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1.01.0 AIMS & OBJECTIVESAIMS & OBJECTIVES

A student beginning the study of any subject is wise at the outset to seekA student beginning the study of any subject is wise at the outset to seek
a general understanding of its nature, its dimension and its place in thea general understanding of its nature, its dimension and its place in the
scheme of things. So the aim of this unit is to present the core concept ofscheme of things. So the aim of this unit is to present the core concept of
the  kinds  of  things  that  are  handled  in  the  process  of  industrialthe  kinds  of  things  that  are  handled  in  the  process  of  industrial
marketing. marketing. 

By the time you finish this unit you should be able to:By the time you finish this unit you should be able to:
-- define industrial marketingdefine industrial marketing
-- identify the components of industrial marketing systemidentify the components of industrial marketing system
-- identify the major classes of industrial productsidentify the major classes of industrial products
-- identify the three basic types of industrial customers.identify the three basic types of industrial customers.
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1.1 INTRODUCTION1.1 INTRODUCTION

In  its  simplest  term  a  market  is  composed  of  buyers  and  sellers,In  its  simplest  term  a  market  is  composed  of  buyers  and  sellers,
exchanging goods and services and money. It is usually helpful, however,exchanging goods and services and money. It is usually helpful, however,
to also think of markets in terms of  the channels through which buyersto also think of markets in terms of  the channels through which buyers
and  sellers  contact  as  well  as  of  the  relationship  such  contacts  canand  sellers  contact  as  well  as  of  the  relationship  such  contacts  can
establish. A market system, therefore, includes at least three elements-establish. A market system, therefore, includes at least three elements-
participants (buyers and sellers), distribution channels and relationships.participants (buyers and sellers), distribution channels and relationships.

1.2 DEFINITION OF INDUSTRIAL MARKETING1.2 DEFINITION OF INDUSTRIAL MARKETING

There are various definitions of industrial marketing as there are authorsThere are various definitions of industrial marketing as there are authors
of industrial marketing. The following definition is proposed for this text.of industrial marketing. The following definition is proposed for this text.
Industrial marketingIndustrial marketing is  a  human activity directed towards satisfying is  a human activity directed towards satisfying
need and wants of professional buyers and other individuals influencingneed and wants of professional buyers and other individuals influencing
purchases in  commercial,  institutional  and governmental  organizationspurchases in  commercial,  institutional  and governmental  organizations
through the process of exchange.through the process of exchange.

Here the basis for defining industrial marketing appears in line with theHere the basis for defining industrial marketing appears in line with the
understanding  of  the  industrial  customer  rather  than  the  productsunderstanding  of  the  industrial  customer  rather  than  the  products
involved. This is because products and/or services are want satisfier ininvolved. This is because products and/or services are want satisfier in
consumer or industrial market. However, some big differences exist inconsumer or industrial market. However, some big differences exist in
the rationale behind buying motivations in the two market and the basicthe rationale behind buying motivations in the two market and the basic
structure  of  the  two  market  contrasts  sharply.  In  a  general  sense,structure  of  the  two  market  contrasts  sharply.  In  a  general  sense,
industrial  marketing  describes  all  marketing  activities  not  directedindustrial  marketing  describes  all  marketing  activities  not  directed
towards  the  household  or  the  ultimate  consumer.  Now  in  order  totowards  the  household  or  the  ultimate  consumer.  Now  in  order  to
formulate and implement a realistic and practical marketing decision informulate and implement a realistic and practical marketing decision in
the industrial market the industrial manager has to know management ofthe industrial market the industrial manager has to know management of
demand or marketing management. demand or marketing management. 

Industrial  marketing  management  can  be  defined  as  the  analysis,Industrial  marketing  management  can  be  defined  as  the  analysis,
planning,  implementation and control  of  programs designed to create,planning,  implementation and control  of  programs designed to create,
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build and maintain mutual beneficial exchange relationship with targetbuild and maintain mutual beneficial exchange relationship with target
market for the purpose of achieving organizational objectives.market for the purpose of achieving organizational objectives.

In short, marketing management refers to the managing of subordinatesIn short, marketing management refers to the managing of subordinates
in the completion of those marketing programs and activities necessary toin the completion of those marketing programs and activities necessary to
achieve  the  organizations  marketing  objectives.  This  involves  theachieve  the  organizations  marketing  objectives.  This  involves  the
implementation  of  required  marketing  activities  through  the  effort  ofimplementation  of  required  marketing  activities  through  the  effort  of
others inside the organization and often outside of it.others inside the organization and often outside of it.
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1.3 WHO ARE INDUSTRIAL CUSTOMERS?1.3 WHO ARE INDUSTRIAL CUSTOMERS?

Based  on  the  previous  definition  of  industrial  marketing,  industrialBased  on  the  previous  definition  of  industrial  marketing,  industrial
customers are all customers other than the Ultimate Consumer. Industrialcustomers are all customers other than the Ultimate Consumer. Industrial
customers are classified into three groups, which, at times, may overlap.customers are classified into three groups, which, at times, may overlap.

These three classifications will be discussed as follows:These three classifications will be discussed as follows:

1.3.1 1.3.1 Commercial EnterprisesCommercial Enterprises
This  group  includes  commercial  business  enterprises  purchasingThis  group  includes  commercial  business  enterprises  purchasing
industrial  good  and/or  service  for  use  other  than  selling  directly  toindustrial  good  and/or  service  for  use  other  than  selling  directly  to
ultimate customers. In industrial marketing, commercial enterprises areultimate customers. In industrial marketing, commercial enterprises are
further classified into three as follows:further classified into three as follows:

1.3.1.1 Original Equipment Manufacturers1.3.1.1 Original Equipment Manufacturers
The original equipment manufacturers are more commonly referred to asThe original equipment manufacturers are more commonly referred to as
the  OEM.  OEMs'  are  commercial  customers  who  buy  products  andthe  OEM.  OEMs'  are  commercial  customers  who  buy  products  and
sometimes service to incorporate into the products, which can be soldsometimes service to incorporate into the products, which can be sold
either in the industrial market or consumer market. In short OEMs' buyeither in the industrial market or consumer market. In short OEMs' buy
products, which becomes an integral part of the final customers' product.products, which becomes an integral part of the final customers' product.

Example:Example:
An  electronics  company  selling  components  to  a  manufacturer  ofAn  electronics  company  selling  components  to  a  manufacturer  of
television set would consider the television firm as OEMs' customer. television set would consider the television firm as OEMs' customer. 

1.3.1.2 User Customer 1.3.1.2 User Customer 
In industrial marketing, this term is used to refer to those commercialIn industrial marketing, this term is used to refer to those commercial
enterprises purchasing goods and/or services, for use in producing otherenterprises purchasing goods and/or services, for use in producing other
goods  and/or  services,  which  are  then  sold  into  the  industrial  orgoods  and/or  services,  which  are  then  sold  into  the  industrial  or
consumer market or both.consumer market or both.

Example:Example: Manufacturing companies purchasing lathes, driving, bending Manufacturing companies purchasing lathes, driving, bending
and  forming  machines  that  they  use  in  their  production.  In  a  purelyand  forming  machines  that  they  use  in  their  production.  In  a  purely
economic sense the user customers are purchasers of capital goods. economic sense the user customers are purchasers of capital goods. 
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In contrast to OEM, the industrial products purchased by user customersIn contrast to OEM, the industrial products purchased by user customers
never end up in the final products being produced.never end up in the final products being produced.
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1.3.1.3 Industrial Distributors1.3.1.3 Industrial Distributors
The  third  type  of  commercial  enterprise  customer  is  the  industrialThe  third  type  of  commercial  enterprise  customer  is  the  industrial
distributor. Strictly speaking, these are not customers in the industrialdistributor. Strictly speaking, these are not customers in the industrial
market  but  rather  middle  men  who  purchase  products  from  themarket  but  rather  middle  men  who  purchase  products  from  the
manufacturers  or  other  distributors  and then,  it  turn,  sell  these  samemanufacturers  or  other  distributors  and then,  it  turn,  sell  these  same
products to the OEM's to other distributors or to user customers.products to the OEM's to other distributors or to user customers.

In a loose sense, distributors are very similar to industrial wholesaler butIn a loose sense, distributors are very similar to industrial wholesaler but
because of the fact that they will take title to the products they purchase,because of the fact that they will take title to the products they purchase,
many practicing industrial managers treat them as customers.many practicing industrial managers treat them as customers.

N.B.N.B. Throughout this text, distributors shall be considered as middlemen Throughout this text, distributors shall be considered as middlemen
rather than as industrial customer.rather than as industrial customer.

1.3.2 Government Organizations1.3.2 Government Organizations
These are the federal state or local agencies that buy goods and servicesThese are the federal state or local agencies that buy goods and services
for the constitutions they serve. Governmental agencies are the largestfor the constitutions they serve. Governmental agencies are the largest
purchasers  of  goods  and  services  in  any  country.  Besides  this  greatpurchasers  of  goods  and  services  in  any  country.  Besides  this  great
variations  occur  amongst  governmental  customers  in  their  buyingvariations  occur  amongst  governmental  customers  in  their  buying
pattern, purchasing procedure and volume of purchasing. Based on thepattern, purchasing procedure and volume of purchasing. Based on the
above variations, governmental customers are broadly classified into localabove variations, governmental customers are broadly classified into local
governments, state governments and federal governments.governments, state governments and federal governments.

 Local governments:Local governments: these are the lowest administrative units of these are the lowest administrative units of
governments. They serve specific populations in defined areas andgovernments. They serve specific populations in defined areas and
are  typically  responsible  for  many  government  functions.  Theyare  typically  responsible  for  many  government  functions.  They
include municipalities, townships, special distinct and kebeles.include municipalities, townships, special distinct and kebeles.

 State governments:State governments: if there are states within a given nation, the if there are states within a given nation, the
states are also customers for many industrial marketing firms. In ourstates are also customers for many industrial marketing firms. In our
context there are 14 states whose major expenditures are made incontext there are 14 states whose major expenditures are made in
such areas as education, health, road and so forth.such areas as education, health, road and so forth.

7



 Federal governments:Federal governments: are also large buyer of goods and services are also large buyer of goods and services
for civilian and military purpose. for civilian and military purpose. 

Effective marketing strategy for reaching government customers involvesEffective marketing strategy for reaching government customers involves
the marketer's thorough understanding of each group and the complexthe marketer's thorough understanding of each group and the complex
purchasing procedures. purchasing procedures. 
Government  purchasing  is  also  based  on  contractual  arrangements.Government  purchasing  is  also  based  on  contractual  arrangements.
These contracts often contain provisions that have little to do with theThese contracts often contain provisions that have little to do with the
product  under  consideration.  Rather,  they  are  more  concerned  withproduct  under  consideration.  Rather,  they  are  more  concerned  with
broader  social  goals.  All  government  contractors  must  meet  generalbroader  social  goals.  All  government  contractors  must  meet  general
contract provisions that are set forth by law. These provisions includecontract provisions that are set forth by law. These provisions include
production inspection requirements, payment methods, and actions to beproduction inspection requirements, payment methods, and actions to be
taken as a result of default and disputes and other provision based on thetaken as a result of default and disputes and other provision based on the
suppliers performance.suppliers performance.

1.3.3 Institutional Customers1.3.3 Institutional Customers
This  market  includes  those  customers  not  falling  into  commercial  orThis  market  includes  those  customers  not  falling  into  commercial  or
government  classifications.  Institutional  buyers  are  a  mixture  ofgovernment  classifications.  Institutional  buyers  are  a  mixture  of
government  and  private  organizations  and  industrial  marketers  mustgovernment  and  private  organizations  and  industrial  marketers  must
consider them on individual basis to respond successfully according toconsider them on individual basis to respond successfully according to
their unique characteristics, purchasing practices and policies. Examplestheir unique characteristics, purchasing practices and policies. Examples
are  schools,  college  and  universities,  churches,  hospitals,  non-profitare  schools,  college  and  universities,  churches,  hospitals,  non-profit
foundations  etc.  Some  of  these  institutions  follow  rigid  rule  andfoundations  etc.  Some  of  these  institutions  follow  rigid  rule  and
purchasing procedures, while others follow, far more causal procedures.purchasing procedures, while others follow, far more causal procedures.

Although all three types of industrial customers are dissimilar in manyAlthough all three types of industrial customers are dissimilar in many
respects, they are generally considered to comprise the industrial marketrespects, they are generally considered to comprise the industrial market
because they all purchase goods and/or services to use either directly orbecause they all purchase goods and/or services to use either directly or
indirectly in providing good and/or services to their own customers. Theyindirectly in providing good and/or services to their own customers. They
all differ from the ultimate consumer in that they all purchase goods andall differ from the ultimate consumer in that they all purchase goods and
services only to satisfy the demand of their own customers, either directlyservices only to satisfy the demand of their own customers, either directly
or indirectly.or indirectly.
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1.4 CLASSIFICATION OF INDUSTRIAL PRODUCTS1.4 CLASSIFICATION OF INDUSTRIAL PRODUCTS

Under this topic the main objective is to acquainted the student with theUnder this topic the main objective is to acquainted the student with the
characteristics of industrial product. There are several ways of classifyingcharacteristics of industrial product. There are several ways of classifying
industrial products. However, for our discussion, we will  classify themindustrial products. However, for our discussion, we will  classify them
into the following major categories.into the following major categories.

