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MBA SYLLABUS
Semester - I1I
A MARKETING
ELECTIVE COURSE-1I

BUSINESS TO BUSINESS MARKETING

Objectives

The Course attempts to expose the various concepts of Industrial marketting to students who have had a
foundation course in marketing. This would enable the students to become familiar with the peculiarities of
Industrial Marketing and be able to apply the concepts and practices Industrial marketing to real life
situations.. '

UNIT -1
Introduction to Industrial marketing - Industrial Marketing Operations..

UNIT - 1I

Segmentation in Industrial Marketing, Demand concepts for Industrial products, Industrial Marketing Re-
search, Industrial Buyer Behaviour.

UNIT - III

Product Management - Product line planning - New Product development strategy..
UNIT - IV |

Pricing, Distribution, Advertising and sé]es promotion of Industrial Products.

UNIT -V

Marketing strategy for Industrial Firms - Product Market Management - Developing & Evaluating Strategies
- Effective implementation of Strategies..

Recommended Text Books :

1. Industrial Marketing Management M. Govindarajan, Vikas Publishing House PVT. Ltd.,

2. Industrial Marketing by MILIND T. Phadtare - PHI Learning PVT Ltd.,






UNIT 1
INTRODUCTION TO INDUSTRIAL MARKETING

Objectives " .
> Know what industrial (or business) marketing is.
> Understand customer value in business markets.
> Know the differences in the characteristics between industrial and consumer
marketing.
> Learn marketing implications of different types of customers and products.

The basic concepts of marketing (in terms of exchange processes between buyers and sellers) remain the
same for both the consumer marketing and industrial (or. business) marketing. However, there are
differences between consumer markets and business markets. These differences must be understood well by
bu;:iness marketers who want to reach and satisfy the customers better and faster than their ‘competitors, in
order to achieve the corporate objectives.

Industrial or business marketing is a dynamic and challenging area that presents opportunities for the

application of marketing conceptssand principles. To market effectively in a business market, we must understand
the nature of business marketing which functions differently, in many respects, from consumer marketing, It is
therefore necessary to study business markeﬁhg for those who are planning a career in business marketing.
WHAT IS BUSINESS MARKETING?
Industrial marketing is also referred to as 'business to business marketing' (B2B), or 'business marketing', or
'organisational marketing'. Industrial marketing (or business marketing) is the marketing of products and
services to business organisations. Business (or industrial) organisations include manufacturing companies,
government’ undertakings, private sector organisations, educational institutions, hospitals, distributors, and °
~ dealers. Business organisations buy products and services to satisfy many objectives like production of other
" goods and services, making profits, reducing costs, and so on. In contrast, consumer marketing is the
marketing of produicts and services to individuals, families, and households. The consumers buy products and
services for their own consumption or use.

The companies (selling organisations) that sell steel, machine tools, computers, courier services, and other
goods and services to business firms (buying organisations) need to understand the buyers' needs, resouces,
policies, and buying procedures. The important point in business marketing is to create value (benefit) for the
buying organisations (customers) with products and services that focus on buying organizational needs and
objectives. For example, a company that manufactures and markets precision steel tubes to bicycle manufacturers
does business marketing. Industrial marketer of the precision steel tube company must understand the needs
of bicycle manufacturers such as Hero Cycle and Atlas Cycle, in terms of their quality requirements,
applications of tubes, availability or delivery on daily or weekly basis, and so on.

Similarly, a small and proprietary firm, giving technical advice (or services) to paint-manufacturers is also
doing business marketing.
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CUSTOMER VALUE IN BUSINESS MARKETS
Customer value or value is one of the widely used terms in business markets in recent years. However, most
customer value propositions or offerings make claims of benefits to the customer, but do not express die value
in monetary terms.

Value in business markets is defined as "the economic, technical, service, and social benefits received by
a customer firm in exchange for the price paid for a product or service offering"’, there is another method of
defining value, that is, "a ratio between what the customer gets (i.e. benefits) and what he gives (i.e. cosis)™",
Here, value = Benefits/costs. The benefits include functional and emotional benefits. The costs include monetary,
time, energy, and psychic costs. The customer firm, which receives offerings V1 and V2 from the two supplier
firms, chooses the offering which gives higher value, that is, higher ratio of benefits to costs.
Estiniating Customer Value
Accurately estimating value would help the supplier firm to create and deliver value to targeted market segments
and customers. In business markets, customer value varies for different market segments and customers.
Business market managers should estimate the worth of their offering in monetary terms for market segments
and customer firms. Some of methods used to assess or estimate customer value are: focus group, customer
interview, internal test, and conjoint analysis. -
Focus Group: This consists of a group of knowledgeable individuals (or participants) from customer firms;
the modetator from the supplier firm shows the product offering to the participants and then asks them to write
down the value of the offering to their firms. The moderator then discusses the offering with the participants in
detail for about one hour. At the end of the discussion, the participants are asked to write down their interest
in the product, using a 10-point scale, and again, what benefits they expect and the price they would be willing
to pay for these benefits. ‘
Customer Interview: In this method, the supplier firm people (ahdfor their consultants) seek customer:
firm's cooperation to get detailed information about the benefits and costs associated within the supplier firm's
product or service. Based on the data collected, the supplier firm calculates the value estimate of its product for

that specific application.
Internal Test: Technical people in the supplier firm conduct laboratory tests on the product in order to get
an estimate of its value. This method can be applied only if the supplier has a detailed knowledge of how -
the product is used by the customers.

