busingssmen have become
accustarned to dealing with Americans. Although differences in body
language and customs remain, the past 20 vears have scfiened
therms. “| fiugged an American woman at a busingss meeting tast
night,” he said. "That wouid be normal in France, but [older]
Germans still have difficully Twith the custom).” He says that calling
secretaries by their first names would still be considered rude: “They
have a right to be called by the surmame. You'c certainly ask---and
gat—parmission first.” In Germany, people address each other for-
mally znd correclly—soineons with two doctorates twhich is fairly
commen) must be referred 1o as "Herr Doktar Doktor”

When Harry Slicksmile grabbed his new Japansse acquainiance
by the arm, the exacutive probably considered him disresrectful and
presurnpiuous. Jspae, like many Asian countiles, is a "rg-contact
cullure” i which even shaking hands is a strange experience. Harry
rmade matters worse by tossing his business card. Japaness people
revere the husiness card 2s an extension of seif and a5 an indicator of
rank. They co not fand it to people, they present t—with both
hands. in addition, the fapanese are sticklers doout rank. Unlike
Americans, they don't heap praise on subordinates in a room; they
will pranse only the highest-racking official present.

Hapless Harry also goofed when he assumed that Halians are k=
Huolywnod's sierectypes of them. The flair for design and style thar has
characterized Italian culture for centuries is embadied in the busi-
nesspecple of Milar and Rome. They dress beautifuily and admire
flgir, but they blanch at garishness or imprapricty in others” alijre,

To the Saudi Arabians, the pigskin binder would have been cen-
siderad vilz, An American salesman who really did present such a
binder was unceremoniously tossed out and his cornpany was hlack-
listed from working with Saudi businesses. In China, Harry's casually
dropping his chopsticks could have been misinterpreted as an act of
agpression, Stabbing chopsticks into a bowl of rice and leaving them
sipnifies death ta the Chinese. The clocks Harry offered as gifts might
nave confirmed sech dark intentions. To “give a clock” in Chinese
sounds the same as “sesing scmeane off o his end.”

Thus, to compete successfully in giobal marksts, or even to desl
eflectively with infernational firms in their home markets, comparnies
must help thewr managers to understand the needs, customs, and
cultures of international businass buyers, “When doing business in a
fareign country and a foreign cullure—oarticularly a non-Westarn
cullure—assueme nothing,” advises an intermationai business special-
ist. “Take nothing for granted. Turn every stone. Ask every quastian.
Dig intr every detail. Because cuituses really are different, and those
differences can have a major impact.” S0 the old advice i= still gond
acvice: Wren in Rome, do as the Romans do.

Sources: Portions adapted fram Susan Hare, “Whan in Rorme, Yoo
Showdd Learn to Do What the Romans Do,” The Aflanfa Journal-
Constitution, January 22, 1990, pp. D1, D&. Additional examples can be
faund 10 David A, Ricks, Blunders In fnternationa! Busingss Around (e
Wortd (Malden, MA; Blackwell Puslishicg, 20000; Terri Maorrison,

Wayne A. Conway, and Jaseph J. Douress, Dun & Bradstreat’s Guide to
Daing Business (Upper 3addle River, NI Prantice Hall, 2000); Jarma K.
Sebenius, *Tha Hidden Challenge of Cross-Barder Negoiiatons,” Hanard
Business Review, March 2002, pp, 76-85; Russ Thompson, “Last in
Trarslation," Medical Marketing and Madia, March 2005, p, 82, and
information accessed at wwaw execuiiveplanet.com, December 2006.

In the proposal solicitation stage of the busiress buying process, the buyer invites qualilied
suppiiers to submit proposals. In response, some suppliers will send only a catalog or a sales-
person. However, when the item is complex or expensive, ihe buyer will usually require
detailnd written propesals or formal presentations from sach potential supplier.

Business marketers must be skilled in researching, writing, and presenling proposals in
response to buyer proposal solicitations. Propesals shautd be marketing documents, not just
technical documents. Presentations should inspire confidence and should make the mar-
koter's company stand owt from the competition.

! Propaosal selicitation

The stzge of the Husiness
buying prucess in which the
buyer iretes cualkfied
suppsiers lo 2qhmil procosals.

Supplier selection

The stage of the business

buying process in which the

Buyer rewizws proposals and

'} selects a supplisr o
suppliers.

The members of the huying center now review the proposals and select a supplier or suppli-
ers. During supplier selection, the buying cenler often will draw up a list of the desired sup-
plier atiributes and their relative importance. In one survey, purchasing executives iisted the
following attributes as raast important in influencing the relationship hetween supplier and
customer: quality products and services, on-time delivery, ethical corporate hehavior, honest
communication, and competitive prices. Other important factors include Tepair and servicing
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Ordes-routine specification

" The stage of the business
Duying process in which the

buyer writes the final order
with the chosen supplier(ss,
listing the technical
specifications, guantity
negded, expected time of
tletivery, return palicies. and
warrantias.