1. Heavy Equipment Products1. Heavy Equipment Products
 Heavy  equipment  products  are  basically  capital  items  used  in  the Heavy  equipment  products  are  basically  capital  items  used  in  the
production  process  and  wear  out  over  time.  They  can  be  purchasedproduction  process  and  wear  out  over  time.  They  can  be  purchased
outright or leased by user customers. It includes metal cutting machineoutright or leased by user customers. It includes metal cutting machine
tools, metal forming machines, (hydraulic and forging process), forklifts,tools, metal forming machines, (hydraulic and forging process), forklifts,
blastfurnace etc.blastfurnace etc.

The marketing implication of these products include:The marketing implication of these products include:
 Time  taking  negotiation  is  involved  because  of  the  heavyTime  taking  negotiation  is  involved  because  of  the  heavy

expenditure associated with the equipment.expenditure associated with the equipment.
 The distribution system is usually direct i.e., from the producer toThe distribution system is usually direct i.e., from the producer to

customercustomer
 Purchasing decision is influenced by cost, return on investment andPurchasing decision is influenced by cost, return on investment and

desire for industry leadership.desire for industry leadership.

2. Light Equipments2. Light Equipments
The light  equipment  classification  industrial  product  includes  portableThe  light  equipment  classification  industrial  product  includes  portable
power tools like drills, saws, grinders, polishers and so forth, measuringpower tools like drills, saws, grinders, polishers and so forth, measuring
instruments, type writers, calculators and other similar products.instruments, type writers, calculators and other similar products.

The  market  of  light  equipment  is  also  normally  comprised  of  userThe  market  of  light  equipment  is  also  normally  comprised  of  user
customers  but  transaction  values  are  considerably  lower  than  heavycustomers  but  transaction  values  are  considerably  lower  than  heavy
equipments.equipments.

3. Consumable Supplies3. Consumable Supplies
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Consumable supplies do not become part of the finished product but mostConsumable supplies do not become part of the finished product but most
parts are continuously worn out or used up in the process of operating orparts are continuously worn out or used up in the process of operating or
facilitating the operation of an enterprise. Such items as paints, soapsfacilitating the operation of an enterprise. Such items as paints, soaps
and detergents,  oils,  cleaning materials  and stationary belongs to  thisand detergents,  oils,  cleaning materials  and stationary belongs to  this
category.category.

The typical consumable supplies are needed by many different firms inThe typical consumable supplies are needed by many different firms in
many different industries. The function that such goods perform all likelymany different industries. The function that such goods perform all likely
to be common to many types of enterprises. Moreover, the products areto be common to many types of enterprises. Moreover, the products are
considered expense items and cannot be depreciated for tax purpose. considered expense items and cannot be depreciated for tax purpose. 

4. Component Parts4. Component Parts
Component parts are those products that are purchased for the purposeComponent parts are those products that are purchased for the purpose
of inclusion into the final products of an industrial company. They can beof inclusion into the final products of an industrial company. They can be
installed directly in to the products with no additional changes and endinstalled directly in to the products with no additional changes and end
up within the product of the purchaser.up within the product of the purchaser.

Examples include switchers, transistors, motors gears, screws and otherExamples include switchers, transistors, motors gears, screws and other
such products of this type. Components products may have two distinctsuch products of this type. Components products may have two distinct
markets – an OEm market and a replacement market. In the case of OEmmarkets – an OEm market and a replacement market. In the case of OEm
market the components are sold to industrial customers who use them inmarket the components are sold to industrial customers who use them in
the  production  process  and  they  contribute  to  the  salacity  of  thethe  production  process  and  they  contribute  to  the  salacity  of  the
customers'  final  product.  But  in  the  case  of  replacement  market  thecustomers'  final  product.  But  in  the  case  of  replacement  market  the
component parts are sold to repair and service facilities.component parts are sold to repair and service facilities.

5. Raw Materials5. Raw Materials
It includes all those products generated by the extractive industry, whichIt includes all those products generated by the extractive industry, which
is subject to some amount of processing before becoming a final product.is subject to some amount of processing before becoming a final product.
Typical of these products include coal, iron ore, gypsum, crude oil, fish,Typical of these products include coal, iron ore, gypsum, crude oil, fish,
lumber, field crop and other similar products. These products at times belumber, field crop and other similar products. These products at times be
marketed to users or OEm's.marketed to users or OEm's.

6. Processed Materials6. Processed Materials
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Processed materials resemble component parts in that they usually enterProcessed materials resemble component parts in that they usually enter
in to and form an indistinguishable part of the finished product. Processin to and form an indistinguishable part of the finished product. Process
materials differ from component parts chiefly in that most of them cannotmaterials differ from component parts chiefly in that most of them cannot
be identified so that they cannot be recognized in the finished product. be identified so that they cannot be recognized in the finished product. 

7. Industrial Services7. Industrial Services
Many companies also operate in the service market and organizationsMany companies also operate in the service market and organizations
require a wide range of services. Industrial services are of a great varietyrequire a wide range of services. Industrial services are of a great variety
and  differ  considerably  in  terms  of  cost  and  sophistication.  Commonand  differ  considerably  in  terms  of  cost  and  sophistication.  Common
examples  of  service  include  janitorial  or  cleaning  service,  repair  andexamples  of  service  include  janitorial  or  cleaning  service,  repair  and
maintenance,  installation  service,  delivery  &  warehousing  consulting,maintenance,  installation  service,  delivery  &  warehousing  consulting,
advertising, accounting service etc.advertising, accounting service etc.

However,  some  organizations  lack  internal  capacities  to  give  suchHowever,  some  organizations  lack  internal  capacities  to  give  such
services  as  legal  counsel,  market  research,  advertising  and  productservices  as  legal  counsel,  market  research,  advertising  and  product
development.  Since  buying  firms  usually  contact  professionals  on  thedevelopment.  Since  buying  firms  usually  contact  professionals  on  the
basis  of  their  word  of  mouth  reputations,  the  marketing  strategy  forbasis  of  their  word  of  mouth  reputations,  the  marketing  strategy  for
professional service is to use a more consultative selling effort aimed atprofessional service is to use a more consultative selling effort aimed at
helping the customer to develop an objective and relevant definition ofhelping the customer to develop an objective and relevant definition of
the  problem  so  that  the  implemented  solution  will  be  effective  andthe  problem  so  that  the  implemented  solution  will  be  effective  and
beneficial.beneficial.

To  sum  up,  it  is  extremely  important  that  the  industrial  marketingTo  sum  up,  it  is  extremely  important  that  the  industrial  marketing
manager realize the classification of his product as they are purchased bymanager realize the classification of his product as they are purchased by
his customers. This is because buying motivations differ within producthis customers. This is because buying motivations differ within product
classifications  –  processed  materials  are  not  purchased  for  the  sameclassifications  –  processed  materials  are  not  purchased  for  the  same
reason as are component parts.reason as are component parts.

1.5 THE INDUSTRIAL MARKETING SYSTEM1.5 THE INDUSTRIAL MARKETING SYSTEM

The  industrial  marketing  system  can  be  described  by  identifying  itsThe  industrial  marketing  system  can  be  described  by  identifying  its
components. The basic components are:components. The basic components are:

1.1. producers of industrial productsproducers of industrial products
2.2. suppliers to these producerssuppliers to these producers
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3.3. customers for industrial productscustomers for industrial products
4.4. channel components between buyers and sellerschannel components between buyers and sellers
5.5. environmental  &  facilitating  forces  that  affect  the  relationshipenvironmental  &  facilitating  forces  that  affect  the  relationship

among the above parties.among the above parties.
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The Industrial Marketing SystemThe Industrial Marketing System
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Resource SuppliersResource Suppliers
Manufacturers of plant andManufacturers of plant and
equipment, supplies, andequipment, supplies, and
materials; Mines, Farms,materials; Mines, Farms,

Fisheries, and TimberFisheries, and Timber

Resource SuppliersResource Suppliers
Manufacturing plants, MillManufacturing plants, Mill

industries, Processingindustries, Processing
plants, Assembly plants,plants, Assembly plants,

Machine shops,Machine shops,
Fabricators, ServiceFabricators, Service

EnvironmentalEnvironmental
ForcesForces

-- EconomicEconomic
-- PoliticalPolitical
-- TechnologicaTechnologica

ll
-- CompetitiveCompetitive

Facilitating ForcesFacilitating Forces
     Advertising Advertising
agenciesagencies
     Transportation Transportation
firmsfirms
     Financial Financial
institutionsinstitutions     Manufacturers Manufacturers

RepresentativesRepresentatives
     Industrial Industrial
distributorsdistributors
     Manufacturer's sales Manufacturer's sales

Customers forCustomers for
industrial goods andindustrial goods and

servicesservices
Original EquipmentOriginal Equipment

Manufacturers (OEMs),Manufacturers (OEMs),
Users, Institutions,Users, Institutions,

Key:Key:  Flow of InformationFlow of Information
Flow of influence by outside forcesFlow of influence by outside forces
Flow of Goods and ServicesFlow of Goods and Services



The following parts provide a brief description of the roles played by eachThe following parts provide a brief description of the roles played by each
of these components.of these components.

1. Producers of Industrial Goods and Services1. Producers of Industrial Goods and Services
Industrial  product  and/or  services  are  produced  by  such  businessIndustrial  product  and/or  services  are  produced  by  such  business
organizations as manufacturing plants, mill industries, processing plants,organizations as manufacturing plants, mill industries, processing plants,
assembly plants and fabricating plants.assembly plants and fabricating plants.

2. Resource Suppliers2. Resource Suppliers
Producers of industrial goods and services require materials to produceProducers of industrial goods and services require materials to produce
their offerings and often these materials must be purchased from othertheir offerings and often these materials must be purchased from other
organizations. Inputs such as raw materials and component parts, labororganizations. Inputs such as raw materials and component parts, labor
and capitals are supplied by other organizations to industrial firms for useand capitals are supplied by other organizations to industrial firms for use
in  producing  outputs.  Industrial  customers  and  distributors  purchasein  producing  outputs.  Industrial  customers  and  distributors  purchase
from suppliers  and  they  themselves  are  suppliers  to  other  firms.  Thefrom suppliers  and  they  themselves  are  suppliers  to  other  firms.  The
survival of an industrial firm depends on its good relationship with itssurvival of an industrial firm depends on its good relationship with its
input suppliers.input suppliers.

3. Customer for Industrial Goods & Services3. Customer for Industrial Goods & Services
 Here  the  primary  customers  for  industrial  goods  and  services  are Here  the  primary  customers  for  industrial  goods  and  services  are
commercial organizations, institutions and governmental agencies.commercial organizations, institutions and governmental agencies.

4. Channel Component in the Industrial Market4. Channel Component in the Industrial Market
 Distributors  link  industrial  producer  and  industrial  customers.  They Distributors  link  industrial  producer  and  industrial  customers.  They
include the manufacturers sales branch, the industrial distributor and theinclude the manufacturers sales branch, the industrial distributor and the
manufacturer's representative.manufacturer's representative.

The channels for industrial products are analyzed in detail later in theThe channels for industrial products are analyzed in detail later in the
text.text.

5. Environmental and Facilitating Forces5. Environmental and Facilitating Forces
A number of environmental forces affect the behavior of the industrialA number of environmental forces affect the behavior of the industrial
marketing  system.  External  factors  such  as  economic  changes,marketing  system.  External  factors  such  as  economic  changes,
technological  changes,  changing  political  climate,  competition,technological  changes,  changing  political  climate,  competition,
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international  pressures  all  affect  producers,  suppliers,  customers  andinternational  pressures  all  affect  producers,  suppliers,  customers  and
channel component members.channel component members.

In addition to environmental forces, the industrial marketing system isIn addition to environmental forces, the industrial marketing system is
affected by facilitating organizations who may not be directly involved inaffected by facilitating organizations who may not be directly involved in
the system but who become involved in the various capacities such asthe system but who become involved in the various capacities such as
advertising  agencies,  warehouse,  transportation  firms,  financialadvertising  agencies,  warehouse,  transportation  firms,  financial
institutions and consulting firms. These forces affected the behavior ininstitutions and consulting firms. These forces affected the behavior in
the industrial marketing system and must be considered as parts of thethe industrial marketing system and must be considered as parts of the
total  system. For example,  advertising agencies provide the necessarytotal  system. For example,  advertising agencies provide the necessary
communication flow between sellers and buyers through the formulationcommunication flow between sellers and buyers through the formulation
of meaningful information. The use of advertising in reaching potentialof meaningful information. The use of advertising in reaching potential
buyers  and  a  multitude  of  buying  influences  is  vital  in  the  overallbuyers  and  a  multitude  of  buying  influences  is  vital  in  the  overall
communication plan of industrial marketers.communication plan of industrial marketers.

In sum, industrial marketing system is open, interactive and part of theIn sum, industrial marketing system is open, interactive and part of the
larger system.larger system.

1.6  BASIC  DIFFERENCE  BETWEEN  INDUSTRIAL  AND  CONSUMER1.6  BASIC  DIFFERENCE  BETWEEN  INDUSTRIAL  AND  CONSUMER
MARKETINGMARKETING

In order to gain a better understanding of the industrial marketing area,In order to gain a better understanding of the industrial marketing area,
let  us  contrast  it  with  consumer  marketing.  The  differences  may  belet  us  contrast  it  with  consumer  marketing.  The  differences  may  be
classified in terms of the following criteria.classified in terms of the following criteria.