Conjoint Analysis: Here, the participants (or respondents), in a personal interview, are asked to evaluate a;
set of product offerings. The participants indicate a purchase preference rating for each product offering. The
researcher then uses regression analysis to decompose the ratings into value estimates.

Most business marketing firms do not try to estimate the customer value in monetary terms. The few but
growing number of firms who develop this capability have superior knowledge of the market and show superior
performance.

BUSINESS vs CONSUMER MARKETING _ :
The basic tasks of marketing management apply to both consumer and industrial marketing. These
tasks are: (a) deciding the target markets, (b) finding out the-needs and wants of the target markets,
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(c) developing products and services to meet the requirements of those markets, and (d) evolving
marketing programmes or strategy to reach and satisfy target customers, better and faster than
competitors.
However, there are differences in the characteristics of business and consumer markets.
Differences Between Business and Consumer Marketing
In business marketing, the markets are geographically concentrated: the customers are relatively
fewer; the distribution channels are short; the buyers (or customers) are well informed; the buying
organisations are highly organised and use sophisticated purchasing techniques; the purchasing
decisions are based on observable stages. |

In comparison to consumer marketing, business marketing is more a responsibility of general
management. Sometimes, it is difficult to separate industrial marketing strategy from the corporate
(compé.ny) strategy. In consumer marketing, many times the changes in marketing strategy are carried out
within the marketing department, through changes in advertising, sales promotion, and packaging. However, the
changes in industrial marketing strategy generally have company-wide implications.

For example, in 1983, a newly-recruited marketing manager of a precision steel tubes company wanted to
evolve a marketing plan. He initially carried out a market survey to understand the needs and the requirements
of the existing and new customers. One of the major findings of the market survey was, that out of seven
different market segments, two segments—namely Bicycle and Automotive—required 70 per cent of the total
market of precision steel tubes in India and that their future growth was much higher than the other segments.
However, both the segments needed a higher volume of value added tubes (called "cold drawn welded tubes"),
which were also giving a much higher contribution to fixed costs and profits. The marketing strategy of
focusing (targeting) marketing efforts on Bicycle and Automotive segments could be achieved only when it
became a part of the corporate strategy, by investing Rs five crores for increasing the nroduction of cold drawn
welded (CDW) tubes from '80 metric tons per month to 400 metric tons per month. The company could,
therefore, achieve its objective of becoming the market leader by 1986.

While generally it is true that the differences between business and consumer marketing are of degrees,
the degrees of differences are substantial. These differences can be seen by comparing the two markets, as
shown in Table 1.1.
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Table 1.1  Differences between Business and Consumer Marketing

Consumer Markets

m Geographically
dispersed
*m' Mass markets

m No technical

m Standardised

m Service, delivery, and
availability somewhat
important

® Involvement of family
members '

m Purchase decisions are mostly
made based on physiclogical/social /
psychological needs

m Less technical expertise

m Non-personal relationship

Areas Business Markets

Market Characteristics

1. Market m Geographically concentrated

characteristics m Relatively fewer buyers

2. Product m Technical

characteristics complexity
m Customised

3. Service m Service, timely delivery and

characteristics availability very important

4. Buyer m Involvement of various

behaviour functional areas in both buyer and
supplier firm;
® Purchase decisions are mainly
made on rational / performance
basis
m Technical expertise
m Stable interpersonal
relationship between buyers and
sellers

5. Channel m More direct

characteristics m Fewer channel levels

6.Promotional
characteristics
7. Price
characteristics

m Emphasis on personal selling

m  Competitive bidding and
negotiated

prices

e List prices for standard
products

m Indirect
m Multiple levels of
intermediaries

m Emphasis on advertising

m List prices or maximum retail
price (MRP)
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A large number of households, geographically dispersed all over country, are included in the mass market for
consumer goods and services. But, in the case of industrial markets, it is common to find less than 1000
companies to represent the total market for an industrial product or service. For example, for a consumer
product like tooth paste or soap, a mass market, consisting of all the households in India, exist. However, for
industrial products, such as, large power transformers or high tension switchgears, there are limited numbers of
customers—mainly state electricity boards, large private and public sector organisations.

Product Characteristics

In industrial marketing, the products or services are generally technically complex. They are used for serving
the operations of the organisations. Because of the importance given to the technical aspects of products, the
purchases are made based on the specifications evolved by the buyers.

The real risk in "falling in love with the technical aspects of a product" in industrial marketing is to ignore
the flexibility in responding to customer's needs in a competitive market. Some companies, as a result, commit
the serious mistake of trying to change the customer to fit the product.

For example, the quality control manager of a "cold rolled (CR) steelstrip" manufacturing company informed
an important customer (who used CR. steel strip for the manufacture of luggage bags) that the customer was
not justified in rejecting his company product, as it was as per the relevant Indian standard specifications and
that the customer's product specifications were more stringent than the Indian standard specifications. However,
the customer refused to accept the produet, as it was failing at the shop floor operations. The customer,
therefz)re, not only returned the entire rejections but also cancelled the balance orders. Subsequently, other
competitors supplied the product as per the needs and specifications of the customer, who placed orders
with them. g

As compared to consumer marketing, industrial customers place a greater nnponance on service, that is,
timely delivery or availability of product; because any delay in supply will nave a significant impact on the

production or operations.
Buyer Behaviour
In industrial (or business) marketing, the buying process is more complex as compared to consumer marketing.
The purchase decisions in industrial marketing ar= based on many factors, such as compliance with product
specifications, product quality, availability or timely supply, acceptable payment and other commercial terms,
cost-effectiveness, after-sales service, and so on. The purchasing decisions generally take a longer time and
involve many individuals from technical, commercial, materials, and finance departments. After the initial offer
(or quotation) made by a seller {in response to a written or verbal enquiry from a buyer), there are negotiations
and exchange of information between the specialists and representatives from each functional area, from both
the buyer and the seller organisations. Thus inter-organisational contacts. take place and interpersonal
relationships are developed. The relationships between the sellers and buyers are highly valued, and over a
period of time they become stable because of a high degree of interdependence.