Performance review

" The stage of the business

buying process in which the
bxsver assesses the
performance of the supplier
ard decides to continue,
madify, or drop the

arrangement.

capabilities, technical aid and advice, geographie lncation, performance history, and reputa-
tiop. The members of the buying center will rate supplisrs against these attributes und iden-
tify the best suppliers.

Buyers may attempt to negoliale with preferred suppliers for better prices and tersns
before making the final selectons. Inn the end, they may select a single supplier or a foew sup-
plisrs. Many buyers prefer multiple sources of supplies to avoid being totally dependent on
one supplier and to allow comparisons of prices and performeance of several supplisrs over
time. Today's supplier development managers want to develop a-full network of supplier-
partners that can help the company bring more value to its customers.

Order-Boutine Specifisaiion

The buyer now prepares an erder-routine specification. It includes the final order with the
chosen supplier or suppliers and lists items such as technical specifications, quantity needed,
expecled time of delivery, return policies, and warrantiss. In the case of maintenance, repair,
and operating items. buvers may use blankel conlracts rather than periodic purchase orders.
A blanket contract creates a longterm relationship in which the supplier promises to resupply
the buyer as needed at agreed prices for a sel tine pericd.

Many large buyers now practice vendor-managed invenfory, in which they twrn aver
ordering and inventory responsibilities to their suppliers. Under such systems, buyers share
sales and inveatory information directly with koy suppliers. The suppliers then monitor
inventories and replenish stock automatically as needed. ' ' '

Peaviormance Beriew _

In this stage, the buyer reviews supplier performance. The buyer may contact vsers and ask
them to rate their satisfaction. The performance review may lsad the buyer to continue, mod-
ify, or drop the arrangement. The seller’s job is to monitor the same factors used hy the buyer
to make sure that the seller is giving the expected satisfaction.

The sight stage buying-process model provides a simple view of the business buying as it
might oceur in a new-task huying siluation. The aclual process is usually much more com-
plex. In the modifiad rebuy or straight rebuy situation, some of these stages would be com-
pressed or bypassed. Each organization buys in its own way, and each buying situation has
unigue raquirements.

Different buying center participants may be involved at different stages of the provess.
Although certain buying-process steps usually do occur, buyers do not always fallow them in
the samne order, and they may add other steps. Often, buyers will repeat cerlain stages of the
process. Finally, a cugtomer rclationship might involve many different types of purchases
ongoing at a given time, all in different stages of the buying process. The seller must manage
the total customer relationship, noet just individual purchases.

E-Procurement: Buying on ths Internet

During the past faw years, advances in informatice technology have changed the face of the
B-to-B marketing process. Online purchasing, often called eprocurement, has grown rapidly.

Companies can do e-procurement in any of several wavs. They can set up their own
company buying sites. For exwmnple, GE operates a company trading site on which it posts ifs
buying needs and invites bids, negntiates terms, and places orders. Or the company can create
axtranet links with key suppHers. For instance, they can create direct procurement accounts
with suppliers such as Dell or Office Depot throngh which company buyers can purchase
equipment, materials, and supplies.

B-to-B markelers can help customers who wish to purchase online by creating well-
desipned, easy-to-uss Web sites. For example, HioB magazine regularly rates Hewlett-
Packard’'s B-to-B Web site among very best.

The HP site consists of some 1,900 site aregas and 2.3 willion pages. Il inlegrates an
enormous amount of product and company information, putting it within only a
few mouse clicks of customers’ computers. IT buying decision makers can enler
the site, click directly into their customer segment-—large enterpriss business;
small or medium business; or government, health, or educational institution—and
guickly find product vverviews, detailed technical information, and purchasing
solutions.
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The sjte lels customers create cus-
tomized catalogs for frequently pur-
chased producks, set up automatic
approval routing for orders, and con-
duct end-to-end transaclion process-
ing. To build deeper, more perscnat-
ized online relationships with
customers, Hf.com features flash
deros that show how Lo use the site,
e-newsletters, lve chats with sales
reps, online classes, and real-time
customer support. Tha site has really
paid off. Roughly 55 percent the
company’s total sales now tome
from the Web site.}?

15 e st e £ v

H-procurement gives Duyers access io
‘new suppliers, lowers purchasing costs, and

I 2alean sl hastens order processing and delivery. In.
To help customers who wish to purchase gnline, HP's Web site consists of some turn, business marketers can connect with
1,500 site areas and 1 million pages. It provides product averviews, detasited technical customers online to share marketing infor-
information, purchasing solutions, e-newsletiers, live chats with sales reps, online mation, sell products and services, provide
classes, and real-time customer support. customer support services, and maintain

ongoing customer relationships.