I. Differences Related to the Characteristic of the MarketI. Differences Related to the Characteristic of the Market
 There are many differences between industrial and consumer marketing There are many differences between industrial and consumer marketing
than can be traced to differences in the market served by two some ofthan can be traced to differences in the market served by two some of
these differences are:these differences are:

 A relatively small number of customers comprise the market for aA relatively small number of customers comprise the market for a
particular industrial goods and services.particular industrial goods and services.

 Although there may be relatively few industrial customer, they areAlthough there may be relatively few industrial customer, they are
normally large in size.normally large in size.
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 The purchase orders of industrial customers are often very largeThe purchase orders of industrial customers are often very large
and they engage in large volume of purchases.and they engage in large volume of purchases.

 Industrial  customers  are  not  spread  uniformly  but  they  areIndustrial  customers  are  not  spread  uniformly  but  they  are
concentrated in some specific areas.concentrated in some specific areas.

 The industrial market is characterized by derived demand, whichThe industrial market is characterized by derived demand, which
means  that  the  demand  for  industrial  product  is  derived  from themeans  that  the  demand  for  industrial  product  is  derived  from the
ultimate consumer demand.ultimate consumer demand.

The industrial  market  is  also  characterized by joint  demand,  whichThe industrial  market  is  also  characterized by joint  demand,  which
means that industrial customers often buy products that they combinemeans that industrial customers often buy products that they combine
with other  purchased or  manufactured products  to  form their  finalwith  other  purchased or  manufactured products  to  form their  final
products.  Thus  industrial  goods  and  demanded  jointly  with  otherproducts.  Thus  industrial  goods  and  demanded  jointly  with  other
goods, or they are not demanded at all.goods, or they are not demanded at all.

 There  is  a  high  degree  of  cross-elasticity  of  demand  in  theThere  is  a  high  degree  of  cross-elasticity  of  demand  in  the
industrial market. Cross-elasticity of demand is the responsiveness of aindustrial market. Cross-elasticity of demand is the responsiveness of a
sale of one product to the price change of another product(s). It is thesale of one product to the price change of another product(s). It is the
degree  to  which  resources  are  substitutable  for  one  another.  Thedegree  to  which  resources  are  substitutable  for  one  another.  The
demand for many industrial goods is influenced by the price of otherdemand for many industrial goods is influenced by the price of other
goods. For example, the quantity of steel demanded is related to thegoods. For example, the quantity of steel demanded is related to the
price of its close substitute aluminum.price of its close substitute aluminum.

II. Differences Related to the Characteristics of the ProductII. Differences Related to the Characteristics of the Product
There  are  differences  in  the  products  sold  in  to  the  consumer  andThere  are  differences  in  the  products  sold  in  to  the  consumer  and
industrial markets. Some of the major differences are as follows:industrial markets. Some of the major differences are as follows:

 The  products  in  the  industrial  market  are  usually  of  a  moreThe  products  in  the  industrial  market  are  usually  of  a  more
technical nature.technical nature.

 Products  in  the industrial  market  are  purchased on the  basis  ofProducts  in  the industrial  market  are  purchased on the  basis  of
specifications.specifications.

 Industrial  buyers  purchase  products  for  production  inventoryIndustrial  buyers  purchase  products  for  production  inventory
purpose as opposed to immediate use.purpose as opposed to immediate use.
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 There  is  tremendous  emphasis  on  the  importance  of  after  saleThere  is  tremendous  emphasis  on  the  importance  of  after  sale
service in the industrial market.service in the industrial market.

 Packing in  the  industrial  market  is  generally  more protective  inPacking in  the  industrial  market  is  generally  more protective  in
nature than promotion, although it is not always true.nature than promotion, although it is not always true.

 Industrial customers do not always have to purchase the productsIndustrial customers do not always have to purchase the products
they require but sometimes produce them with their own facilities.they require but sometimes produce them with their own facilities.

III. Differences Related to the Characteristics of Industrial BuyersIII. Differences Related to the Characteristics of Industrial Buyers
Some  of  the  major  differences  between  industrial  and  consumerSome  of  the  major  differences  between  industrial  and  consumer
marketing  occur  because  of  the  differences  in  the  buyers  in  the  twomarketing  occur  because  of  the  differences  in  the  buyers  in  the  two
markets. Some of these differences are:markets. Some of these differences are:

 The  industrial  market  is  normally  characterized  by  moreThe  industrial  market  is  normally  characterized  by  more
technically qualified and professional buyers.technically qualified and professional buyers.

 The buying decisions of industrial customers are often made on theThe buying decisions of industrial customers are often made on the
basis  of  such  factors  as  specifications,  supplier  analysis  and  costbasis  of  such  factors  as  specifications,  supplier  analysis  and  cost
effectiveness  as  opposed  to  emotional  purchasing  motives  ofeffectiveness  as  opposed  to  emotional  purchasing  motives  of
customers in consumer market. customers in consumer market. 

 In industrial market the decision for purchase are not made by oneIn industrial market the decision for purchase are not made by one
person but rather by those individuals within the purchasing unit.person but rather by those individuals within the purchasing unit.

 Comitte buying is often found in the industrial market.Comitte buying is often found in the industrial market.
 There  are  very  few  women  buyers  in  the  industrial  market  inThere  are  very  few  women  buyers  in  the  industrial  market  in

contrast to the large amount of purchasing by women in consumercontrast to the large amount of purchasing by women in consumer
market.market.

 The industrial market is characterized by situation of reciprocityThe industrial market is characterized by situation of reciprocity
where  by  buyers  buy  only  from  their  own  customers  i.e.,  twowhere  by  buyers  buy  only  from  their  own  customers  i.e.,  two
companies are both buyers and sellers to each others. companies are both buyers and sellers to each others. 

 Industrial customers often select two or more suppliers to buy theIndustrial customers often select two or more suppliers to buy the
same product just to protect themselves against single suppliers notsame product just to protect themselves against single suppliers not
being able to supply the required amount.being able to supply the required amount.
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V. Differences Related to the Promotional CharacteristicsV. Differences Related to the Promotional Characteristics
Promotion  also  differs  in  the  two  markets.  Some  of  the  majorPromotion  also  differs  in  the  two  markets.  Some  of  the  major
promotional differences are:promotional differences are:

 There is generally a much heavier emphasis on personal selling inThere is generally a much heavier emphasis on personal selling in
industrial market. industrial market. 

 Sales people in the industrial market are more like consultants andSales people in the industrial market are more like consultants and
technical problem solvers to their customers, which may not hold truetechnical problem solvers to their customers, which may not hold true
in consumer market.in consumer market.

 Salespeople  in  the  industrial  market  posses  more  technicalSalespeople  in  the  industrial  market  posses  more  technical
background and are more likely fall  in to the classification of salesbackground and are more likely fall  in to the classification of sales
engineers.engineers.

 In industrial market advertising plays the role of laying down theIn industrial market advertising plays the role of laying down the
foundation for the industrial salesperson's call.foundation for the industrial salesperson's call.

 Advertising  media  in  industrial  market  differs  from  media  inAdvertising  media  in  industrial  market  differs  from  media  in
consumer  market  the  two  prime  medias  in  the  former  are  tradeconsumer  market  the  two  prime  medias  in  the  former  are  trade
journals and direct mail.journals and direct mail.

VI. Differences Related to PricingVI. Differences Related to Pricing
 Price is less important in industrial purchasing compared to: Price is less important in industrial purchasing compared to:

-- the quality and uniformity of the products purchasedthe quality and uniformity of the products purchased
-- certainty of delivery of the products purchasedcertainty of delivery of the products purchased
-- service and technical assistanceservice and technical assistance

 Prices are often based on competitive bidding.Prices are often based on competitive bidding.
 Negotiation  in  setting  price  is  quite  common  in  industrialNegotiation  in  setting  price  is  quite  common  in  industrial

market.market.
 Industrial  marketing  firms  often  provide  financingIndustrial  marketing  firms  often  provide  financing

arrangements  for  their  customers  in  case  of  high  dollar  amountarrangements  for  their  customers  in  case  of  high  dollar  amount
industrial goods.industrial goods.

 Leasing is often used as a price alternative to the marketingLeasing is often used as a price alternative to the marketing
of capital goods.of capital goods.
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 Prices are quiet stable in the industrial market and result inPrices are quiet stable in the industrial market and result in
non-price competition.non-price competition.

 Return on investment pricing techniques is widely used in theReturn on investment pricing techniques is widely used in the
industrial market.industrial market.

VII. Differences Related to the Characteristics of the ChannelVII. Differences Related to the Characteristics of the Channel
 Channels  of  distribution  in  the  industrial  marketChannels  of  distribution  in  the  industrial  market

generally tends to be shorter and much more direct.generally tends to be shorter and much more direct.
 Since there are relatively few buyers who tend to beSince there are relatively few buyers who tend to be

concentrated, the intermediaries in the industrial market are few inconcentrated, the intermediaries in the industrial market are few in
number.number.

 Industrial  distributors  and  manufacturers'Industrial  distributors  and  manufacturers'
representatives  are  the primary  middlemen to  facilitate the  flow ofrepresentatives  are  the primary  middlemen to  facilitate the  flow of
goods in the industrial market if they are needed at all.goods in the industrial market if they are needed at all.

 There  is  greater  expectation  of  sales  effort  fromThere  is  greater  expectation  of  sales  effort  from
industrial channel components than from those in consumer market.industrial channel components than from those in consumer market.

 Physical  distribution  is  extremely  important  inPhysical  distribution  is  extremely  important  in
industrial market.industrial market.

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. There are many fundamental differences between consumer marketThere are many fundamental differences between consumer market

and industrial market. If you had to choose five differences as beingand industrial market. If you had to choose five differences as being
the most important, on the development of marketing strategy, whichthe most important, on the development of marketing strategy, which
ones would you choose? Why would you choose each of them?ones would you choose? Why would you choose each of them?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2. "No  matter  what  the  product  is  marketing  whether  it  is  in  the"No  matter  what  the  product  is  marketing  whether  it  is  in  the

consumer market or in the industrial market a product marketer canconsumer market or in the industrial market a product marketer can
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move products in any part of the market place?" Do you agree withmove products in any part of the market place?" Do you agree with
this statement?this statement?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
3.3. List the three basic types of industrial customers?List the three basic types of industrial customers?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
4.4. If a particular product could be purchased in both consumer marketIf a particular product could be purchased in both consumer market

and  in  the  industrial  market,  how  would  you  think  marketing  ofand  in  the  industrial  market,  how  would  you  think  marketing  of
identical product might differ depending up on the particular marketidentical product might differ depending up on the particular market
involved?involved?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

1.7 SUMMARY 1.7 SUMMARY 

The  purpose  of  this  initial  unit  has  been  to  lay  a  foundation  for  anThe  purpose  of  this  initial  unit  has  been  to  lay  a  foundation  for  an
understanding of  the industrial  market  and the tasks of  the industrialunderstanding of  the industrial  market  and the tasks of  the industrial
marketing management. A general definition of industrial marketing wasmarketing management. A general definition of industrial marketing was
developed. Industrial customers were classified into three basic groups:developed. Industrial customers were classified into three basic groups:
(1)  commercial  enterprises,  (2)  governmental  organizations,  and  (3)(1)  commercial  enterprises,  (2)  governmental  organizations,  and  (3)
institutions. Industrial products were also classified as heavy equipment,institutions. Industrial products were also classified as heavy equipment,
light equipment, consumable suppliers, component parts, raw materials,light equipment, consumable suppliers, component parts, raw materials,
and processed materials and industrial services.and processed materials and industrial services.

The industrial marketing system was described in terms of who producesThe industrial marketing system was described in terms of who produces
industrial goods and services, who consumes these goods and services,industrial goods and services, who consumes these goods and services,
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and who are involved as middlemen between industrial and consumersand who are involved as middlemen between industrial and consumers
marketing  were  examined  with  emphasis  on  market  characteristics,marketing  were  examined  with  emphasis  on  market  characteristics,
buyer  characteristics,  channel  characteristics,  promotionalbuyer  characteristics,  channel  characteristics,  promotional
characteristics and pricing characteristics. The central point of this unitcharacteristics and pricing characteristics. The central point of this unit
has been to emphasize that although marketing in the industrial market ishas been to emphasize that although marketing in the industrial market is
similar in principles to marketing in consumer market, there are distinctsimilar in principles to marketing in consumer market, there are distinct
differences that must be understood if effective marketing management isdifferences that must be understood if effective marketing management is
to take place.to take place.

1.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE1.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer to 1.6Refer to 1.6
2.2. Refer 1.4Refer 1.4
3.3. Refer 1.3Refer 1.3
4.4. Refer 1.6 (II)Refer 1.6 (II)
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UNIT 2: THE DEMAND FOR INDUSTRIAL GOODSUNIT 2: THE DEMAND FOR INDUSTRIAL GOODS

ContentsContents
2.02.0 Aims and ObjectivesAims and Objectives
2.12.1 IntroductionIntroduction
2.22.2  The Total Demand for Industrial Products The Total Demand for Industrial Products
2.32.3 Demand Characteristics of Industrial ProductsDemand Characteristics of Industrial Products
2.42.4  Summary Summary
2.52.5 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

2.02.0 AIMS AND OBJECTIVESAIMS AND OBJECTIVES

The  aim  of  this  unit  is  to  give  a  brief  account  on  the  demandThe  aim  of  this  unit  is  to  give  a  brief  account  on  the  demand
characteristics of industrial products.characteristics of industrial products.