In contrast, in consumer marketing, the relationship between a buyer and a seller is uon—personal The
consumers change their purchasing habits frequently and the buying decisions are often based on physiological/
social or psychological needs of the members of a family/household.



Distribution Channel Characteristics
Because of the importance of inventory/stock control (i.e. minimisation of inventory carrying cost,
without causing production stoppages due to non-availability of raw material components), the
distribution channels are ‘more direct from the manufacturer to the customer in industrial. marketing.
Often, the manufacturers use their own sales/marketing persons (i.e. company sales force) to sell directly
to major customers. However, for selling to small-scale customers, many manufacturers use either
distributors/dealers, or agents/representatives, which also helps in minimising the cost of marketiﬁg.

In case of consumer marketing, the channel of distribution is longer with multiple levels of
intermediaries (also referred to as "middlemen"), since the household consumers are geographically
dispersed all over the country/state.

Promotional Characteristics

While in consumer marketing the emphasis is on advertising, in industrial (or business) marketing, the
importance is given to the personal selling through the company's sales force. As a result, a much
larger expenditure budget is provided for advertising in consumer markgting in comparison to
industrial marketing.

In industrial marketing, apart from personal selling, the primary means of reaching the potential
customers is through advertisements in trade journals and business magazines (e.g. Business India,
Business World, etc.), as well as direct mailing of company leaflets/brochures to potential customers.
The sales promotional activities (also referred to as business promotion activities) include
participation in exhibitions or trade shows and conducting technical seminars.

Price Characteristics _

In consumer marketing, the products arc sold through the retailers to the consumers based on the
"price list" of the manufacturer or the maximum retail price (MRP) for the packaged products.
Sometimes, depending on the intensity of the competition, the retailer reduces the price by passing on
to the consumer a part of his discount. However, in industrial marke'ting, price is one .of the factors
considered in purchase decisions. Competitive bidding and price negotiations are very common in
industrial marketing. When there are no price negotiations in certain government tenders, the
competitive bidding (i.e. quoting a competitive price against a tender enquiry) becomes very important,
as only the lowest bidders are considered for placement of orders. However, in almost all of the private
sector and some government organisations, price negotiations are held to decide the prices and the
volume of orders to be placed on various supplier firms. The payment and other commercial terms are
also negotiated at the time of price negotiation.

Dealer (or trade) discounts, and volume (or quantity) discounts on the price list of standard
industrial products are widely used in industrial marketing. _

An example on price negotiation of an industrial marketing firm is as follows. An industrial
organisation in the private sector had shortlisted two products for diversification. The corporate
planning manager of the company sent the enquiries for carrying out market research on "coil
winding machines" and "switch mode power supply” to the three marketing research agencies. The
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objectives and the information required from the market surveys were explained to the market research
agencies, who were asked to submit their offers. After the receipt of the offers, the corporate planning
manager called the three agencies for discussions as he found that while the delivery period and
payment terms were similar, the fees for market survey (i.e. the prices) varied considerably between
the three offers. After carrying out price negotiations separately with the three agencies, orders were
released for carrying out market surveys to two agencies for one product each, based on their market
reputation, experience, methodology of research, and the negotiated prices.

From the above discussions, one can appreciate that many basic differences exist between
consumer and industrial marketing. These differences in characteristics do not make a complete
analysis. To understand better the differences between consumer and industrial markets, it is
necessary to understand the economics of industrial demand.

TYPES OF BUSINESS CUSTOMERS
Business marketing firms study different types of business customers because these groups of customers
have different purchasing orientations and purchasing practices, which lead to sales and marketing strategies
that differ for different types of customers.
Industrial customers are generally classified into four groups, as shown in
(i) Commercial enterprises

(if) Government customers

(i) Institutional customers

(iv) Cooperative societies
Commercial Enterpnses
Commercial enterprises are private sector, profit-seeking orgamsatmns consisting of (i) industrial distributors,
or dealers, (ii) original equipment manufacturers (OEMs), and (iii) users. They include manufacturing firms
(e.g. Telco, Bajaj Auto) and non-manufacturing firms (e.g. Lintas advertising firm, MODE marketing research
firm). Sometimes these classifications overlap, but they are useful to the industrial marketer because they
indicate how the products and services are used by buying organisations.
Industrial Distributors and Dealers They purchase industrial goods and resell them in the same form to
other industrial customers such as commercial enterprises, governmental and institutional customers. They are
intermediaries or middlemen of an industrial marketer.



Figure 2.1 Types of Industrial (or Business) Customers

Business/
Industrial .
customers

Commercial

Government
customers

Institutional
customers .