So far, most of the products bought online are MRO materials—maintsnancs, repair, and
operations. For instance, Hewlett-Packard spends 95 percent of its $13 billion MRO budget
via e-progurement. And last year Delta Afr Lines puschased $6.2 billion worth of fuel online.
National Semiconductor has automated almost all of the company’s 3,500 maonthly requisi-
tions to buy materials ranging from the sterile booties worn in its fabrication plants to state-of-
thg-art software. Even the Baltimore Agquarium uses e-procurement Lo buy everything from
exotic fish to feeding supplies. It recently spent $6 billion online for architectural services
and supptlies to help construct a new exhibit * Animal Planet Australia: Wild Lxtremss.” 2

The actual dollar amount spent on these types of MRO materials pales in comparison lo
the amount spent for items such as airplane parts, computer systems, and steel tubing. Yet,
MRO materials make up 80 percent of all business orders and the transaclion costs for order
processing are high, Thus, companies have much to gain by streamlining the MRO buying
process on the Web.

Business-to-business e-procurement yields many benefits. First, it shaves lransaclion
costs and results in more efficient purchasing for both buyers and suppliers. A Web-powered
purchasing program eliminates the paperwork associated with traditional requisition and
ardering procedures. One recent study found that e-procurement cuts down requisition-to-
urder costs by an average of 58 percent.'?

E-procurement reduces the time betwean order and delivery. Time savings are particularly
dramatic for companies with many overseas suppliers. Adaptec, a leading supplier of computer
storape, used an extranet to tie all of its Taiwansse chip suppliers together in a kind of virtual
family. Now messages from Adaptec flow in seconds from its headmuarters to its Asian partners,
and Adaptec has reduced the time between the order and delivery of ils chips from as long as 16
weeks to just 55 days—the same turnaround time for companies that build their own chips.

Finally, beyond the cost and time savings, e-procurement frees purchasing people to
focus on more-strategic issues. For many purchasing professionals, going online means reduc-
ing drudgery and paperwork and spending more time managing inventory and working cre-
atively with suppliers. “That is the key,” says Lke HF execulive. “You can now focus people
on value-added activities. Procurement professionals can now find dilferent sources and
work with suppliers to reduce costs and to develop new products.”*

The rapidly cxpanding use of e-purchasing, however, also presents some problems. For
example, at the same time that the Web makes it possible for suppliers and costomers to share
business data and even cullaborate ou product design, it can alse erode decades-old customer-
supplier relationships. Many firms are using the Web to search for better suppliers.

E-purchasing can also create potential security disasters. Althongh e-mail aitd home
banking transactions can be protected through basic encryption. the secare environment that
husinesses need to carry out confidential interactions is often still lacking. Companies are
spending millions for research on defensive sirategies to keep hackers at bay. Cisco Systems,
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_Institutional market
Schaals, hospitals, nursing
homes, prisons, and other
imstitulions that provide goods
and services to people in therr
care,

B Institutional markets: Heinz produces, packages, and prices its products
differently to betteyr serve the requirements of haspitals, cafleges, and ather

institutional markets.

Government market

Gevernmental units—federal,

state, and iocal—that
purchsse or rent goods and.
services for caznying out the
main functions of
BOVEMment.
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for exarnple, specifies the types of routers, firewalls, and security procedures that its partners
must use to safeguard extranet connections. In fact, the company goes even further—it sends
its own security engineers to examine a partner’s defenses and holds thé partner liable for any
security breach that originates from its computer.

i Institutional and Government Markets

So far, our discussion of organizational buyiog has focused largely on the buying behavior of
business buyers. Much of this discussion also applies to the buying practices of institutional
and government organizations. However, these two nonbnsiness markets have additional
characteristics and needs. In this final section, we address the special features of institutional
and government markets.

Institntional Markets

The institutinnal market consists of schools, hospitals, nursing homes, prisons, and other
instilulions that provide goods and services to people in their care. Institutions differ from
one another in their sponsors and in their objectives. For example, Tenel Healthcare runs 70
far-profit hospitais in 12 states. By contrast, the Shriners Hospitals for Children is a nonpiofit
organization that provides free specialized healih care for children, and the government-run
Veteran Affairs Medical Centers located across the country provide special services to veter-
ans.1? Each institulion has different buying needs and resources.