By the time you finish this unit you should be able to:By the time you finish this unit you should be able to:
-- define derived demand and joint demanddefine derived demand and joint demand
-- identify the different demand characteristics of industrial productsidentify the different demand characteristics of industrial products

2.1 INTRODUCTION2.1 INTRODUCTION

To  market  effectively  into  the  industrial  market  requires  a  thoroughTo  market  effectively  into  the  industrial  market  requires  a  thorough
understanding of demand mechanisms in that market. As it was pointedunderstanding of demand mechanisms in that market. As it was pointed
out in the preceding unit, the industrial market differs appreciably fromout in the preceding unit, the industrial market differs appreciably from
the consumer market and many of the key differences can be traced tothe consumer market and many of the key differences can be traced to
differences in demand in the two market.differences in demand in the two market.

2.2 THE TOTAL DEMAND FOR INDUSTRIAL GOODS2.2 THE TOTAL DEMAND FOR INDUSTRIAL GOODS

Estimating the total  demand for the  producer  of  industrial  goods andEstimating the total  demand for the  producer  of  industrial  goods and
services is relatively difficult to accomplish. There is no single source thatservices is relatively difficult to accomplish. There is no single source that
provides such data on the total market for industrial products as reflectedprovides such data on the total market for industrial products as reflected
by commercial enterprises, government customers and institutions. Hereby commercial enterprises, government customers and institutions. Here
for the practicing industrial  marketing manager, it  is  not important tofor the practicing industrial  marketing manager, it  is  not important to
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know the total industrial market, it is more of an academic interest than itknow the total industrial market, it is more of an academic interest than it
is a practical decision – making factor.is a practical decision – making factor.

2.3  DEMAND  CHARACTERISTICS  RELATED  TO  INDUSTRIAL2.3  DEMAND  CHARACTERISTICS  RELATED  TO  INDUSTRIAL
PRODUCTSPRODUCTS

The  marketing  manager  has  to  understand  a  number  of  demandThe  marketing  manager  has  to  understand  a  number  of  demand
characteristics,  which  are  peculiar  to  the  industrial  market.  Thesecharacteristics,  which  are  peculiar  to  the  industrial  market.  These
characteristics may be classified as follows:characteristics may be classified as follows:

I. Those Characteristics Related to the Concept of Derived DemandI. Those Characteristics Related to the Concept of Derived Demand
Derived demand may possibly be the single most important force in theDerived demand may possibly be the single most important force in the
marketing  of  industrial  goods  and  services.  Basically  it  is  a  simplemarketing  of  industrial  goods  and  services.  Basically  it  is  a  simple
concept,  although  many  people  are  confused  by  the  term.  The  term,concept,  although  many  people  are  confused  by  the  term.  The  term,
derived demand refers to the indirect way in which the need for industrialderived demand refers to the indirect way in which the need for industrial
good is generated i.e., from the demand for consumer goods and servicesgood is generated i.e., from the demand for consumer goods and services
they are used to make or provide. In other words, industrial customers dothey are used to make or provide. In other words, industrial customers do
not purchase goods and services because of their own personal need ornot purchase goods and services because of their own personal need or
desires but rather to produce other goods and/or service for their owndesires but rather to produce other goods and/or service for their own
customers. This is where the use of the word derived demand originates –customers. This is where the use of the word derived demand originates –
the  demand of  industrial  good  and  services  by  industrial  customer  isthe  demand of  industrial  good  and  services  by  industrial  customer  is
derived from the demand for their products by their customers. derived from the demand for their products by their customers. 

A simple  example  may help  to  explain  how derived demand works.  AA simple  example  may help  to  explain  how derived demand works.  A
fertilizer company purchasing ingredients from a chemical manufacturerfertilizer company purchasing ingredients from a chemical manufacturer
buys those ingredients not because of personal preference but becausebuys those ingredients not because of personal preference but because
such  ingredients  are  required  to  satisfy  demand  for  Fertilizer  in  thesuch  ingredients  are  required  to  satisfy  demand  for  Fertilizer  in  the
ultimate  consumer  market  logically  then  the  demand  of  the  fertilizerultimate  consumer  market  logically  then  the  demand  of  the  fertilizer
company  for  the  chemical  ingredient  is  derived  from  the  demand  ofcompany  for  the  chemical  ingredient  is  derived  from  the  demand  of
ultimate consumer for the fertilizer produced from those ingredients.  ultimate consumer for the fertilizer produced from those ingredients.  

In  actual  business  world,  there  are  often  many  levels  in  the  derivedIn  actual  business  world,  there  are  often  many  levels  in  the  derived
demand concept. For example, the demand for cotton is dependent upondemand concept. For example, the demand for cotton is dependent upon
the demand of the textile industry, which, in turn is dependent up on thethe demand of the textile industry, which, in turn is dependent up on the
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demand of the garment industry, which is ultimately dependent up on thedemand of the garment industry, which is ultimately dependent up on the
demand  ultimate  consumer  for  clothing  in  general  and  for  cottondemand  ultimate  consumer  for  clothing  in  general  and  for  cotton
products in particular.products in particular.

II. Characteristics Related to the Concept of Joint DemandII. Characteristics Related to the Concept of Joint Demand
Another  demand  characteristics  that  must  be  understood  by  theAnother  demand  characteristics  that  must  be  understood  by  the
industrial marketing manager is joint demand. Joint demand occurs whenindustrial marketing manager is joint demand. Joint demand occurs when
the demand of one product depends upon that product's being used inthe demand of one product depends upon that product's being used in
conjunction with another product. In such a situation the products areconjunction with another product. In such a situation the products are
demanded jointly, or they may not be demanded at all.demanded jointly, or they may not be demanded at all.

Joint demand is very common in the industrial market, particularly withJoint demand is very common in the industrial market, particularly with
OEm  customers.  A  fabricator  purchasing  500  component  parts  forOEm  customers.  A  fabricator  purchasing  500  component  parts  for
assembly  into  a  finished  product  has  a  joint  demand  for  all  thoseassembly  into  a  finished  product  has  a  joint  demand  for  all  those
components.  For  lack  of  a  single  component,  no matter  how large orcomponents.  For  lack  of  a  single  component,  no matter  how large or
small, the final product cannot be assembled.small, the final product cannot be assembled.

Joint demand may also occur in the case of user customers. For example,Joint demand may also occur in the case of user customers. For example,
if a manufacturer is currently using a particular brand of machine in itsif a manufacturer is currently using a particular brand of machine in its
production  process,  other  pieces  of  peripheral  equipments  must  beproduction  process,  other  pieces  of  peripheral  equipments  must  be
compatible  with  that  machine  if  the  production  line  is  to  functioncompatible  with  that  machine  if  the  production  line  is  to  function
effectively.  If,  however,  the manufacturer replaces the machine with aeffectively.  If,  however,  the manufacturer replaces the machine with a
new updated version and the replaced machine is not compatible with thenew updated version and the replaced machine is not compatible with the
peripheral  equipment  previously  purchased,  the  demand for the latterperipheral  equipment  previously  purchased,  the  demand for the latter
(peripheral equipment) may be depressed and even eliminated because(peripheral equipment) may be depressed and even eliminated because
the joint demand relationship is dissolved. the joint demand relationship is dissolved. 

The main point  is  that  joint  demand is  very common and it  may takeThe main point  is  that  joint  demand is  very common and it  may take
various forms. The industrial marketing manager must be aware of anyvarious forms. The industrial marketing manager must be aware of any
such joint relationships with the products and/or services offered by thesuch joint relationships with the products and/or services offered by the
company.company.
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III. Characteristics Related to the Types of ProductsIII. Characteristics Related to the Types of Products
Demand in the industrial market will also vary depending up on the typesDemand in the industrial market will also vary depending up on the types
of  products  being  marketed.  To  illustrate,  the  demand  for  processedof  products  being  marketed.  To  illustrate,  the  demand  for  processed
materials may differ considerably from the demand for capital equipmentmaterials may differ considerably from the demand for capital equipment
primarily  because  of  the  characteristics  of  the  products  themselves.primarily  because  of  the  characteristics  of  the  products  themselves.
Perhaps the best way to understand these differences is to review eachPerhaps the best way to understand these differences is to review each
classification of industrial  products and discuss those factors that mayclassification of industrial  products and discuss those factors that may
influence an industrial  customer to purchase from one supplier  ratherinfluence an industrial  customer to purchase from one supplier  rather
than another.than another.

The following is a partial list of those factors affecting demand for each ofThe following is a partial list of those factors affecting demand for each of
the classification of industrial products. the classification of industrial products. 

 Heavy Equipment Heavy Equipment
When  industrial  customers  purchase  heavy  or  major  equipment,  theirWhen  industrial  customers  purchase  heavy  or  major  equipment,  their
ultimate selection of suppliers may be influenced by factors such as:ultimate selection of suppliers may be influenced by factors such as:

1.1. Strict conformance of the equipment to buyers specificationsStrict conformance of the equipment to buyers specifications
2.2. Service  capabilities  of  the  supplier  in  case  of  breakdown  orService  capabilities  of  the  supplier  in  case  of  breakdown  or

malfunctionmalfunction
3.3. Technical  assistance  provided  by  the  supplier  at  the  time  ofTechnical  assistance  provided  by  the  supplier  at  the  time  of

installationinstallation
4.4. Product warrantiesProduct warranties
5.5. Price,  price conditions and other financing arrangementsPrice,  price conditions and other financing arrangements
6.6. Timely delivery of equipments by the suppliersTimely delivery of equipments by the suppliers
7.7. Past performance of the suppliersPast performance of the suppliers
8.8. Effects on manpower requirements or labor reduction of the newEffects on manpower requirements or labor reduction of the new

equipmentsequipments
9.9. Energy consumption requirements of the equipmentEnergy consumption requirements of the equipment
10.10. The difficulty or ease of operating the new equipments by theThe difficulty or ease of operating the new equipments by the

existing employeesexisting employees

 Light Equipment Light Equipment
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The  demand  for  light  equipment  in  the  industrial  market  is  oftenThe  demand  for  light  equipment  in  the  industrial  market  is  often
influenced by the following factors.influenced by the following factors.

1.1. Price and price considerations such as quality and trade discountsPrice and price considerations such as quality and trade discounts
2.2. Speed and certainty of deliverySpeed and certainty of delivery
3.3. Personal preference of those who use the equipments – personalPersonal preference of those who use the equipments – personal

like and dislikes of userslike and dislikes of users
4.4. Product warrantiesProduct warranties
5.5. Service capabilities of the suppliersService capabilities of the suppliers
6.6. Past experience with the supplier and his equipmentPast experience with the supplier and his equipment
7.7. Competitive alternatives open to the purchaserCompetitive alternatives open to the purchaser
8.8. Provisions for returning defective equipmentsProvisions for returning defective equipments

Since the light equipment is often standardized and marketed into a wideSince the light equipment is often standardized and marketed into a wide
spectrum of industries its demand is influenced by factors different fromspectrum of industries its demand is influenced by factors different from
heavy equipment, which may be non-standardized and custom producedheavy equipment, which may be non-standardized and custom produced
to individual buyer preference. to individual buyer preference. 

 Component Parts Component Parts
The  demand for  component  parts  may  be  influenced  by  factors  quiteThe  demand for  component  parts  may  be  influenced  by  factors  quite
different from those affecting the demand for capital equipment, heavy ordifferent from those affecting the demand for capital equipment, heavy or
light. One major difference is that heavy or light equipment is sold to userlight. One major difference is that heavy or light equipment is sold to user
customers,  whereas  components  are  typically  marketed  to  OEmcustomers,  whereas  components  are  typically  marketed  to  OEm
customers. The impact of this difference is on derived demand nature ofcustomers. The impact of this difference is on derived demand nature of
component parts.  component parts.  

The  selected  process  by  OEm  customers  among  possible  suppliers  isThe  selected  process  by  OEm  customers  among  possible  suppliers  is
often made on the basis of factors such as the following often made on the basis of factors such as the following 

1.1. Strict conformance to buyer specificationsStrict conformance to buyer specifications
2.2. The quality and uniformity of the purchased components.The quality and uniformity of the purchased components.
3.3. Certainty of deliveryCertainty of delivery
4.4. Price and price considerationsPrice and price considerations
5.5. Capability of the suppliers to provide the required quality of partsCapability of the suppliers to provide the required quality of parts
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6.6. The price of the purchased components compared to the cost of theThe price of the purchased components compared to the cost of the
purchaser producing the parts in their own plantpurchaser producing the parts in their own plant

7.7. Return provision of defective partsReturn provision of defective parts
8.8. Past experience with the supplier and component partsPast experience with the supplier and component parts
9.9. Specific derived demand considerationsSpecific derived demand considerations

  Processed MaterialsProcessed Materials
The demand for process materials is also influenced by the OEm market,The demand for process materials is also influenced by the OEm market,
but this differs in two major ways from the demand for component parts.but this differs in two major ways from the demand for component parts.
First,  there is  usually no replacement market  for processed materials.First,  there is  usually no replacement market  for processed materials.
Second, processed materials are usually not used in the same form by theSecond, processed materials are usually not used in the same form by the
purchasing OEm as are components parts.purchasing OEm as are components parts.