Cooperative
societies

Examples

Industrial Intermedaries/middt&nen. reselling to OEMs,
distributors/ users, Government firns
|dealers

For a battery manufacturerlike Exide, a truck
Original manufacturer like Ashok Leyland, is an OEM
equipment
manufacturers .

For HMT machine tools manufacturing

Users

company, TVS-Suzuki company is the "user"

Public sector units

EEL. ONGC

Government
undertakings

Indian Railways, state electricity boards,
defence units

Public institutions

| Government hospitals, prisons

Private

inatitutions ,Hotels. schools, colleges
Manufacturing Maharashtra Sugar Cooperative Society
units

Non-manufacturing
units

Cooperative banks, housing cooperative
societies
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Original Equipment Manufacturers (OEMs) These industrial customers purchase industrial
goods incorporate them into the products they produce. For instance, a tyre manufacturer (say, MRF),
who sells tyre to a truck manufacturer (say, Tata Motors) would consider the truck manufacturer as -
an OEM. Thus, the product of the industrial marketer (MRF) becomes a part of the customer's (Tata
Motors) product. Usually requirements of OEM customers are large and continuous.

Users When a commercial enterprise (i.e. industrial customer) purchases industrial products or
service supports its manufacturing process or to facilitate the business operations, we classify it as a
user. The products which support manufacturing process are drilling machines, press, winding
machines, and so on, whereas products which facilitate the operations of business are computers, fax
machines, telephones, and others."!

Overlapping of Categories Sometimes a manufacturer can be a user or an OEM. For example, a car
manufacturer buys a drilling machine to support the manufacturing operation and is referred to as a
"user", same car manufacturer also buys batteries which is incorporated into cars and hence, it can be

also referred to as an OEM.

Government Customers

The largest purchases of industrial products in India are Central and state government departments,
undertakings and agencies, such as railways, department of telecommunication, defense, Director
General of Supplies and Disposal (DGS&D), state transport undertakings, state electricity boards, and
so on. These government units purchase almost all kind of industrial products and services and they
represent a huge market. '
Institutions :

Public and private institutions such as hospitals, schools, colleges, universities, and prisons, are
classified as institutional customers. Some of these institutions have rigid purchasing rules and others
have more flexible rules. An industrial marketing person needs to understand the purchasing practice
of each institute so as to be effective in marketing the products or services. '
Cooperative Societies

This category is unique and was a part of the cooperative movement in India. An association of
persons from a cooperative society. It can be manufacturing units (e.g. cooperative sugar mills) or
non-manufacturing organisations (e.g. cooperative banks, cooperative housing societies).
CLASSIFICATION OF INDUSTRIAL PRODUCTS AND SERVICES

There are many methods by which industrial products and services are classified. The method that is
most accepted classifies products and services based on how products or services enter the
production process, and their relative costs. Based on this method, industrial products and services
are classified into three broad groups: (i) materials and parts, (ii) capital items, (iii) supplies and
services. Figure 2.2 indicates this method of classification.

Materials and Parts
Goods that enter the final (or finished) product directly consist of raw materials, manufactured
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materials, and component parts. The costs of these items are treated by. the purchasing company as part
of manufacturing cost. : '
Raw Materials
These are the basic products that enter the production process with little or no alternations. They may
be marketed to OEMs or user customers. For instance, when a large bakery purchases natural gas to
fire the ovens 'which are used to produce cakes, it is a user customer: When the same firm purchases
sugar for processing the cakes, it is an OEM, because sugar is a part of the final product, which is the
cake in this case.
Manufactured Materials and Component Parts
Manufactured materials include those raw materials that are subjected to some amount of processing
before entering the manufacturing process. Acids, fuel oil, and steel arc the examples of
manufactured or processed materials that are the basic ingredients of many manufacturing activities.
For instance, an aluminium extrusion unit buys aluminium billets to manufacture aluminium extruded
products such as door and window frames, by using an extrusion press. Thus, aluminium billets arc
called manufactured materials.
Component parts such as electric motors, batteries and instruments can be installed directly into
products with little or no additicnal changes. When these products are sold to customers who use them in
their production processes, they are marketed as OEM goods. The component parts are also sold to the
dealers or distributors (also called "Trade market"), who resell them to the replacement market.
For example, MICO spark plugs are sold to a truck or car manufacturer (as an OEM), as well as to
‘automotive dealers/distributors throughout India (for replacement market).Subassemblies are
typically made and supplied by vendors. Typically in the automobile industry, exhaust pipe is a
subassembly for motorcycles and passenger cars.
- Capital Items
Capital items are those which are used in the production processes and they wear out over certain time
frame. They are normally treated as "user" customers. Capital items are classified into three groups: (i)
Heavy equipment/ installations, (ii) Accessories/Light equipment and (iii) Plant-and building.
Installations/Heavy Equipment These are major and long—tenn investment items such as general
puipose and special purpose machines, turbines, generators, furnaces, and earth moving equipment.
These items are shown in the balance sheet as plant and equipment, and are fixed assets to be
depreciated over a period of years if they are purchased outright. However, if these are leased, the cost
is treated, for tax purpose as expenses by the purchaser. As the unit purchase price of capital
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Raw Materials

Figure 2.1 Classification of Industrial products and services

Basic products like iron ore,
crude oil, fish, fruits,

vegetables

Manufactured
materials

Acids, fuel oil, steel,
chemicals

Component parts

Subassemblies

These are semi-finished parts
like bearings, TV tubes,
gauges, small motors
batteries, tyres.

Light equipment or
accessories

These are semi-finished
goods like exhaust pipe in
motorcycle.