Many institutional markets are characterized by low budgets and captive patrons. For
example, hospital patients have little choice but to eat whatever fvod the hospital supplies. A
hospital purchasing ageat mast decide on the quality of food ta buy for patients. Because the
food is provided as a part of a total service package, the buying objective is not profit. Nor is
strict cost minimization the goal—palients receiving poor-quality foad will complain Lo oth-
ers and damage the hospital’s reputation. Thus, the hospital purchasing agent must search for
institutional-fuod vendors whose quulity meets or exceeds a certain minimum standard and
whose prices are low.

hiany marketers set up separate divisions to
meet the special characteristics and needs of
institutional buyers. For example, Heinz pro-
duces, packages, and prices its ketchup and
other condiments, canned soups, Irozen
deuserts, pickles, and olher products differently
to better serve the requircments of hospitals,
colleges, and other institutional markels. Nearly
20 percent of the company's salog come from. its
.5, Foodservice division, which includes insti-
tutional customers. 1%

Government Markets ;

The gavernment market offers large opportuni-
ties for many companies, both big and small. In
most countries, government organizations are
major buyers of goods and services, In the
United States alone, federal, state, and local
governments contain more than 82,000 buying
units. Government buying and business buying
are similar in many ways. But there are aiso
differences that mmust be understood by companies that wish to sell products and services to
governtnents. Ta succeed in the povernment market, sellers must locate key decision mak-
ets, identify the [actors that affect buver behavior, and upderstand the buying decision
[IrOCess.

Governmlent organizations typically require suppliers to submit bids, and normally they
award the contract to the lowest bidder. In some cases, the government unit will make
allowance for the supplier’s superior quality or reputation for completing contracts on time.
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Governmenls will also buy on & neguotialed contract basis, primazily in the case of complex
projects involving major R&D costs and risks, and fu cases where there is little competition.

Government organizations tend to faver domestic suppliars over foreign suppliers. A
major complaint of multinationals operating in Furope is that each country shows favoritism
toward its nationals in spite of superior offers that are made by foreign firms. The European
Ecoromic Comutission is gradually removing this bias.

Like consumer and business buyers, governmenl buyers are affected by envirnnmental,
organizational, interpersonal, and individual factors. One unique thing ahoui government
buying is that it is caxefully watched hy outside publics, ranging from Congress to a variety of
private groups interested in how the government spends taxpayers’ money. Because their
spending decisions are subject to public review, governient vrganizations require consider-
able paperwork from suppliers, who often complain ahaout excessive paparwork, bureaucracy,
regulations, decision-making delays, and frequent shifts in procurement personnel.

Given all the red tape, why would any firm want to do business with the US. govern-
ment? The reasons arve quite simple: The U.S. government is the world's Targest buyer of prod-
ucts and services—and its checks don’t bounce. For exumple, last year, the federal government
spent a whopping 565 billion on information technology alone. The Transportaiion Security
Agency spent more than $380 millian just for electronic baggage screening technalongy.?”

Most governments provide would-be suppliers with detailed guldes describing how to
sell to the government. For example, the U.S. Small Business Adminisiration publishes a
guide entitled U.5. Government Purchasing, Specifications, and Sules Directory, which lists
products and services frequently bought by the federal government and the specific agencios
most fraquently huying them. The Government Printing Office issues the Commerce Business
Daily, which lists major cwrrent and planned purchases and recent contract awards, both of
which can provide leads to subcontracting markets, The U.S. Commerce Department pub-
lishes Business America, which provides interpretations of government policies and pro-
prams and gives concise infurmation on potential worldwide trede opporturities.

In sgveral major cities, the General Services Administration operates Business Service
Centers with staffs to provide a complete education on the way government agencies buy, the
steps that supplicrs should follow, and the procurement opportunides available, Various trade
magazines and associations provide infommation un how to reach schools, hospitaks, highway
deparimenis, and other government agencies. And almost alt of these government organiza-
tions and associations maintain Internet sites offering up-to-date information and advice.

5till, suppliers must master the system and tind ways to cut through the red tape, espe-
cially far large government purchases. Consider Envisage Technologies, a small software
developmenl company that specializes in Internet-based training applications and human
resource management platforms. All of its contracts fall in the government scctor; 65 percent
are with ths federal government. Envisage nses the General Services Adminisiration (GSA}
Web sito to gain access to smaller procurements, often receiving responses witiiin 14 days.
Heowever, it puts the mast swaat into seeking large, highly coveted contracts, A comprehen-
sive bid proposal for one of these contracts can easily run from 600 to-700 pages because of
federal paperwork requirements. And the company’s president estimates that lo prepare a sin-
gle bid propesal the firm has spent as many as 5,000 man-hours over the course of a few
years, 1¥

Noneconomic criteria also play a growing role in government huying. Government buyers
are asked to favor depressed business firms and areas; small business firms; minority-owrned
tirms; and business firms thal avoid race, gender, or age discrimination. Sellers need to keep
these factors in mind when deciding to seeL povernment business.