In choosing among suppliers of processed materials, industrial buyers areIn choosing among suppliers of processed materials, industrial buyers are
influenced by factor such as the following:influenced by factor such as the following:

1.1. Strict conformance to buyer specificationsStrict conformance to buyer specifications
2.2. Price and price considerationsPrice and price considerations
3.3. Quality and uniformity of the materialsQuality and uniformity of the materials
4.4. Certainty of deliveryCertainty of delivery
5.5. Capability of the supplier to provide the quantity requiredCapability of the supplier to provide the quantity required
6.6. Return provision for defective materialsReturn provision for defective materials
7.7. Freight difference among suppliersFreight difference among suppliers
8.8. Past experience with the suppliers materialsPast experience with the suppliers materials
9.9. Competitive alternatives open to the buyerCompetitive alternatives open to the buyer
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 Consumable Supplies Consumable Supplies
Consumable supplies have probably the simplest demand mechanism ofConsumable supplies have probably the simplest demand mechanism of
all industrial goods. Normally, they are standardized products that can beall industrial goods. Normally, they are standardized products that can be
sold to all different types of industrial consumers.sold to all different types of industrial consumers.

In choosing among possible suppliers of consumable supplies, industrialIn choosing among possible suppliers of consumable supplies, industrial
customers base their decision to purchase on such factors as:customers base their decision to purchase on such factors as:

1.1. Price and price consideration such as quantity and trade discountPrice and price consideration such as quantity and trade discount
2.2. Certainty of deliveryCertainty of delivery
3.3. Brand name of the supplierBrand name of the supplier
4.4. Capability of the supplier to provide the required quantityCapability of the supplier to provide the required quantity
5.5. Past experience with the supplierPast experience with the supplier
6.6. Competitive alternatives open to the purchaserCompetitive alternatives open to the purchaser

 Raw Materials Raw Materials
In choosing among suppliers of raw materials, industrial customers baseIn choosing among suppliers of raw materials, industrial customers base
their decisions on factors as the following:their decisions on factors as the following:

1.1. Standard and grades of the materialStandard and grades of the material
2.2. Certainty of deliveryCertainty of delivery
3.3. Capability of the supplier to provide the quantity required overtimeCapability of the supplier to provide the quantity required overtime
4.4. Price and price considerationsPrice and price considerations
5.5. Freight  rates  and  charges  involved  in  buying  from  differentFreight  rates  and  charges  involved  in  buying  from  different

supplierssuppliers
6.6. Past experience with the supplierPast experience with the supplier
7.7. Competitive advantage open to the buyerCompetitive advantage open to the buyer

In sum, the industrial  marketing manager must understand fully thoseIn sum, the industrial  marketing manager must understand fully those
characteristics of demand peculiar to the particular products or productcharacteristics of demand peculiar to the particular products or product
lines of the company. It should be apparent that an industrial marketinglines of the company. It should be apparent that an industrial marketing
company selling capital equipment via custom sales to user customerscompany selling capital equipment via custom sales to user customers
face  a  completely  different  demand  mechanism from that  of  the  firmface  a  completely  different  demand  mechanism from that  of  the  firm
selling standardized component parts to a lot of different industries.selling standardized component parts to a lot of different industries.
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IV. Characteristics Related to the Nature of the MarketIV. Characteristics Related to the Nature of the Market
In  addition  to  the  demand  characteristics  discussed  thus  far,  anotherIn  addition  to  the  demand  characteristics  discussed  thus  far,  another
factor that must be considered by the industrial marketing manager isfactor that must be considered by the industrial marketing manager is
whether he is selling goods and/or services into a horizontal or a verticalwhether he is selling goods and/or services into a horizontal or a vertical
market and the degree of concentration in that market. market and the degree of concentration in that market. 

A vertical marketA vertical market exists when a company sells its product and/or service exists when a company sells its product and/or service
to one specific industry, whereas a horizontal market exists when a firmto one specific industry, whereas a horizontal market exists when a firm
is  able  to  market  its  good  and/or  services  to  a  broad  spectrum  ofis  able  to  market  its  good  and/or  services  to  a  broad  spectrum  of
industries.  To  illustrate,  the  market  for  the  manufacturers  of  blastindustries.  To  illustrate,  the  market  for  the  manufacturers  of  blast
furnaces  is  quite  vertical  where  as  the  market  for  manufacturers  offurnaces  is  quite  vertical  where  as  the  market  for  manufacturers  of
machines tool might be horizontal.  Vertical  or horizontal  markets maymachines tool might be horizontal.  Vertical  or horizontal  markets may
exist for all types of products and services in the industrial market.exist for all types of products and services in the industrial market.

Concentration refers to the total number of companies in the market andConcentration refers to the total number of companies in the market and
the  percentage  of  purchase  made  by  the  larger  more  dominant  firmsthe  percentage  of  purchase  made  by  the  larger  more  dominant  firms
(members).  The  individual  industrial  marketing  manager  must  look  at(members).  The  individual  industrial  marketing  manager  must  look  at
each of  his  company's  markets  to  determine if  a  few large customerseach of  his  company's  markets  to  determine if  a  few large customers
dominate the market or if the market potential is scattered among manydominate the market or if the market potential is scattered among many
firms.firms.

V. Characteristics Related to the Nature of Industrial BuyersV. Characteristics Related to the Nature of Industrial Buyers
Because  industrial  goods  and  services  are  purchased  by  people,  it  isBecause  industrial  goods  and  services  are  purchased  by  people,  it  is
difficult to generalize about the nature of industrial buyers. Nevertheless,difficult to generalize about the nature of industrial buyers. Nevertheless,
some  generalizations  will  help  us  to  understand  what  influencessome  generalizations  will  help  us  to  understand  what  influences
industrial purchasers in their buying as follows.industrial purchasers in their buying as follows.

 Price  is  often  not  the  major  determinant  of  demand  as  buyersPrice  is  often  not  the  major  determinant  of  demand  as  buyers
would be willing to pay more if certainty of delivery, quality, service,would be willing to pay more if certainty of delivery, quality, service,
technical assistance, and so forth were assured.technical assistance, and so forth were assured.
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 Buyers will often split purchases of product rather than buy from aBuyers will often split purchases of product rather than buy from a
single source of supply to assure themselves of having at least onesingle source of supply to assure themselves of having at least one
source of reliable supply.source of reliable supply.

 Many buyers prefer to purchase from those firms they perceive toMany buyers prefer to purchase from those firms they perceive to
hold positions of technical leadership with the logic that this allows thehold positions of technical leadership with the logic that this allows the
buying firm to keep up to date with new technological innovations.buying firm to keep up to date with new technological innovations.

 Reverse elasticity of demand often occur in the short run owing toReverse elasticity of demand often occur in the short run owing to
buyer  expectation.  A  price  increase  by  a  supplier  brings  about  anbuyer  expectation.  A  price  increase  by  a  supplier  brings  about  an
increase  quantity  demanded  as  buyers  expect  even  further  priceincrease  quantity  demanded  as  buyers  expect  even  further  price
increase and thus purchase and keep them in their store to protectincrease and thus purchase and keep them in their store to protect
themselves against anticipated price increase.themselves against anticipated price increase.

VI. Characteristics Related to the Geographic ConcentrationVI. Characteristics Related to the Geographic Concentration
of Customersof Customers
 The demand for industrial goods and services is not spread evenly in any The demand for industrial goods and services is not spread evenly in any
country, but is often concentrated in some specific areas. It is importantcountry, but is often concentrated in some specific areas. It is important
that the industrial marketing manager recognize the important locationthat the industrial marketing manager recognize the important location
demand characteristics for individual goods and/or services. The rationaledemand characteristics for individual goods and/or services. The rationale
behind this is to save or economically use our effort in areas where nobehind this is to save or economically use our effort in areas where no
demand exists and invest our maximum potential in other areas wheredemand exists and invest our maximum potential in other areas where
the demand is largest.the demand is largest.

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. Explain the concept of derived demand and how it works by citingExplain the concept of derived demand and how it works by citing

typical examples that show how they are interrelated to each other.typical examples that show how they are interrelated to each other.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

30



2.2. Do you believe a price decrease would be an effective marketingDo you believe a price decrease would be an effective marketing
tool if an industrial marketing manager finds a decrease in demand fortool if an industrial marketing manager finds a decrease in demand for
products in consumer market? Discuss.products in consumer market? Discuss.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
3.3. "The concept of joint demand is a concern only for manufacturers"The concept of joint demand is a concern only for manufacturers

and marketers of capital equipment." Do you agree? Discuss.and marketers of capital equipment." Do you agree? Discuss.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
4.4. Why  is  the  concentration  of  demand  a  problem  for  industrialWhy  is  the  concentration  of  demand  a  problem  for  industrial

marketing manager? Would you prefer to market in a situation wheremarketing manager? Would you prefer to market in a situation where
a few large buyers dominated the market, or to market in a situationa few large buyers dominated the market, or to market in a situation
where little concentration exists? Explain.where little concentration exists? Explain.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
5.5. Do  you  believe  the  differences  in  demand  attributable  toDo  you  believe  the  differences  in  demand  attributable  to

characteristics of products involved are sufficient to warrant separatecharacteristics of products involved are sufficient to warrant separate
marketing program of  each classification of  products?  Explain  yourmarketing program of  each classification of  products?  Explain  your
answer. answer. 

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
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2.4 SUMMARY2.4 SUMMARY

Understanding  demand  is  the  industrial  market  is  critical  for  theUnderstanding  demand  is  the  industrial  market  is  critical  for  the
marketing manager and is one of the first steps in formulating a realisticmarketing manager and is one of the first steps in formulating a realistic
and  effective  marketing  strategy.  As  this  unit  has  shown,  industrialand  effective  marketing  strategy.  As  this  unit  has  shown,  industrial
demand involves  the  understanding of  the  various characteristics  thatdemand involves  the  understanding of  the  various characteristics  that
combine to make the job of the industrial marketing a formidable one.combine to make the job of the industrial marketing a formidable one.
The  industrial  marketing  manager  must  be  able  to  integrate  theThe  industrial  marketing  manager  must  be  able  to  integrate  the
characteristics  of  derived  demand,  joint  demand,  industrialcharacteristics  of  derived  demand,  joint  demand,  industrial
concentration,  vertical  or  horizontal  market  and  the  peculiarities  ofconcentration,  vertical  or  horizontal  market  and  the  peculiarities  of
individual buyers in assessing demand for the firms products or productindividual buyers in assessing demand for the firms products or product
lines.lines.

2.5 ANSWER TO CHECK YOUR PROGRESS EXERCISE2.5 ANSWER TO CHECK YOUR PROGRESS EXERCISE

For all questions, refer 2.3 and the following sub parts of:For all questions, refer 2.3 and the following sub parts of:
1.1. II
2.2. VV
3.3. IIII
4.4. VIVI
5.5. IIIIII
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UNIT 3: THE INDUSTRIAL CUSTOMERUNIT 3: THE INDUSTRIAL CUSTOMER

 Contents Contents
3.03.0 Aims and ObjectivesAims and Objectives
3.13.1 IntroductionIntroduction
3.23.2  How to Define Industrial Customers to be Reached How to Define Industrial Customers to be Reached
3.33.3  Understanding Organizational Characteristics Understanding Organizational Characteristics
3.43.4 Value Analysis in Industrial MarketingValue Analysis in Industrial Marketing
3.53.5 SummarySummary
3.63.6  Answer to Check Your Progress Exercise Answer to Check Your Progress Exercise

3.03.0 AIMS AND OBJECTIVESAIMS AND OBJECTIVES

For those who have anything to do with a business, the customer is theFor those who have anything to do with a business, the customer is the
most important. All others are expendable. He is not. The aim of this unitmost important. All others are expendable. He is not. The aim of this unit
is to show how we can identify industrial customers to be reached and theis to show how we can identify industrial customers to be reached and the
characteristics  of  customer  organization  together  with  its  effect  oncharacteristics  of  customer  organization  together  with  its  effect  on
purchasing.purchasing.

By the time you finish this unit you should be able to:By the time you finish this unit you should be able to:
-- define industrial customersdefine industrial customers
-- describe the SIC and input-output modeldescribe the SIC and input-output model
-- explain value analysis in the context of industrial marketingexplain value analysis in the context of industrial marketing

3.1 INTRODUCTION3.1 INTRODUCTION

As  it  was  developed  in  the  opening  unit,  customers  in  the  industrialAs  it  was  developed  in  the  opening  unit,  customers  in  the  industrial
market fall into three basic classification: (1) commercial enterprises, (2)market fall into three basic classification: (1) commercial enterprises, (2)
government, and (3) institutions.government, and (3) institutions.

Within this classification the purchasing decision vary with the type ofWithin this classification the purchasing decision vary with the type of
industrial  good  and  services  under  consideration.  So  the  industrialindustrial  good  and  services  under  consideration.  So  the  industrial
marketing must know his/her customers explicitly and perform detailedmarketing must know his/her customers explicitly and perform detailed
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research and analysis into market segmentation, organizational behavior,research and analysis into market segmentation, organizational behavior,
purchasing  policies  and  procedures,  and  formal  &  informal  buyingpurchasing  policies  and  procedures,  and  formal  &  informal  buying
influences appropriately.influences appropriately.