Hand tools, dies, jigs,
computer terminals

These goods enter B
the final product
directly
Materials and
parts
_.
—
These goods are
used in production —
process
»| Capital items
—|
These goods /

services support
the operations

}

Supplies and

Installations of
heavy equipment

Plant and building

Furnaces, machines, turbines

,—bl Supplies

Offices, plants, warehouses,
parking lots, housing, which
are real estate property

¥ services

|

Services

These are operating and
maintenance supplies like
fasteners, fuels, packaging
materials, lubricants, paints,
electrical items.

Legal, auditing, advertising,
courier, marketing research
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items are high, these items are financed by borrowing money for a penod of time, which is roughly
equivalent to the expected life of the fixed assets.

Accessories/Light Equipment Light equipment and tools which have lower purchase prices and are
not considered as part of heavy equipment are power operated hand tools, small electric motors, dies, jigs,
typewriters and computer terminals. Purchases of accessories are either considered as current
expenses with purchase prices taken as operating expenses in the year purchased, or they may be
considered as fixed assets and therefore, depreciated over a period of few years.

Plant and Buildings These are the real estate property of a company. It includes the firm's offices,
plants (factories), warehouses, housing, parking lots, and so on.

Supplies and Services ' _

Supplies and services support the operation of the purchasirig organisation. They do not become a part
of the finished product. They are treated as operating expenses for the periods they are constmed.
Supplies Items such as paints, soaps, oils and greases, pencils, stationery and paper clips belong to
this category. These items are generally standardlsed and are marketed to a wide cross-section of
industrial users.

Services Companies need a wide range of services like building maintenance setvices, auditing
services, legal services, courier services, marketing research services and others.

MARKETING IMPLICATIONS FOR DIFFERENT CUSTOMER AND PRODUCT TYPES

In case of Materials and Parts products, for large OEMs or users, selling is mostly done directly from
a seller to a buyer organisation. However, for smaller volume OEMs and users, the standard raw
materials or components are sold through industrial dealers or distributors as it is cost effective. In
case the co'mponents are custom-made, considerable interaction takes place between technical and
- commercial persons from both buyer and seller organisations, and obviously selling is done directly. It
is therefore, important for an industrial salesman to remain in close touch with not only purchase or
materials department persons, but also with quality, production, R&D, marketing, and accounts/finance
persons of buyer organisations as they influence buying or payment releasing decisions. Apart from
personal contacts, product leaflets/brochures help an industrial marketer in communicating product
and other information. In case of standard products, the factors*which influence buying decisions,
with differing share of business for various suppliers, are product quality and performance, delivery
dependability, price, payment terms, customer service, and customer rapport. When component parts
such as batteries and tyres are sold in the consumer replacement market, marketers either create a
product differentiation through consumer advertising (e.g. JK tyre's TV advertisement for radial
tyres) or sell on a coimpetitive price basis. For this, advertising and distribution through multiple
channels all over the country becomes an important part of marketing strategy.

For example, Crompton Greaves Ltd manufactures and markets a wide range of electrical motors
ranging from fractional horse power (FHP) to large high tension (HT) motors. The company adopted
a marketing strategy to sell its standard motors through a network of industrial dealers to small-scale
manufacturers, all over India. However, the special purpose motors to the original equipment
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manufacturers (OEMs) such as pump manufacturers and compressor manufacturers, are sold
directly through its sales persons located at various branches. The field sales persons are trained in
both technical and commercial aspects of selling and are required to establish a close rapport with
various departments such as purchase/materials, quality, R&D, marketing, and finance/accounts in
the customers' organisations. The company could, therefore, maintain a leadership position in the
competitive market due to its strategy of customer satisfaction through superior product quality and
performance, delivery dependability, competitive prices and excellent customer service.

Marketing Strategy for Capital Items, Supplies and Services

A. Capital Items For capital items, consisting of heavy machinery and construction of factories and
office buildings, personal selling with extensive interactions, involving top executives in both
buying and selling organisations are very common. Negotiations take considerable time on key
factors such as price, return on investment, credit facilities, delivery period, installation lime, third
party certificate for previous jobs done, and so on. Personal selling is the primary promotional
method used.

For instance, the marketing strategy for a large furnace manufacturer was to directly sell its furnaces
to the industrial buyers. As the value of each furnace was running into millions of rupees, it was
treated as a capital item by the buyers. Senior executives from marketing, engineering, and finance
from the selling organisation not only decided the technical and commercial aspects at the lime of
submission of quotations/offers, but also visited as a team, for negotiations, with the senior technical
and commercial persons from the buyers' organisations, Apart from price, payment terms, delivery and
installation time, meeting the technical parameters required by the customers and the performance of
similar furnaces supplied earlier to other industrial customers played important parts in securing high
value orders.

B. Supplies For marketing supplies, personal selling (i.e. marketing through company's sales
persons) is used for large-volume buying firms, and distributors or dealers are used to market to diverse
mackets consisting of small and medium size companies. The purchase or materials department
persons generally make buying decisions based on dependable delivery, price, and locational
convenience. Advertising in magazines, trade journals, local newspapers, and yellow pages are used
to create awareness of the company and its products to the potential users and distributors/dealers.