Many companies that sell to the government have not been very marketing criented for a
number of reasons. Total government spending {s determinad by elected offietals rather than
by any marketing effort to develop this market. Government buying has emphasized prica,
making suppliers invest their effort in technology to bring cests down, When the product’s
characteristics ave specified carefully, product differentiation is not a marketing factor. Nor do
advertising or personal selling matter much in winning bids oo an open-bid basis,

Several companies, however, have established separate government marketing depart-
ments, including GIi, CDW, Kodak, and Goodyear. Thess companies anticipate government
needs and projects, pariicipate in the product specification phase, gather competitive intelli-
gence, prepare bids carefully, and produce stronger communications to describe and enhance
their companies' reputations.

Qther companies have sal up customized marketing programs for government buyers. For
exammple, Dell has specific business units tailored to meet the needs of federal as well as state
and local government buyers, Dell offers its customers tailor-made Premier Dell.com Web
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pages that include sperial pricing, online purchasing, and service and support for each city,
state, and federal government entity. _

During the past decade, a great deal of the government’s buying has gone online. The
Federal Business Opportunities Wehb site (www.FedBizOpps.gov) acts as & single government
point of entry for federal governinent procurement opportunities over the amount of $25,000,
The three federal apencies that act as purchasing agents for the rest of government have also
launched Web sites supporting online government purchasing activity. The GSA, which
influences more than one-quarter of the federal government's total procurement dollars, has
set up a GSA Advantage! Web site (www.gssadvantage.gov). The Defense Logistics Agency
offers a Procurement Gateway (hitp:/fprogate.daps.dla.mil) for purchases by America'’s mili-
tary services. And the Departmant of Veteran Affairs facilitates e-procurement through its VA
Advaniage! Web site {hiips://vaadvantage.gsa.gov].

Such sites allow authorized defense and civilian agencies o buy everything from office
supplies, foed, and information technology equipment to consbruction services through
online purchasing. The G5A, VA, and DLA not only sell stocked merchandisg through their
Web sites bul also create direct links hetween buyers and contract suppliers. ot example, the
branch of the DLA that seils 160,000 types of medical supplies to military forces transmits
orders directly to vendors such as Bristal-Myers. Such Intornet systems promise to eliminate
mch of the hassle somstimes found in dealing with povernment purchasing.®

== Reviewing the Concepts

Business markess and consumer markats 2re alike in sorne key ways. For 3. List and define the steps in the business buying decision process,

exarmple, both include peaple in buying roles whno make pizrchase deci-
sions to satisfy reeds. But business markets also ditfer in rany ways
from consumer markats. For one thing, the businzss market is enarmous,
far larger than the consurner market, Within the United States alone, the
husiness market includes organizations that annuslly purchase tiiilions of
dollars’ worth of goog's and services.

1.

r

Defing the business market and explain how business markets differ
from cansumer markets. .
Busingss buyer hehavior refers to the uying hehavior of the arganize-
tions that buy gonds and services for use in the production of other
oroducts and services that are sold, rented, or supplied to others. It
also includes the behavior of retailing and wiholesaling firms that
acquire gaads far the purpose of reselling or rerwng them 1o Sthevs at
a profit,

As comparad ta consumer markets, business markels usually
have fewer, larger buyers who are more gecgrachically concenzrated.
Business demand is derfved, largely nefastic, and more Fuctuating.
More huyers arg usually involved in the Dusiness Cuying decisior, and
pusiness buyers arg better trained and more professional than are
consumer buyers. | general, business purchasing decisions are
more cornplex, and the buying process is more formal than consumer
ouying.

Igentify the major factars that influence business huyer hghaviar,

Business buyars make decisions that vary with the threa types of
buping situations: straight rebuys, maodified rebuys, and new tasks.
The decisioa-making unit of 8 buying arganization—the buving
center—can consist of many different persens playing many differ-
ent roles. The business marketar nesds o know the following: Who
ara the major buying center participanis? In what decisicens do they
exarcise influence and to what degree? What evaluaticn criteria
does each decisian pariicipant use? The business marketer alss

-needs to understand Lthe major environmenial, oreanizatenal, inter-

nersanal, and individual influences an the buying process.