3.2 HOW TO DEFINE INDUSTRIAL CUSTOMERS TO BE REACHED3.2 HOW TO DEFINE INDUSTRIAL CUSTOMERS TO BE REACHED

The  first  and  most  important  issue  that  should  be  addressed  by  theThe  first  and  most  important  issue  that  should  be  addressed  by  the
industrial  marketing  manager  is  to  define  the  customer  groups  to  beindustrial  marketing  manager  is  to  define  the  customer  groups  to  be
reached.reached.

1. The Standard Industrial Classification (SIC):1. The Standard Industrial Classification (SIC): is the tool used to is the tool used to
obtain data about industrial customers to be reached by classifying themobtain data about industrial customers to be reached by classifying them
into various groups. SIC is a uniform numbering system by classifying theinto various groups. SIC is a uniform numbering system by classifying the
establishments  according  to  their  economic  activity.  It  divides  theestablishments  according  to  their  economic  activity.  It  divides  the
economy into sub-classification as:economy into sub-classification as:

 Agriculture, forestry and fishing, cattle breading Agriculture, forestry and fishing, cattle breading 01 - 0301 - 03
 Mining Mining 04 – 0604 – 06
 ConstructionConstruction 07 – 1007 – 10
 ManufacturingManufacturing 11 – 1311 – 13
 Transportation, Communication, gas & sanitaryTransportation, Communication, gas & sanitary 14 – 1614 – 16
 Trade (Wholesale & Retail trade)Trade (Wholesale & Retail trade) 17 – 1917 – 19
 Finance & Insurance, real estate serviceFinance & Insurance, real estate service 20 – 2220 – 22
 Public administrationPublic administration 23 – 2723 – 27
 Non classifiable establishmentsNon classifiable establishments         28        28

Within each major industry group, detailed sub groups and industries canWithin each major industry group, detailed sub groups and industries can
be defined. Then, each group will be assigned two digit numbers. Eachbe defined. Then, each group will be assigned two digit numbers. Each
major two-digit SIC industry groups are then defined by a third digit andmajor two-digit SIC industry groups are then defined by a third digit and
detailed industries are defined by a fourth. Thus, the longer the number,detailed industries are defined by a fourth. Thus, the longer the number,
the more detailed the industry being defined. the more detailed the industry being defined. 

Here the standard industrial classification is a tool for classifying thoseHere the standard industrial classification is a tool for classifying those
customers  to  be  reached.  By  itself,  SIC  will  not  necessary  tell  thecustomers  to  be  reached.  By  itself,  SIC  will  not  necessary  tell  the
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industrial marketing manager who the industrial customers are or whoindustrial marketing manager who the industrial customers are or who
they should be or where they are or how big they are, and so forth. Therethey should be or where they are or how big they are, and so forth. There
are  ways,  however,  of  finding  out  these  things  and  then  using  theare  ways,  however,  of  finding  out  these  things  and  then  using  the
standard  industrial  classification  system  to  refine  market  segmentsstandard  industrial  classification  system  to  refine  market  segments
further.further.

2. Input-output Analysis:2. Input-output Analysis: this method is based on the simple concept this method is based on the simple concept
that the sales or output of one industry are the purchases or inputs ofthat the sales or output of one industry are the purchases or inputs of
another industry  or an industry's  inputs are a function of  a supplier'sanother industry  or an industry's  inputs are a function of  a supplier's
output.output.

Input-output  analysis  is  a  useful  tool  for  the  industrial  marketingInput-output  analysis  is  a  useful  tool  for  the  industrial  marketing
managers.  It  provides  an  objective  and  practical  way  to  determinemanagers.  It  provides  an  objective  and  practical  way  to  determine
prospective  customers by the  quantity  of  purchases.  It  helps  to  knowprospective  customers by the  quantity  of  purchases.  It  helps  to  know
which  industries  are  major  customers  and  enables  the  marketer  towhich  industries  are  major  customers  and  enables  the  marketer  to
compare company market  segments with industry market  segments incompare company market  segments with industry market  segments in
terms of sales percentages.terms of sales percentages.

Once major customers segments are found through input-output analysis,Once major customers segments are found through input-output analysis,
the  industrial  marketing  manager  must  now  locate  specific  industrialthe  industrial  marketing  manager  must  now  locate  specific  industrial
customers,  find  specific  information  on  such  customers  and  directcustomers,  find  specific  information  on  such  customers  and  direct
marketing effort towards them. The information may include:marketing effort towards them. The information may include:

 firm name, address and phone numberfirm name, address and phone number
 corporate officers by name, title and positionscorporate officers by name, title and positions
 directors by namedirectors by name
 annual sales volumeannual sales volume
 number of employeesnumber of employees
 appropriate SIC numberappropriate SIC number
 product and service producedproduct and service produced

3.3 UNDERSTANDING ORGANIZATIONAL CHARACTERISTICS3.3 UNDERSTANDING ORGANIZATIONAL CHARACTERISTICS
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Once industrial customers have been defined and located, each must beOnce industrial customers have been defined and located, each must be
further analyzed in terms of characteristics that will have an effect on itsfurther analyzed in terms of characteristics that will have an effect on its
purchasing.  Typically,  this  involves  researching each of  the  customerspurchasing.  Typically,  this  involves  researching each of  the  customers
located in the preceding section with regard initially to the purchasinglocated in the preceding section with regard initially to the purchasing
functions of the particular firm in question. Purchasing functions differfunctions of the particular firm in question. Purchasing functions differ
among industries and among companies in the same industry. Thus, it isamong industries and among companies in the same industry. Thus, it is
important that the marketing manager gain insight in to the purchasingimportant that the marketing manager gain insight in to the purchasing
behavior of each and every present and prospective customer firm. It isbehavior of each and every present and prospective customer firm. It is
generally conceded that the first step in understanding the very complexgenerally conceded that the first step in understanding the very complex
area  of  corporate  industrial  purchasing behavior  is  to  understand  thearea  of  corporate  industrial  purchasing behavior  is  to  understand  the
organization of the particular firm involved.organization of the particular firm involved.

The major factors influencing organizational purchasing are discussed asThe major factors influencing organizational purchasing are discussed as
follows:follows:

1. Size of the Customer Firm and Specialization of Purchasing1. Size of the Customer Firm and Specialization of Purchasing
Although  there  is  no  hard-and-fast  rules,  the  size  of  the  companyAlthough  there  is  no  hard-and-fast  rules,  the  size  of  the  company
generally  has  an  effect  on  the  way  in  which  it  purchases  goods  andgenerally  has  an  effect  on  the  way  in  which  it  purchases  goods  and
services, and thus size has an effect on the marketing approach to beservices, and thus size has an effect on the marketing approach to be
used.  For  example,  in  smaller  firms,  purchasing  is  often  a  part  timeused.  For  example,  in  smaller  firms,  purchasing  is  often  a  part  time
responsibility held by someone such as office manager or owner/manager.responsibility held by someone such as office manager or owner/manager.
This  implies  that  the  purchaser  is  normally  not  a  specialist,  andThis  implies  that  the  purchaser  is  normally  not  a  specialist,  and
educational  selling on the part  of  the marketing manager is  required.educational  selling on the part  of  the marketing manager is  required.
However, in large industrial firms, it is very common to find a great dealHowever, in large industrial firms, it is very common to find a great deal
of purchasing specialization in very formalized departments. There areof purchasing specialization in very formalized departments. There are
definite lines of authority and responsibility and highly specialized buyersdefinite lines of authority and responsibility and highly specialized buyers
are the rule.are the rule.

2. Purchasing Positions in the Customer Organizations2. Purchasing Positions in the Customer Organizations
Another extremely important characteristics that must be determined forAnother extremely important characteristics that must be determined for
each and every customer is the position of the purchasing department ineach and every customer is the position of the purchasing department in
the  formal  organization  of  each  customer  firm.  In  attempting  tothe  formal  organization  of  each  customer  firm.  In  attempting  to
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determine the position of purchasing in the customer organization, thedetermine the position of purchasing in the customer organization, the
following questions are extremely important.following questions are extremely important.

A) Is the purchasing department line or staff? A) Is the purchasing department line or staff? 
In some companies, purchasing is a line position, whereas in other it mayIn some companies, purchasing is a line position, whereas in other it may
be a staff position.  The importance of this to the industrial  marketingbe a staff position.  The importance of this to the industrial  marketing
manager is vital. Line purchasing departments possess the authority tomanager is vital. Line purchasing departments possess the authority to
decide,  what will  be purchased and from who it  will  be bought.  Staffdecide,  what will  be purchased and from who it  will  be bought.  Staff
purchasing  departments,  on  the  other  hand,  usually  operate  in  anpurchasing  departments,  on  the  other  hand,  usually  operate  in  an
advisory  capacity,  advising  such  other  departments  as  production,advisory  capacity,  advising  such  other  departments  as  production,
engineering and so on, on what they might buy and from whom; but theengineering and so on, on what they might buy and from whom; but the
authority  is  vested in the other  departments.  If  the  marketing firm isauthority  is  vested in the other  departments.  If  the  marketing firm is
spending  its  time  cultivating  a  staff  purchasing  department  when  thespending  its  time  cultivating  a  staff  purchasing  department  when  the
decision are actually made else where, that firm will lose orders if thedecision are actually made else where, that firm will lose orders if the
recommendations of purchasing as an advisor are not followed. recommendations of purchasing as an advisor are not followed. 

B) Where is the level of the purchasing department in the organization?B) Where is the level of the purchasing department in the organization?
In addition to determining whether purchasing is a line or staff position,In addition to determining whether purchasing is a line or staff position,
the industrial marketing manager must also discover how high or low thethe industrial marketing manager must also discover how high or low the
purchasing department is in each buyer firms organization. This is thepurchasing department is in each buyer firms organization. This is the
kind of information that shows on formal organizational chart, and it cankind of information that shows on formal organizational chart, and it can
be  found  with  some  effort.  It  determines  the  authority  and  decision-be  found  with  some  effort.  It  determines  the  authority  and  decision-
making power of the purchasing department although it still holds a linemaking power of the purchasing department although it still holds a line
position.position.

C)  Are  purchasing  responsibilities  split  between  head  quarters  andC)  Are  purchasing  responsibilities  split  between  head  quarters  and
operating divisions?operating divisions?
In  many  industrial  companies  where  multiplants  and/or  division  areIn  many  industrial  companies  where  multiplants  and/or  division  are
found, there are split purchasing responsibilities. The division or plantsfound, there are split purchasing responsibilities. The division or plants
have  the  authority  to  purchase  operationally,  but  overall  purchasinghave  the  authority  to  purchase  operationally,  but  overall  purchasing
policy may be determined at the corporate level at the home office orpolicy may be determined at the corporate level at the home office or
head quarters.head quarters.
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The marketing implication of this may be:The marketing implication of this may be:
 there are different operational units that make actual and specificthere are different operational units that make actual and specific

decisionsdecisions
 purchasing  may  not  follow uniform procedures  to  buy  the  samepurchasing  may  not  follow uniform procedures  to  buy  the  same

productsproducts
 in  order  to  purchase  heavy  equipment,  the  plants  may  need  toin  order  to  purchase  heavy  equipment,  the  plants  may  need  to

obtain authorization from home offices etc.obtain authorization from home offices etc.

D) What purchasing policies are involved by each customer firm?D) What purchasing policies are involved by each customer firm?
Different  companies  have  different  polices  governing  their  purchases.Different  companies  have  different  polices  governing  their  purchases.
Yet, it might be difficult to recognize each customer purchasing policiesYet, it might be difficult to recognize each customer purchasing policies
unless it is made known to all possible suppliers. Such policies includeunless it is made known to all possible suppliers. Such policies include

 buying from local suppliers whenever possiblebuying from local suppliers whenever possible
 request for bid when the requirement exceed certain amountrequest for bid when the requirement exceed certain amount
 reciprocal agreements with customersreciprocal agreements with customers
 buying from  at least two suppliers on every purchasebuying from  at least two suppliers on every purchase

All  of  these  determine  the  customer's  purchase  decisions.  It  makes  aAll  of  these  determine  the  customer's  purchase  decisions.  It  makes  a
difference in formulating marketing strategies and requires first to knowdifference in formulating marketing strategies and requires first to know
the changes in policies and adopting them.the changes in policies and adopting them.

3.4 VALUE ANALYSIS IN INDUSTRIAL MARKETING3.4 VALUE ANALYSIS IN INDUSTRIAL MARKETING

Value  analysis  is  a  management  technique,  which  involves  in-depthValue  analysis  is  a  management  technique,  which  involves  in-depth
investigation  of  an  item  in  terms  of  the  function  and  cost  (price)  toinvestigation  of  an  item  in  terms  of  the  function  and  cost  (price)  to
determine  the  most  effective  specifications  and  achieve  the  lowestdetermine  the  most  effective  specifications  and  achieve  the  lowest
possible cost. The logic behind this analysis is possible cost. The logic behind this analysis is cost savingcost saving by identifying by identifying
unnecessary  cost  elements  in  the  item  and  eliminating  them  withoutunnecessary  cost  elements  in  the  item  and  eliminating  them  without
negatively affecting the items functions.negatively affecting the items functions.

