Chapter 5
Business- to- Business Marketing (B2B): The process of buying and selling goods or services to be used in the production of other goods and services, for consumption by the buying organization, or for resale by wholesalers and retailers.
B2B Markets
· Focus their efforts on serving specific types of customer markets to create value for those customers 
· There are four distinct B2B organizations 
· Manufacturers or Producers
· They buy raw materials, components and parts that allow them to manufacture goods
· Not only does the manufacturer purchase products from other firms to make its products, but it also works with corporate partners, such as transportation companies to facilitate the movement of the raw supplies to the factory and finished products to stores
· Today many of the companies are demanding that suppliers demonstrate social responsibility by putting in policies and practices to reduce their carbon footprint 
· Resellers: Marketing intermediaries that resell manufactured products without significantly altering their firm
· Example: Wholesalers and distributers buy jeans from Lucky 7 and sell them to retailers (B2B transaction) and retailers in return resell those same jeans to a consumer (B2B transaction). 
· Institutions
· Institutions such as hospitals, educational organizations, prisons, religious organizations, and other non-profit organizations, also purchase all kinds of goods and services to help serve people 
· Government
· In most countries, the central government tends to be one of the largest purchases of goods and services 
· Example: Canadian federal government spent over $240 billion annually on procuring goods and services
· Key Challenges of Reaching B2B Clients 
· Identify the right persons or decision makers within the organizations who can authorize or influence purchases 
· Marketers must understand the buying process of each of its potential clients 
· Identify the factors that influence the buying process of potential clients
· To address the complexity of these markets, companies usually have specific sales people for specific clients 
· Example: Institutional buyers such as nursing homes and universities, tend to relatively small budgets and therefore seek the best value when buying for their firms 
· Example: Governments make larger purchases, but their buying processes must not only satisfy strict policy guidelines but also meet international trade rules. They’re also under great public scrutiny when making purchases 
· Difference between B2B and B2C Markets
· Derived Demand: The linkage between consumers’ demand for a company’s output and its purchase of necessary inputs to manufacture or assemble that particular output 
	Market Characteristics 
· Demand for business products is derived
· Fewer customers, more geographically concentrated, and orders are larger 
· Demand is more inelastic, fluctuates more, and more frequently  

	Product Characteristics 
· Products are technical in nature and purchased based on specifications
· Mainly raw and semi-finished goods are purchased 
· Heavy emphasis is placed on delivery time, technical assistance, after-sale service abd financing assistance 

	Buying Process Characteristics
· Buying decision is more complex
· Buying may involve competitive bidding, negotiated pricing, and complex financial arrangements 
· Buying involves qualified, professional buyers who follow a more formalized process
· Multiple people with varied interests participate in purchase decisions
· Reciprocal arrangements exist, and negotiate between buyers and sellers are common 
· Buyers and sellers usually work closely to build close long-term relationship
· Online buying over the internet is common  

	Marketing Mix Characteristics 
· Direct selling is the primary form of selling and physical distribution is often essential 
· Advertising is technical in nature, and promotions emphasizes personal selling 
· Price is often negotiated, inelastic, frequently affected by trade and quantity discounts.
· Price usually includes a service or maintenance 



· B2B Classification System and Segmentation 
· North American Industry Classification System (NAICS) Codes: A classification scheme that categorizes all firms into a hierarchical set of six-digit codes
The B2B Buying Process 
1. Need Recognition
· The buying organization recognizes, through either internal or external sources, that it has an unfilled need.
2. Product Specification 
· After recognizing the need, the organization considers alternative solutions and comes up with potential specifications that suppliers might use to develop their proposals to supply the product
3. RFP Process 
· Request for Proposals (RFP): A process through which buying organizations invite alternative suppliers to bid on supplying their required components.
4. Proposal Analysis and Supplier Selection 
· The buying organization, in conjunction with its critical decision makers, evaluates all the proposals it receives in response to its RFP
· Firms are likely to narrow the process to a few suppliers, often those with which they have existing relationships, and discuss key terms of sale
· Some firms have a policy that requires them to negotiate with several suppliers, particularly if the product or service represents a critical component or aspect of the business 
5. Order Specification (Purchase)  
· The firm puts the order in with its preferred supplier or suppliers
· The order will include a detailed description of the goods, prices, delivery dates, and, in some cases, penalties if the order is not filled in time.
· The supplier will then send a letter back saying they received the request and offer a date to which they will deliver the request 
6. Vendor Performance Assessment Using Metrics 
· Firms analyze their vendor’s performance so they can make choices about future purchases
· In a B2B setting the analysis is more formal
· How to evaluate the suppliers performance: 
· The buying team develops a list of issues that it believes are important to consider in the evaluation of the vendor 
· To determine how important the issue is, the buying team assess them a score. The more important the issue, the higher the score
· The buying team assigns numbers that reflect its judgements about how well the vendor performs. 5 being an “Excellent Performance”  
· For overall performance, the buyer combines the “Vendors Supplier score” and multiplies it by the “Importance Score”
Example of Evaluating a Vendor’s Performance 
	1. Key Issues
	2. Importance Score
	3. Vendor’s Performance 
	4. Importance/ Performance 