C. Services Marketing strategy for services is more subtle. Buying firms generally contact the selling
firms who have their reputation by way of word-of-mouth. The selling firm's efforts are on
consultative or advisory nature, and continuation of the service depends upon the quality, price, and
timeliness of service to meet the customer's needs. For example, in 1994-95 a reputed marketing
research agency decided to establish a tie-up with an internationally recognised marketing research
agency to update on the latest techniques, improve its quality of service, and get additional business

by using the contacts of its international partner.
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SUMMARY |
In this chapter, we have understood industrial marketing (also referred to as Business to Business
Marketing, Business Marketing or Organisational Marketing) as marketing of goods and services to
business organisations. The business organisations include manufacturing companies, service
organisations, institutions and middlemen in private and public sector organisations, and
Government undertakings. The differences between industrial and consumer marketing exist in
certain characteristics such as market, product, buyer behaviour, channel, promotional, and price.
The business customers are classified into four groups — commercial enterprises, Government
customers, institutional customers and cooperative societies. The industrial goods and services are
also classified into three broad types — material and parts, capital items & supplies and services. The
various types of business customers and products have certain marketing implications.
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UNIT I |
SEGMENTATION IN INDUSTRIAL MARKETING

Objectives

> Know market segmentation.

> Know the procedure followed for segmenting industrial
markets.

Identlfy the bases (or variables) used for segmentmg mdustrlal
markets.

v

> Know the demand concepts for Industrial Products
> Understand Organisational buying behaviour

> Understand Industrial Marketing Research

The decision of the industrial marketer on segmenting is considered as an important strategic (i.e.
long - term) marketing decision. This is also an important part of marketing strategy which the
industrial marketer develops to achieve the organisational objectives. '

MARKET SEGMENTATION

One of the most important decisions an industrial organisation’ makes is to select its customers (or
markets) which it can serve effectively. A firm should decide whether it can effectively serve the entire
market (against tough competitors). If it does not have the adequate resources, it can best serve parts
(or segments) of the market much better than its competitors. | |

Market segmentation is the process of dividing a market into groups of customers who have
similar requirements for a product or service offering. .Business marketers' task is to identify the
segments (i.e. customer groups) and decide which ségment(s) to target.

Process of Segmenting Business Markets

Marketing Research The starting point for the process segmenting in business marketing is
carrying out marketing research to collect information on characteristics of buying firms (i.e. macro
variables), such as type of buyer or customers, customer's industry type, size (or sales potential),

geographical location, product application or end-use. Information on competitors like major
~ players, their strengths and weaknesses, strategies ahd tactics, will be useful later for selecting target
segments. Most information may be available through secondary data sources like the Internet,
industry association, journals, and magazines. If the secondary data is inadequate or unreliable,

primary data should be collected through market survey.

Identify and Select Macro segments By analysing the data on buying organisations' characteristics
from the marketing research findings, macro segments can be identified. Out of the various macro
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segments, only those macro segments are selected which are in line with the company's long-term
objectives. The company should have adequate resources to serve the macro segment. For example,
for small-size capital equipment manufacturing company located near Bangalore, financial and
manpower resources were not adequate to give pre- and post-sales service to large customers located.
in northern and eastern regions. The next step is to evaluate each selected macro seg'lm:nt on whether
the segment explains the differences in buying behaviour of buying organisations. (For instance, there
was no difference in the buying behaviour of the major two-wheeler manufacturers like Hero Honda,
Bajaj Auto and TVS, for buying steel components. The difference in buying behaviour could be seen
through a micco variable, such as personal characteristics of buying centre members, in terms of risk
taking ability for a new vendor. The new supplier of steel components used micro segmentation for
“selecting the buying firms in two-wheeler auto segment). If the answer is "yes", then select each of
these macro-segments for another evaluation based on specific criteia, such as (1) size (market
potential) and growth, (2) profitability analysis, (3) competitive analysis, and (4) costs-of serving the’
segment. These criteria are subsequently explained, except the costs of serving the segment. The costs
of serving the segment include any modification of the product, special service support, changes in
the channels of distribution ‘and promotion. Basically, the segments should be attractive in terrs of
sales, profitability, and growth.

Micro segmentation If, in the earner step, the selected macro segment does not explain the
differences in the buying behaviour of buying firms, then it is necessary to go for micro segmentation,
by using micro variables, such as (1) buying situations, (2) purchasing criteria, . (3) buying
organisations' capability, and (4) personal 'characteristics of buying centre members. The cost and
complexity of data collection are more for micro segments than that for macro segments. Target micro
segments are selected based on the earlier specified criteria of market size and growth, proﬁtablhty

competition, and costs of serving the segment.

Profiling Each selected target segment is profiled by its specific characteristics of buymg
organisations and decision making units (DMUs) or buying centres. It may be the partlcular
application or use of the product, geographlc location of buying firms, purchasing criteria, and personal
characteristics of buying centre members. Business marketers should follow the above process for
'segmenting and targeting, keeping in mind that targeting a specific market segment involves long-
term resource commitments. Marketing managers should, thereaﬁer, decide and 1mplement the target

" market strategies.

IDENTIFYING BASES (VARIABLES) USED FOR SEGMENTING BUSINESS MARKETS

Consumer markets are segmented on the basis of demographic variables (e.g. age, gender, income, occupation), or
psychographic variables (e.g. lifestyle, personality). As ‘business buying behaviour is fundamental;
different from consumer buying behaviour, the variables used for segmentation are different (except for
geographic, benefits sought, and usage rate). Business market segmentation is approached on the basis of

(i) Macro-variables and (ii) Micro-variables While carrying out the task of segmentation. the ‘business
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marketer will have to try different segmentation \}ariables"—eithe% one variable: (if sufficient, in somé&
cases), or a combination of séveral variables. In: some instances, after using one variable it may be
necessary to further subdivide the market by using another segmentation variable in.order to obtain a
more detailed segmentatlon scheme. This is called sequentla] segmentation process. Table 2.1

shows the maj or vanables (both macro and micro) used for segmenting business markets.