Value  analysis,  as  developed  by  most  companies,  is  a  step-by-stepValue  analysis,  as  developed  by  most  companies,  is  a  step-by-step
procedure that involvesprocedure that involves
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1.1. Selection of a product that need's improvement or chosen for valueSelection of a product that need's improvement or chosen for value
analysisanalysis

2.2. Gathering information by the team coordinator before the team firstGathering information by the team coordinator before the team first
meets.  Value  analysis  team often  includes  purchasing  specialist,meets.  Value  analysis  team often  includes  purchasing  specialist,
design and production engineers, marketing and finance manager,design and production engineers, marketing and finance manager,
and technical salespeople from supplying firms. Team members areand technical salespeople from supplying firms. Team members are
asked to send information on such issues as drawing, costs, scrapasked to send information on such issues as drawing, costs, scrap
rates, usage forecast, and operation sheets.rates, usage forecast, and operation sheets.

3.3. The team then meets and defines essential functions of the productThe team then meets and defines essential functions of the product
followed by the determination of the present cost of each function.followed by the determination of the present cost of each function.
This reveals which function represent major expenditures. To thisThis reveals which function represent major expenditures. To this
end,  individuals  are  required  to  search  for  the  primary  andend,  individuals  are  required  to  search  for  the  primary  and
secondary  function  is  knowledgeable  in  value  analysis,  thesecondary  function  is  knowledgeable  in  value  analysis,  the
marketing firm can play an active role in the process, predict ormarketing firm can play an active role in the process, predict or
anticipate customer needs, or even initiate a value analysis study.anticipate customer needs, or even initiate a value analysis study.

The value of the basic and secondary functions are analyzed in terms ofThe value of the basic and secondary functions are analyzed in terms of
four definitions of value.four definitions of value.

 use value of an item which refers to its ability to performuse value of an item which refers to its ability to perform
 esteem value which is the ability of the item to inspire people esteem value which is the ability of the item to inspire people 
 cost  value  which  describe  the  money  or  labor  cost  of  thecost  value  which  describe  the  money  or  labor  cost  of  the

product; &product; &
 exchange value of the productexchange value of the product

4.4. Generating  alternative  using  brainstorming  technique:  teamGenerating  alternative  using  brainstorming  technique:  team
members suggest ideas for new and different ways to accomplishmembers suggest ideas for new and different ways to accomplish
the  function.  Brainstorming  is  a  process  designed  to  stimulatethe  function.  Brainstorming  is  a  process  designed  to  stimulate
creative thinking. A group of individuals with different backgroundscreative thinking. A group of individuals with different backgrounds
meet  for  the  purpose  of  generating  ideas  useful  in  solving  ameet  for  the  purpose  of  generating  ideas  useful  in  solving  a
particular problem. Emphasis is placed on the free generation ofparticular problem. Emphasis is placed on the free generation of
ideas, which are recorded as soon as they are made. During thisideas, which are recorded as soon as they are made. During this
period, no one in the group evaluates or criticize any ideas, sinceperiod, no one in the group evaluates or criticize any ideas, since
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the  objective  is  to  develop  spontaneous  and  positive  ideas.the  objective  is  to  develop  spontaneous  and  positive  ideas.
Brainstorming  involves  asking  a  checklist  of  questions  thatBrainstorming  involves  asking  a  checklist  of  questions  that
systemize a value analysis activity. The following are some of thesystemize a value analysis activity. The following are some of the
most important general questions in the value analysis checklist.most important general questions in the value analysis checklist.

 Can the item be eliminated?Can the item be eliminated?
 If the item is not standard, can a standard item be used?If the item is not standard, can a standard item be used?
 Does the item have greater capacity than required? Can theDoes the item have greater capacity than required? Can the

weight be reduced?weight be reduced?
 Is unnecessary machining performed on the item?Is unnecessary machining performed on the item?
 Is commercial quality specified?Is commercial quality specified?
 Can you make the item less expensive in your plant?Can you make the item less expensive in your plant?
 Can cost of packing be reduced?Can cost of packing be reduced?
 How might the item be modified?How might the item be modified?
 How might the item be rearranged?How might the item be rearranged?
 How might the item be combined with other items?How might the item be combined with other items?

5.5. Evaluation of alternatives: Alternatives will be evaluated based onEvaluation of alternatives: Alternatives will be evaluated based on
different factors, including different factors, including 

 cost elements (labor, material)cost elements (labor, material)
 incremental costsincremental costs
 cost per unit of dimension (length, area, weight)cost per unit of dimension (length, area, weight)

The evaluation process further reduces the list to one or two goodThe evaluation process further reduces the list to one or two good
ideas.ideas.

6.6. Presentation: the final alternatives are refined and presented to aPresentation: the final alternatives are refined and presented to a
management committee as value analysis change proposal.management committee as value analysis change proposal.

7.7. Implementation: The approved value analysis is translated into anImplementation: The approved value analysis is translated into an
analysis change order and implemented.analysis change order and implemented.
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Check Your Progress ExerciseCheck Your Progress Exercise
1.1. If an industrial manager wanted to determine appropriate marketIf an industrial manager wanted to determine appropriate market

for the company's product, how would that manager uses input-outputfor the company's product, how would that manager uses input-output
analysis to do so?analysis to do so?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2. Although  there  are  no  rules  to  follow,  the  size  of  an  industrialAlthough  there  are  no  rules  to  follow,  the  size  of  an  industrial

customer's firm affects the manner in which that firm purchases goodscustomer's firm affects the manner in which that firm purchases goods
and services. What are the industrial marketing implications of thisand services. What are the industrial marketing implications of this
statement?statement?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
3.3. "For  the  most  part,  it  is  irrelevant  to  the  industrial  marketing"For  the  most  part,  it  is  irrelevant  to  the  industrial  marketing

manager  whether  that  manager  is  marketing  to  a  line  or  staffmanager  whether  that  manager  is  marketing  to  a  line  or  staff
purchasing department in a customer firm". Do you agree?purchasing department in a customer firm". Do you agree?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
4.4. For an industrial customer to purchase the same product from twoFor an industrial customer to purchase the same product from two

or more suppliers, it is totally inconsistent purchasing behavior if theor more suppliers, it is totally inconsistent purchasing behavior if the
product  in  question  could  be  purchased  cheaper  from  any  oneproduct  in  question  could  be  purchased  cheaper  from  any  one
particular supplier. Do you agree? Discuss?particular supplier. Do you agree? Discuss?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

3.5 SUMMARY3.5 SUMMARY

This unit has been developed to understanding the industrial customer. AThis unit has been developed to understanding the industrial customer. A
method  for  using  input-output  analysis  and  the  standard  industrialmethod  for  using  input-output  analysis  and  the  standard  industrial
classification to define specific target markets has been illustrated. Toclassification to define specific target markets has been illustrated. To
market to the industrial customers involves first discovering what thatmarket to the industrial customers involves first discovering what that
customer is, finding out how many of those customers exist, finding outcustomer is, finding out how many of those customers exist, finding out
where they are in terms of sales volume and value of shipments. Oncewhere they are in terms of sales volume and value of shipments. Once
this is accomplished, a better understanding of each customer and itsthis is accomplished, a better understanding of each customer and its
purchasing behavior must be undertaken. Initially, this involves analyzingpurchasing behavior must be undertaken. Initially, this involves analyzing
each  customer  firms  purchasing  behavior  in  terms  of  its  formaleach  customer  firms  purchasing  behavior  in  terms  of  its  formal
organization. The difference that size of the customer company makes inorganization. The difference that size of the customer company makes in
purchasing behavior was discussed, and the implications in line and staffpurchasing behavior was discussed, and the implications in line and staff
purchasing  functions  were  developed.  The  level  of  purchasing  in  thepurchasing  functions  were  developed.  The  level  of  purchasing  in  the
organizations  chart  was  discussed  along  with  split  purchasingorganizations  chart  was  discussed  along  with  split  purchasing
responsibilities  and  purchasing  policies  as  they  affect  the  industrialresponsibilities  and  purchasing  policies  as  they  affect  the  industrial
marketing manager. marketing manager. 
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3.6 ANSWER TO CHECK YOUR PROGRESS EXERCISE3.6 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. ReferRefer  3.3 (2) 3.3 (2) 
2.2. Refer 3.3 (1)Refer 3.3 (1)
3.3. Refer 3.3 (2A)Refer 3.3 (2A)
4.4. Refer 3.3 (2D)Refer 3.3 (2D)
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UNIT 4: UNDERSTANDING INDUSTRIAL BUYING BEHAVIORUNIT 4: UNDERSTANDING INDUSTRIAL BUYING BEHAVIOR

ContentsContents
4.04.0 Aims and ObjectivesAims and Objectives
4.14.1 IntroductionIntroduction
4.24.2 Definition of Industrial Buying BehaviorDefinition of Industrial Buying Behavior
4.34.3 Models of Industrial Buying BehaviorModels of Industrial Buying Behavior
4.44.4 The Purchasing Decision Process in the Industrial MarketThe Purchasing Decision Process in the Industrial Market
4.54.5  Who is Involved in the Organizational Buying Process Who is Involved in the Organizational Buying Process
4.64.6  Understanding Buyers Motivation Understanding Buyers Motivation
4.74.7  Summary Summary
4.84.8  Answer to Check Your Progress Exercises Answer to Check Your Progress Exercises

4.04.0 AIMS AND OBJECTIVESAIMS AND OBJECTIVES

Once the industrial  customer have been defined, located and analyzedOnce the industrial  customer have been defined, located and analyzed
from an organizational characteristics point of view, each customer firmfrom an organizational characteristics point of view, each customer firm
must  then  be  analyzed  in  greater  depth  to  determine  thosemust  then  be  analyzed  in  greater  depth  to  determine  those
characteristics peculiar to its individual buying of goods and services. characteristics peculiar to its individual buying of goods and services. 

The aim of this unit is then to discuss the concepts of industrial buyingThe aim of this unit is then to discuss the concepts of industrial buying
behavior, the theories of organizational buying, the purchasing processbehavior, the theories of organizational buying, the purchasing process
and the various roles of buying influence in purchasing decisions.and the various roles of buying influence in purchasing decisions.

By the time you finish this unit, you should be able to:By the time you finish this unit, you should be able to:
-- define industrial buying behavior define industrial buying behavior 
-- discuss the different models of industrial buying discuss the different models of industrial buying 
-- identify the steps in the buying process and the parties involved inidentify the steps in the buying process and the parties involved in

the decision of buying.the decision of buying.

4.1 INTRODUCTION4.1 INTRODUCTION

There are no short cut or single rule of thumb approaches that can beThere are no short cut or single rule of thumb approaches that can be
employed to discover individual customer buying behavior. This must beemployed to discover individual customer buying behavior. This must be
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learned  overtime  by  marketing  departments  and  field  sales  personnellearned  overtime  by  marketing  departments  and  field  sales  personnel
who make concentrated effort to discover how each and every customerwho make concentrated effort to discover how each and every customer
buys. It requires insight and stamina to ferret out such information andbuys. It requires insight and stamina to ferret out such information and
keep track of it for future use.keep track of it for future use.

4.2 DEFINITION OF INDUSTRIAL BUYING BEHAVIOR4.2 DEFINITION OF INDUSTRIAL BUYING BEHAVIOR

Industrial buying behavior has been defined as:Industrial buying behavior has been defined as:
An explicit or implicit transactional decision making interactionAn explicit or implicit transactional decision making interaction
through which formal or informal  profit centers  represented bythrough which formal or informal  profit centers  represented by
authorized delegatesauthorized delegates::

1)1) establish the need for product/serviceestablish the need for product/service
2)2) search among and identify potential supplierssearch among and identify potential suppliers
3)3) evaluate  the  marketing  mix  (4P's)  of  potentialevaluate  the  marketing  mix  (4P's)  of  potential

supplierssuppliers
4)4) negotiate  for  and  enter  agreement  about  purchasenegotiate  for  and  enter  agreement  about  purchase

termterm
5)5) complete a purchase, and complete a purchase, and 
6)6) evaluate the purchases utility.evaluate the purchases utility.

This definition is useful in that it points out that industrial buying is notThis definition is useful in that it points out that industrial buying is not
simply the action someone takes, but rather the outcome of interactionsimply the action someone takes, but rather the outcome of interaction
between  buyers,  users,  influences,  suppliers  and  others.  Buying  is  abetween  buyers,  users,  influences,  suppliers  and  others.  Buying  is  a
transaction that is part of a total decision-making process and as such istransaction that is part of a total decision-making process and as such is
rarely an action in and of itself.rarely an action in and of itself.

4.3 MODELS OF INDUSTRIAL BUYING BEHAVIOR4.3 MODELS OF INDUSTRIAL BUYING BEHAVIOR

A brief discussion of some of the more common models is in order. InA brief discussion of some of the more common models is in order. In
general, there are three classes of models: (1) task model, (2) non-taskgeneral, there are three classes of models: (1) task model, (2) non-task
mode, and (3) complex or joint model.mode, and (3) complex or joint model.