	Strength of Brand
	0.30
	5
	0.15

	Meeting Delivery Dates
	0.20
	4
	0.8

	Product Quality
	0.40
	5
	2.0

	Ease of Ordering
	0.10
	3
	0.3

	Total
	1
	
	4.6



Factors affecting the B2B Buying Process 
· The Buying Centre: The group of people typically responsible for the buying decisions in a large organization
· We will be looking at a hospital scenario to expand on the points 


· The Initiator “The Doctor”: The buying centre participant who first suggests buying the particular product or service
· Example: You are skateboarding and you fall back and break your arm. You require surgery with screws to fix it. The doctor notifies the hospital to make a time for the surgery and requests the types of screws he will need
· The Influencer “The Medical Device Supplier”: The buying centre participant whose views influence other members of the buying centre in making the final decision 
· Example: Your doctor has been using ElbowMed screws for years. It was first introduced to him through a company representative. ElbowMed’s representative effectively influenced your doctor’s decision on what to use
· The Decider “The Hospital”: The buying centre participant who ultimately determines any part of or the entire buying decision- whether to buy, what to buy, how to buy or where to buy
· Example: Even though the doctor requested the ElbowMed screws, the hospital decides whether they buy them for the doctor.
· The Buyer “Hospital Materials Manager”: The buying centre participant who handles the paperwork of the actual purchase
· Example: The actual buyer of the screw will likely be the hospitals materials manager, who is in charge of buying materials and keeping inventory of them
· The Use” Patient”: The person who consumes or uses the product or service purchased by the buying centre
· Example: The person who broke his arm and needs the screws to heal it
· The Gatekeeper” Insurance Company”: The buying centre participant who controls information or access to decision makers and influencers 
· Example: The insurance company may believe that there is a cheaper and same quality of screw out in the market, so they may not reimburse the hospital
Organizational Culture
· Organizational Culture: Reflects the set of values, traditions, and custom guides a firm’s employee’s behavior 
· Example: A new employee is told that she has to arrive to work at 9am. After viewing her co-workers, she notices that they all arrive at 8:30 so she decides to arrive at the same time 
· Autocratic Buying Centre: A buying centre in which one person makes the decision alone, though there may be multiple participants
· Democratic Buying Centre: A buying centre in which the majority rules in making decisions
· Consultative Buying Centre: A buying centre in which one person makes the decision, but her or she solicits inputs from others before doing so
· Consensus Buying Centre: A buying Centre in which all members of the team must reach a collective agreement that they can support a particular purchase




Buying Situations
· New Buy: In a B2B setting, a purchase of a good or service for the first time; the buying decision is likely to be quite involved because the buyer or the buying organization does not have an experience with the item
· Example: The University of Ottawa bought its first teleconferencing equipment and facility to enhance its distance education capabilities
· Most difficult type of buy as the organization is changing its current practices and purchases to make the purchase 
· Typically has more members involved in the buying process and they spend more time at each step of the buying process
· Modified Rebuy: Refers to when the buyer has purchased a similar product in the past but has decided to change some specifications, such as the desired price, quality level, customer service level and options
· Example: A few years ago, a bunch of Universities across Canada replaced their CRT monitors in student labs with LCD monitors
· Usually the buyer is the only person involved in the buying process
· Straight Rebuy: Refers to when the buyer or buying organization simply buys additional units of products that had previously been purchased 
· Example: The university of Ottawa was satisfied with their initial purchase so they bought more video-conferencing rooms. It now has 18 rooms which can fit up to 88 students 
· Usually the buyer knows what the organization needs and can go straight to the 5th step in the buying process 

Role of Internet in B2B Marketing 
· The internet has become the main source of communication for many companies.
· A sales person can quickly log onto the computer and find everything they need to know bout the product they are buying
· Another common use of the internet is virtual tradeshows
· Private Exchange: Occurs when a specific firm (Buyer or seller) invites others to participate in online information exchanges and transactions; can help streamline procurement or distribution processes 
· English Auction: Goods and services are sold to the highest bidder
· [bookmark: _GoBack]Reverse Auction: The buyer provides specifications to a group of sellers, who then bid down the price until the buyer accepts a specific bid

pters
T —
o i s r i 5 s
Sy e S N
e Wt s s im0

e o e et s et A o e o

o ks i o s e st

ik ot it g st o el s
o s o e e s s
o ety e o b b e
e e ———
R s o B o
o G ke s, e e e ot
ey ey Bt ot e e o