The business buving decision process itself tan be quite invelved,
with eipnt basic steges: prooter recagnition, general need descrip-
tion, prodict specification, suppliar search, praposal spicitation:, sup-
plier sefection, ordec-routine specification, and pedformance raview.
Buyers who face a new-task buying situakion usually wa through all
stages of the buying process. Buvers making modified or straight
rebuys may skip some of the stages. Companies must manage the
overall customer redationship, which aften includes marny differant
bueying decisions in varigus slages of the buying decisior process.
Recent advances in informatian technalogy Nave givan birth ta
“e-procurement,” By which busingss buyers are gurchasing all kinds of
products and services online. The nternet gives business bHuYErs access
to new suppliers, lowers purcnasing costs, and hastens order process-
ing and delivery. However, e-procurement can also erode customer-
supplier relationships and create potential security problems. Still, busi-
ness marketars are increasingly conneciing with customers online to
share marketing informaticn, sell products and services, provide cus-
tomer support services, and maintain ongoing customer relationships.

. Compare the institutional and government markets and explain fiow
Jnstitutional and government bilyers make their hying decisions,

The institubona! market cansists of schools, hespitals, prisons, and
oimer institufions that provide goods and services to peaple in their
care, Thess markets are characlerized by low budgets and captive
patrons. The govermment markel, which is vast, consists of govern-
ment units—federal, state, and lpcail—that purchase or rent goods
and servicas for carving cut the main funcians of government,
Governmeni buyers purchase products aad services for defense,
education, cublic weifara, and other gublic needs. Government biuying
practices are highly speciaiized and specified, with open bidding ar
negotiated contracts characterizing most of the buying. Government
ouyers operate urder the watchful eye of Congress ang many private
watchdog grou ps. Hange, they tend to require rmore forms and signa-
tures and to respand mare slowly and dokiberataly when placing ordars.
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=== Discussing the Concepts

1.

2.

3.

1.

2

Heow do the markat stpiciure and demand of the business markets
for trtel's micraprocessar chips differ from those of final consumer
markels?

Discuss sevaral ways in which a straight rebuy differs from & rew-

task situation.

In @ buying ceniar purchasing progess, which bBuying center

participant—sa buyer, decider, gatekeeper, influencer, or user—is

mast likely 10 make eacn of the following siatements?

B “This bonding agent better be good, Gecause | have ko odt this
product together”

= “| spacified this banding agent on another job, and it worked
for them.”

| “Wilhout an appointment, no sales rep pets in o see Mr
Johrsen.”

Applying the Concepts

Burst-of-Energy is a food product positioned in the exireme sports
mazkel as a parformance erhancer. A distributor of the product
has seen an upward shift in the demand for the praduct {depicied
in the figure ak the right). The manufacturer has doene nothing *o
generate this demans, but there have been a couple of reports
that two poouiar celetsities were phologtaphed with the product.
Couid something like this hapoen? Based on the figure, how would
you characterize the demand for the product? Is it elastic or inglas-
tic? Would vou call this an sxample of {fluctuating demand?
Suppart your answers,

Assuma that you own 8 markei research consyiling firm that spe-
rializes in conducting focus graugs for food mandafaciurers, Your
customers ara marketing managers and market rezearch managers
at these farge firms, Qutling your business consumers’ buying
process and explain how you £an improve your chances of being
lrired at each step of the process.

' Fozus on Techmology

Social netwarking is a not topic in internet rmarketing. Wek sies including
frierdster.com and myspace.com ara crowded mesting grounds for Web
visitars wiho are hoping to get connecled online. Saciai networking is also
a growing technalogy for B-o-B interactions. From finding services, 'ocat-
irg apporiunities, even recruiting board members, these sites offer what
business consumers naed. InnarSall.cam 1s & company that is using

COrder-routine specification 172
Perfarmmance roview 172
Problem recognition 169
Product specification 169
Proposal salicitation 171 Users 166
Straight rebuy 163

Supplier developmant 162
SUpplier search 170
Supplier selection 171
Systems selling 184

Valug analysis 169

2 "Chey, it's a deal—we'lt buy it.”
@ "Il place the wrder first Bhing tomoriow.”

4, Duiline the major influences on business buyers, Wny is it ipor-

tant tor the busingss-lo-business buyer to understand hese major
influenceas?

How daes the business buying process differ fram the consumer
buying process?

Suppose that you own a smalt prinling firm and have the opportunity
to bid on a federal gavernment contract tat couls bring a consicer-
able amount of new bosiness fo your company. List three advan-
tages and thrae Jisadvantages af warking in a zontract sizuation with
tha fadera: gavernment.

Frice

£2.00 -

1,000,000 2,000,000 Quaniily

Formi a smali groep ard compare e similarities and difierences
hetween 2 huyer at a Vetaran's Administraiton Hospital and a Duyar
at & for-profit nospital kke Humane. Campare the buyers on the fol-
lowing four factors: environmentai, organizational, intarpersonal,
and individuai,

social networking to drive real busingss “or clients by locating prospects.
A sample scenaric on InnerSell.com works like this:

a, An InnerSell.com member, who seils real estate, talks to a
prospect or customer and leams that it has a need for 50,000
warth of phatocepiers.
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k. The memter eaters the need {lead) into Inner3eil.com ard
sees A list af trusted photocopier vendars along with their rat-
ings and thewr finder's fee.

c. The member views sach vendor's ratngs and selects bwo pho-
tocopier wvendars who pay a 10 percent finder’s fee.

d. The selected vendors receive an e-mail advising them that
they'we heen chosen and instructing them o Jog into
InnerSell.com to see the details of the opgortunity.