~ Table 2.1 Major Variables used for‘Segmenting Business Markets

Variables

1. Type of industry,
type of customer’

2. Company size,
usage rate

3. Customer location,
geographic aréa

4. End-use or
application,
benefits of
products

|1. Buying situations: new
task, modified rebuy,
straight rebuy

'12.0rganisational
capabilities

3.Purchasing
.| policies
4, Purchasing criteria

5. Personal
characteristics

Examples

- Macro-variables

| m Which industries should we market our products or services? Mining,

chemical, rubber, textile, etc. which are classified by Standard Industries

Classification (SIC).
m Types of customer includes government, commercial, cooperative, and

institutional.

-| m What size of companies should we focus on? Based on sales potential (or

usage), market is segmented by large, medium, and small (or A. B, and C) size
customers.

m What geographical areas should we concentrate on? Customers located nearer
to factory, or clusters of customers located in various urban areas like
Mumbai, Chennai, Bangalore, Kolkata, Faridabad, Ludhiana, and so on.

m Should we focus on certain specific end-uses or applications of our product
instead of all the uses or applications? Each product or service has different
benefits, uses or applications. Aluminium extrusions are used for door and
window frames, electrical control panels, TV antennas, electronic equipment
as heat sink, bus-body building. ‘

Micro-variables

m Should we serve customers who need more information, help, or
discussions in decision making process from the suppliers?

m Should we concentrate on customers who need financial support (more
credit), more services (prompt or quick deliveries), or technical support?

= Should we focus on cuétomers who prefer competitive bidding, market
based negotiated prices, turn-key contracts, or service contracts?
m Should we serve the customers who seek quality, servicé, or price?

m Should we focus on customers based on the personal characteristics of buying-
cenfre members such as risk-takers, risk-avoiders, or personal motives.

4




Macro-segmentation _
Macro-segmentation approach consists of identifying the macro-variables on the basis of industry characteristics
or organisational characteristics such as type, size, geographic location, or product application. Most of the
macro-segmentation variables are easy to identify. The information on macro-variables can be obtained through
secondary sources of information such as trade directories, business magazines, government publications,
and company sources. Seme of the macro-variables used for industrial-market segmentation are classified into
(a) industry characteristics and (b) organisational characteristics as discussed below.

Industry Characteristics Many industrial firms market their products or services to different "types of
industries". These industries, are classified by Standard Industries Classification (SIC) by government
publications. ‘

For example, a marketing research firm decided to segment its market based on "industry type" so as to
develop special industry-wise knowledge and information for giving better value to its customers in a compe'tmve
market. The company used the SIC codes to club different industries into homogenous groups such as
engineering industries; chemical, petrochemicals and fertilisers industries; agricultural and food processing
industries; service organisations such as banks, hotels, trade associates and tourism. Each industrial group
was looked after by a separate team to achieve the objective stated earlier.

Significant differences such as product or service quunements may also be present within an industry. In
such instances, further subdividing of individual industries may be necessary 1o obtam a more detailed

“segmentation scheme.

Organisational Characteristics The "size" of the customer organisation is an important macro-variable
used to segment the market. Larger organisations have different purchasing requirements (e.g. largé volume
purchases are used to obtain volume discounts) and will respond differently to fnarketing strategies or
programmes as compared to.smaller firms that purchase in smaller quantities. Similarly, larger firms may avoid
buying from small-scale organisations as their large-volume needs may not be met by the small firms. .

Another important segmentation variable is "customer location", In industrial marketing, the geographical

location of customers is an important factor in setving the needs of on-time delivery due to factors Iilke'_
' transportation time, inventory control, availability of warehoiise facilities, or prompt afier sales services. -‘S_bme‘
industrial marketers may avoid those customers or markets which are too far away or too dispersed, con&dermg
the high cost of marketing efforts such as deployment of sales force, ware-housing faéi]ity or service centres.

For example, in 1991 a new company manufacturing aluminium extrusions near Bangalore in South Ind_ié,
decided 1o segment the market initially on the basis of geographical locations of customers. This strategy had

two reasons: one was to reduce its marketing costs by concentraimg its marketing efforts i in southern parts of
India and the second was that initially its production volume was not adequate to meet an all-India demand.
Market segmentation by "end-use of products” variable is also used by many firms who market products-or
services to several "end-use" markets. Many products are used in different ways or ha\_ze‘diﬁerent "product
applications”. The dividing line between end-use of products é_nd product application variables may be too
thin in practice, but both are often used for market segmentation-in industrial marketing, For examyle, the
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aluminium extrusion company described earlier had different market segments based on the end-users. The
major market segment was for aluminium doors, windows, and partitions used for factories, offices, and
commercial establishments, and also households. The other end-use market segments were for electrical control
panels, electronic sinks, bus-body builders, dish-antennas, TV antennas, and so on. The pricing and customer
needs for these segments were different. Hence, after geographic (customer location) segmentation, in the
second stage, the segmentation was done based on end-use variable.