2 When a selected vendor sees the |ead, contacts the customer,
and wins the business, it pays lanerSell.com its 10 percent
finder's fea {in this case, $5,310).,

" Focus on Ethics

¥ou are the senior biyer for a growing medical products campany and an
avid basehail fan. You have just apened an invitation to attend the Worid
Series this coming fall. The invilation is fzom & suppiler company thaf has
been trying o s2ll yeu s naw line of products for the past year. The sup-
plier will pay for everything—travel, room, mesls—and you'll even get an
opportunity to mest some of the players. You have read the newly
relezsed empioyee manual and there is no reference or rule that specifi-
caily slates that an emplayee cannot accept a fully paid trip irom a ven-
dor, although thers are some vague restrictions on lunches and dinners
paid for by suppliars.
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f. InnerSell.com then passes $3,500 of the winning vendor's
finder's fee 1o the member who entered the winning lead.

1. At what stage(s) of the business buying process does InnarSefl.
com operate?

2. What types of businessas is this best suited to serve?

3. What are some wezknasses with this technology?

1. [oyou sccept or decline the invitation? ,

2. Just because # is not sperifically mentioned in the employee man-
ual, would you be acting ethically if you accepted?

3. Doyou inink the suppher will expect “sgecial” treatment in the nex|
belying situaton?

4, How would gther company emplayees interpret your scceptance of
this invitation?

With neariy 60,000 emplayees daing business in 125 countrigs and sales
last year of mare than $11 bitlicn, Eaton is one of the world's largest sup-
pliers of diversified industrial goods. Eaton's products make cars more
renpy, 18 wheelers safer to drive, and aidiners more fuel efficient. Sowhy
haven't yau heard of the company? Because Faton sells its products not
to end consumers hut to other businesses.

At Eatan, B-lo-B marketing means working closaly with customers to
develop a beter product. So the compary partners with its sophisticated,
knowledgeable clients to create total solutions that meet their nesds.
Along the way, Eaton maps the decisizn-making process to better under-
stand the concerns and interests of dacision makers. In the 2nd, Eator's

siceass dagends on its ability to provide high-quality, dependable cus-
tormer service and produci support. Through service and support, Eaton
develops a clear understanding of consumer needs and buiids stronger
relationships with clienls.

After viewing the video featuring Eaton, answer the following questions
shout business rarkets and business buyer behaviar.

1. What is £aton’s value progosition?

2. Ta which decision makers does Eaton market its products and
services?

3. BHow does Ealon add valus to its products and services?

MEMDRIES _ _

“You press the button—we do the rest.” With that simple
slogan, George Eastman unveiled the first Kodak camera in
1888—yes, 1888, fuore than 118 years ago. In 1900, Kodak
lannched its famous Brownie cameras, which it priced at

$1.00, opening the photography market to millions. .

Throughout the twentisth century, Kodak dominated ths
photography business. By 2000, Kodak was one of the mast
recognized and trusted brands in the world. Many peaple
raferred to the company as “Big Yellow.” The company saw

itself as heing in the memdry business, not in the photogra-
phy business. ' '

GOING NEGATIVE . .
Despite its storied past, however, entering the new millen-
nium, Kodak faced many new challenges that would Tequire
it to rethink and perhaps redesign its business strategy. The
company’s stock price, which had reached an historic peak
of 390 in 1997, had been plummeting, and the company had
hegun to lay off workers.




Several factars were causing Kodak's problems. First,
althouph Kodak had heen the [irst company to produce a
digital cAmera in 1976, it had been reluctant to develop the
technology. The core of Kodak's business strategy had
always been tho three-fold foundation of commercial and
consumer photography: film, photo-developing chemicals,
and light-sensitive paper. Like many other commpanies,
Kaodak believed that consurners would be slow to adopt dig-
ital technology. But what held the company back even more
was that a shift toward digital would to some extent have
hean a shift away from Gearge Eastman’s legacy. Thus,
Kodek saw every dipital camera conswmers purchaszed as
another nail in the coftin of the company's heart and soul.

Second, despite Kodak's dominance in traditional pho-
tography, many competitors, sspecially Fuji, were exposing
flaws in Kodak’s marketing and stealing market share,
Third, competition fromm an unexpected source—cellular
phone manufacturers—surprised Kodak. Nokia jotraduced
the first eellular phone with a built-in camera in November
2001. Although many people thoughl such phanes would
only be toys, consumers began snappivg them up. Ry 2003,
sales of camera phones doubled the sales of conventional
digital cameras. Further, analysts predicted correctly that
the number of cell phones with cemeras would increase
dramatically during the early 2000s.

Finally, consumers who owned digiial cameras or cell-
phone cameras were increasingly using their PCs and print-
ers to download and print their own pictures, if they
printed them at all. Analysts discovered thal consumers
printed oaly 2 percent of camnera-phone pictures in the
Tinited States, vorsus 10 parcent in Japan.

THE FPROOF IS 1N THE PICTURE—WALEREENS

Up through the 19808, when consumers wanted to develop
pictures, they took their film rolls to local drugstores, dis-
count depactinent stores, or phote shops. These stares sent
the film to regional labs ren by Kodak and others, which
produced the prints and returned them to the store for
pickup. This process took many days. Then, with the devel-
opment of ihe self-contained photo lab, retailers could place
a machine directly in their store that would do all the photo
processing. These phote labs allowed the retailers 1o offer
faster service—even one-hour service.

As consumers denanded more one-hour photo develop-
inp, Kodak agreed to help Walgresns, the nation's largest drug-
stare chain, set up a national one-hour photo business. Kodak
had been the exclusive supplier of pholo-develuping services
te Walgreens for years. In response to the request, Kodak pro-
vided minilabs, which it hought from a Swiss manufacturer,
that handled the photo developing cn-site, collecting fees
for leasing the equipment. Kodak even loansd Walgreens
$31.6 million, interest free, to help it implement the system.

Prablems developed, however, when the minilabs
praved to be unreliable. They broke down up to 11 times a
month due to paper jams and software glitches. It often took
two to three days to get the machines serviced, and when
they were, customers' film in the machines was expozed to
light wheo service people opened the machines.
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As a result, in 2001, Walgreens quistly began to install
Fuji minilabs in some of its California stores. Puji's
machines, in addition to handling traditional film, alsa
allowed consumers to make prints from their digital cam-
oras’ mernary devices, sumething Kodak's did not do. Kedak
began selling kits to allow its minilabs te handle digital
prints, but Walgreens officials believed Kodak’s prints were
lower quality. By early 2004, Fuji had 1,500 minilabs in
Walgreens' almost 4,300 outlets,

Walgreens also approached Kodak about developing a
Walpreens Internet site that would allow consumers to
upload digital photos over the Web, Kodak would then store
images and allow customers Lo arder prints, which would
then be mailed to them. Walgreens did not like Kodalk’s pro-
posal as it minimized the Walgreens role and allowed
Kodak to keep the pictures on its site, gaining an advantage
in future customer orders. Despite these cancerns,
Walgreens was about to sign a deal with Kodak when two
top officials, who favored Kodak, retired. The company
then nixed the deal and started developing its own Web site
with Fuji, which was cemfortable with a less prominent
role. Walpgreens launched its Web service in 2003, with Fuji
carrying out the photo developing.

A MEW DEVELOPMENT

Given all this, in early 2003, Kodak reevalnated its strategy.
It recognized that the time had come to fully embrace the
digital age. In September 2003, Kodak announced a historic
shift in iis strategv. 1t would now focus on digital imaging
for consumers. businesses, and health care providers. The
company would reduce its dependence on traditional film,
boost investmant in nonphotographic markets, and pursue
digital markets, such as inkjet printers and high-end digitai
printing. These moves would put it in direct competition
with entrenched competitors, such as HP, Canon, Seiko,
Epson, aud Xerox. It was a necessary but rvisky shift—at the
time, traditional film and photography accounted
for 70 percent of Kodak’s revenue and all of its operating
protits,

By 2004, Kodak had laid cut & complete four-year
restructuring plan. The plan was that Kodak’s traditional
brusiness would progressively contribule less as a percent-
age of revenues and earnings while tho digital business
would confribute more. As a part of the shift in strategy,
Kodak stopped selling reloadable film cameras in the
United States, Canada, and Europe. In 2005, Kodak focused
intensely on further executing the strategic plan. CEC
Antonin Perez even asserted, “Soon, ['m not going to be
answering questions about film because I won't know. Tt
will be too small for me to get involved.” Given the criti-
cism that Kodek had. taken for its sluggish move to a digital
strategy, this was a welcome slatement to many,

CEQ Perez made some dramatic moves. He divided lhe
company into four distinct units: imaging, commercial
print, medical, and traditional film. To assist in phasing out
the film business and to stop the “bleeding year after year,”
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