Micro-segmentation

Micro-segments are homogenous groups of customers within the macro-segments. Thus, industrial marketers
subdivide macro-segments into micro-segments only if necessary. Micro-segment variables (or micro variables)
are based on the purchasing decisions. The data or information required for developing micro-segmentation is
more difficult and costly as it has to be obtained through company sales persons or by conducting market
surveys.

Micro-variables in Micro-segmentation The micro-variables used in micro-segmentation are as follows:

Buying Situations The type of buying situations, in terms of new-task, modified, and straight rebuy, are
used to segment the customer firms further. The information needs of first-time buyers (i.e. new-task buying
situations) are different from buyers who want to change the existing suppliers (i e.modified rebuy).

Organisational Capabilities Micro-segmentation is also based on organisational capabilities, such as
financial, technical, or operational. For example, companies that are financially weak may be attracted by longer
credit terms or volume discounts as compared to product quality or delivery factors. Companies that are
technically not strong depend on technical information and support from suppliers. Organisations that operate
tight inventories may look for suppliers who give prompt and quick deliveries.

Purchasing Policies Purchasing policies is another micro-segment variable used to segment customers
on their purchasing policies or practices. The government organisations have a standard purchase policy
of tender bidding and orders are placed based on lowest price bids. Large and small organisations in the private
sector have different purchasing policies.

Purcbasing Criteria  The markets can also be segmented on the basis of purchasing criteria used by buyer
organisations. For example, if products are standard, economic criteria such as price, payment terms, inventory
carrying costs, inspection and rejection costs, dominate in purchase decisions. For non-standard, complex or
new products, performance and application criteria dominate in purchase decisions.

Personal Characteristics The personal characteristics of individual buyers within an organisation is an
Drtant variable, as ultimately the decisions are made by individuals. Information on personal characteristics i as
willingness to take risk, need for social relationships, education, age, personal motives of bl..kyeIS and decision
making persons, is quite useful in developing segmentation strategies along the personal factors, information
may be difficult but still possible to obtain from company sales persons in a formal information em formats.

Thus, the degree of market segmentation (i.e. going from macro- to micro-segmentationydepends on how tailed '
the required customer knowledge is for effective utilisation. An industrial marketer should remember | the
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more a market is segmented the more it becomes costly and time consuming. Therefore, industrial ' et
segmentation should begin with macro-segmentation, and only if necessary, move towards micro-entation.
In other words, once it is clear that macro-segmentation is good enough, further segmentation i micro-
variations should not be undertaken.
For example, in 1975 a large electrical engineering company with several industrial and consumer durable
products decided to restructure its marketing and field sales organisation, based on a study undertaken by a
consultant. It had 15 branch offices and four regional headquarters located in northern, eastern, western, and
southem parts of India. The geographical segmentation was not adequate to increase its marketing effectiveness
competitive market. The company used the macro-segmentation variables such as customer type and omer
size as a two-step market-segmentation process. In the first step, the company used the customer type as the
macro-segmentation variable to segment (or divide) the domestic market. Based on this segmentation, the
customers were grouped into four distinct groups: (i) Government organisations; (ii) Private sector
companies; (Hi) Dealers; and (iv) The customers needing engineering projects/contracts service's. These four
customer groups were looked after in each of the four geographical regions by separate teams of field sales
persons. In the second step, the company used the customer size as the macro-management variable to
subdivide the market into subgroups of large, medium, and small size customers. Tt was decided that the
company would look after large and medium-size customers, and small-scale industries would be looked after by
the company dealers, as it was not economical for the company to cater to quantitatively small purchases of
small-scale industrial customers. The government customers such as state electricity boards had different
kinds of purchase policies as compared to private sector organisations. The team which undertook tum-key
contracts or projects-was required to purchase non-company-products or services and also ensure installation
and commissioning operations at customers' sites. j

The above example illustrates how sequential segmentation process was carried out in Crompton Greaves
Ltd., by using three different segmentation varigbles, such as geographic locations of customers, type of
customers, and customer size (based on the volume of products used or purchased).

Views on Segmentation

Wind and Cardozo found in their research that in practice, business marketers use macro segmentation (with
variables such as customer size, end use of the product, and geo graphic location of customer) much more than
micro-segmentation variables, which are based on characteristics of buying organisations' buying centres (or
decision-making units). The authors concluded that many business marketers were losing profit opportunities
by not developing careful segmentation strategies.

Doyle and Saunders made a study of a speciality chemicals market and concluded that the company used
statistical procedure of factor analysis and clustering tools, along with managerial judgement. Based on this
analysis, the company targeted four attractive segments. Marketing strategies were developed for each of
these four segments. The company achieved its objectives of market share and profitability, as a result of this

approach.,
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stocks), or reduce die production, or do both On the other hand, dunng the period of prosperity, there is an
increased production and sales of consumer goods, which results in an increased demand for industrial goods.
This may be the right time for price increases and building stocks as ready availability and shorter delivery
period becomes very important.
A busjness marketing firm should be in close touch with customers' purchase, finance, quality, R&D and
marketing departments, so as to get information on changes in customers' sales, new product development,
financial condition, and the quality of its products. This will help to understand the changes in the demand for

industrial products.

Fluctuating Demand

It has been found that the demand for many industrial products fluctuate more than the demand for consumer
products. For instance, if the demand for consumer durable products like refrigerators, washing machines, and
mixers increase by 10 per cent during the period of prosperity in marketing environment, it can cause rise in








































































































































































































































