1. Task Model1. Task Model
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Task models attempt to explain industrial  buying behavior by focusingTask models attempt to explain industrial  buying behavior by focusing
upon variables that  can be directly related to the purchasing decisionupon variables that  can be directly related to the purchasing decision
itself. Some of the more common task models are as follows:itself. Some of the more common task models are as follows:

A.A. The  Minimum  Price  ModelThe  Minimum  Price  Model:  it  assumes  that  the  buyer  has:  it  assumes  that  the  buyer  has
reasonably perfect knowledge of all  buying choices available andreasonably perfect knowledge of all  buying choices available and
simply  buys the product  from the supplier  offering lowest  price.simply  buys the product  from the supplier  offering lowest  price.
Note that low price is one thing and low cost is an entirely differentNote that low price is one thing and low cost is an entirely different
concept.concept.

B.B. The  Lowest  Total  Cost  ModelThe  Lowest  Total  Cost  Model:  this  is  an  extension  of  thethis  is  an  extension  of  the

minimum price model. It differs, however, in that it assumes thatminimum price model. It differs, however, in that it assumes that
additional costs such as training and freight as well as purchaseadditional costs such as training and freight as well as purchase
price are significant. The buyer then purchases the product fromprice are significant. The buyer then purchases the product from
the supplier providing the lowest overall cost.the supplier providing the lowest overall cost.

C.C. The  Rational  Buyer  Model:The  Rational  Buyer  Model: price  cannot  be  considered  inprice  cannot  be  considered  in
isolation.  The  buyer  estimates  the  relative  total  value  of  eachisolation.  The  buyer  estimates  the  relative  total  value  of  each
supplier's offering and then selects the supplier who will satisfy thesupplier's offering and then selects the supplier who will satisfy the
buyer's total economic expectations. That is customers do not buybuyer's total economic expectations. That is customers do not buy
products rather they buy value or satisfaction.products rather they buy value or satisfaction.

D.D. The  Materials  Management  Model:   The  Materials  Management  Model:   the  chief  purchasingthe  chief  purchasing
executive  or  the  industrial  professional  buyer  determines  theexecutive  or  the  industrial  professional  buyer  determines  the
quantity and quality of the products desired and then searches forquantity and quality of the products desired and then searches for
that  particular  supplier  who  can  and  will  provide  to  suchthat  particular  supplier  who  can  and  will  provide  to  such
specifications. They search for quality level that fits the intendedspecifications. They search for quality level that fits the intended
use or purpose. They are reluctant to pay for extra quality and areuse or purpose. They are reluctant to pay for extra quality and are
unwilling  to  compromise  specification  for  a  reduced  price.  Aunwilling  to  compromise  specification  for  a  reduced  price.  A
supplier  who  has  a  reputation  for  high  quality  products  andsupplier  who  has  a  reputation  for  high  quality  products  and
dependable delivery may be awarded a contract even though hisdependable delivery may be awarded a contract even though his
prices are high.prices are high.

E.E. The  Reciprocity  Buying  Model:The  Reciprocity  Buying  Model: Reciprocity  is  givingReciprocity  is  giving
consideration  to  selected  suppliers  because  of  their  values  asconsideration  to  selected  suppliers  because  of  their  values  as
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customers.  It  assumes  that  one  company  buys  from  anothercustomers.  It  assumes  that  one  company  buys  from  another
because the latter also buys from the former. It is based on tradebecause the latter also buys from the former. It is based on trade
relations and ignores all buying where reciprocity is not involved.relations and ignores all buying where reciprocity is not involved.

The  objective  of  reciprocity  is  to  reach  an  agreement  in  anThe  objective  of  reciprocity  is  to  reach  an  agreement  in  an
exchange of business that is mutually beneficial. It is particularlyexchange of business that is mutually beneficial. It is particularly
useful  when one purchases items in large volumes and need foruseful  when one purchases items in large volumes and need for
special suppliers. Reciprocity is legal if it is not enforced throughspecial suppliers. Reciprocity is legal if it is not enforced through
coercive  power  or  if  a  reciprocal  arrangement  does  notcoercive  power  or  if  a  reciprocal  arrangement  does  not
substantially reduce competition. substantially reduce competition. 

F.F. The Constrained Choice Model:The Constrained Choice Model:  it focuses on the contention that it focuses on the contention that
most  buyers  purchase  from  a  limited  set  of  suppliers.  Sourcemost  buyers  purchase  from  a  limited  set  of  suppliers.  Source
loyalty, which explains buying as a repeat or habitual task to favorloyalty, which explains buying as a repeat or habitual task to favor
previous or present suppliers, is very essential.previous or present suppliers, is very essential.
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2. Non-Task Models2. Non-Task Models
Non-task models introduce the human element into organized industrialNon-task models introduce the human element into organized industrial
buying. In essence, they add non-economic or non-rational elements intobuying. In essence, they add non-economic or non-rational elements into
the buying process.  Some of  the  better  know non-task models  are  asthe buying process.  Some of  the  better  know non-task models  are  as
follows. follows. 

A. The Ego Enhancement Model:A. The Ego Enhancement Model: the ego enhancement model argues the ego enhancement model argues
that the buyer will favor suppliers who provide recognition and worth tothat the buyer will favor suppliers who provide recognition and worth to
that buyer. Basically, the buyer is seen as being on an ego trip and buyingthat buyer. Basically, the buyer is seen as being on an ego trip and buying
from those suppliers who feed this ego.from those suppliers who feed this ego.

B. The Perceived Risk ModelB. The Perceived Risk Model
 In the perceived risk model, the buyer acts in such a ways to reduce the In the perceived risk model, the buyer acts in such a ways to reduce the
amount of risk involved in a buying situation to an acceptable level. Thisamount of risk involved in a buying situation to an acceptable level. This
might  mean that  the  buyer  purchases  from trusted present  suppliers,might  mean that  the  buyer  purchases  from trusted present  suppliers,
from large suppliers, or from better know suppliers. All of these thingsfrom large suppliers, or from better know suppliers. All of these things
may be seen as ways to reduce the risk inherent in the buying decision.may be seen as ways to reduce the risk inherent in the buying decision.

C. The Dyadic Interaction ModelC. The Dyadic Interaction Model
The  dyadic  interaction  model  focuses  on  the  interaction  between  theThe  dyadic  interaction  model  focuses  on  the  interaction  between  the
buyer  and  suppliers  salesperson.  It  argues  that  the  buyer  developsbuyer  and  suppliers  salesperson.  It  argues  that  the  buyer  develops
certain role expectations for sales people calling on the company, andcertain role expectations for sales people calling on the company, and
tends  to  favor  those  sales  representatives  conforming  to  thesetends  to  favor  those  sales  representatives  conforming  to  these
expectations.expectations.

D. The Lateral Relationship ModelD. The Lateral Relationship Model
The lateral relationships model focuses not up on the interaction betweenThe lateral relationships model focuses not up on the interaction between
buyer and sales person, but rather up on the buyers interactions withbuyer and sales person, but rather up on the buyers interactions with
others in his or her company. It argues that the buyer develops.others in his or her company. It argues that the buyer develops.

This  enables  the  marketer  to  identify  critical  decision  phases,  theThis  enables  the  marketer  to  identify  critical  decision  phases,  the
information needs of purchasing organizations, and the various criteriainformation needs of purchasing organizations, and the various criteria
buyers consider when making purchase decisions.buyers consider when making purchase decisions.
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E. The Buying Influences ModelE. The Buying Influences Model
This is based on the premise that the buyer is one person out of many in aThis is based on the premise that the buyer is one person out of many in a
company who might influence a purchase. It explains buying as a jointcompany who might influence a purchase. It explains buying as a joint
effort of all influences involved.effort of all influences involved.

Buying influence are those people in each company who have an effect onBuying influence are those people in each company who have an effect on
what is purchased or not purchased. They differ among firms in the samewhat is purchased or not purchased. They differ among firms in the same
industry buying essentially the same goods and services. It is any one inindustry buying essentially the same goods and services. It is any one in
the purchasing firm who not only has the power to make decisions inthe purchasing firm who not only has the power to make decisions in
favor  of  the  product  involved,  but  who  may  also  be  able  to  throw afavor  of  the  product  involved,  but  who  may  also  be  able  to  throw a
negative vote for the product.negative vote for the product.

The  key  buying  influences  are  those  who  are  able  to  bring  otherThe  key  buying  influences  are  those  who  are  able  to  bring  other
influences to their way of thinking sometimes by design or even withoutinfluences to their way of thinking sometimes by design or even without
realizing it. But experience and diligence seem to be the major rules torealizing it. But experience and diligence seem to be the major rules to
find or locate the key buying influences. Thus, the ability to pick out keyfind or locate the key buying influences. Thus, the ability to pick out key
buying influences and sell them the product in question is an integral partbuying influences and sell them the product in question is an integral part
of industrial marketing.of industrial marketing.

F. The Diffusion Process ModelF. The Diffusion Process Model
The diffusion process model views the buyer's company in terms of itsThe diffusion process model views the buyer's company in terms of its
receptivity  or  lack  of  in  terms  of  buying  new  products  or  services.receptivity  or  lack  of  in  terms  of  buying  new  products  or  services.
Basically, it attempts to place the organization in the diffusion process byBasically, it attempts to place the organization in the diffusion process by
defining it  as  an  innovator,  early  adopter,  early  majority,  majority,  ordefining it  as  an  innovator,  early  adopter,  early  majority,  majority,  or
laggard type of organization. It then attempts to explain buying behaviorlaggard type of organization. It then attempts to explain buying behavior
based on where the particular organization is in the diffusion process.based on where the particular organization is in the diffusion process.

3. Complex or Joint Models3. Complex or Joint Models
These models attempt to consider more than a single variable or set ofThese models attempt to consider more than a single variable or set of
variables. Typically, they combine various task and non-task models in thevariables. Typically, they combine various task and non-task models in the
attempt to better understanding industrial buying behavior. Some of theattempt to better understanding industrial buying behavior. Some of the
more common complex models are as follows:more common complex models are as follows:
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A. The Decision Process modelA. The Decision Process model
This model sees industrial buying decision making as a five-stage process:This model sees industrial buying decision making as a five-stage process:

1.1. Problem recognitionProblem recognition
2.2. Identification of alternativesIdentification of alternatives
3.3. Evaluation of alternativesEvaluation of alternatives
4.4. Selection of a course of actionSelection of a course of action
5.5. ImplementationImplementation

Tactics for managing others within the company in such a way to buildTactics for managing others within the company in such a way to build
recognition, status and power and these tactics in turn affect the way thatrecognition, status and power and these tactics in turn affect the way that
buyer purchases.buyer purchases.

B. The Competence Activity /COMPACT/ ModelB. The Competence Activity /COMPACT/ Model
This is a three dimensional model that integrates purchase decision withThis is a three dimensional model that integrates purchase decision with
individual behaviors and organizational characteristics. It integrates theindividual behaviors and organizational characteristics. It integrates the
following activities. following activities. 

1.1. The activities of industrial purchasing decisions such as awareness,The activities of industrial purchasing decisions such as awareness,
selection of suppliers, applying or using the product, follow-up andselection of suppliers, applying or using the product, follow-up and
assessment, and commitment to the supplier.assessment, and commitment to the supplier.

2.2. The level of organizational planning and decision making such asThe level of organizational planning and decision making such as
the  user  of  the  product,  the  immediate  supervisor,  operatingthe  user  of  the  product,  the  immediate  supervisor,  operating
management and top management.management and top management.

3.3. The levels of individual motivation and competenceThe levels of individual motivation and competence

But this model is too abstract than practical. But this model is too abstract than practical. 

C. The Buygrid ModelC. The Buygrid Model
This  model  provides  a  frame  of  reference  for  organizational  buyingThis  model  provides  a  frame  of  reference  for  organizational  buying
process by integrating buying decision process with three types of buyingprocess by integrating buying decision process with three types of buying
situations. Understanding organization-buying behavior is easier if it issituations. Understanding organization-buying behavior is easier if it is
divided into the various buying decision steps/phases and those phasesdivided into the various buying decision steps/phases and those phases
are analyzed under different buying situations. are analyzed under different buying situations. 
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This  enables  the  marketer  to  identify  critical  decision  phases,  theThis  enables  the  marketer  to  identify  critical  decision  phases,  the
information need of  purchasing organizations,  and the various criteriainformation need of  purchasing organizations,  and the various criteria
buyers consider when making purchase decision.buyers consider when making purchase decision.

Buying SituationBuying Situation

The same purchase in two different organization may produce differentThe same purchase in two different organization may produce different
purchasing  strategies  under  different  buying  situation.  Therefore,purchasing  strategies  under  different  buying  situation.  Therefore,
marketing  strategy  must  begin  with  identifying  the  types  of  buyingmarketing  strategy  must  begin  with  identifying  the  types  of  buying
situations.situations.

1.1. New Task Purchase:New Task Purchase: is where the buying firm is buying a new is where the buying firm is buying a new
product for the first time for the purpose of accomplishing a new taskproduct for the first time for the purpose of accomplishing a new task
or solving a new problem. For example, when a firm is planning to addor solving a new problem. For example, when a firm is planning to add
a new product line as a result of change in customer's preference, thea new product line as a result of change in customer's preference, the
decision  may  necessitate  the  purchase  of  new  equipment  or  newdecision  may  necessitate  the  purchase  of  new  equipment  or  new
material. Since decision makers and influencers lack the experiencematerial. Since decision makers and influencers lack the experience
and product knowledge to make comparisons of alternative productsand product knowledge to make comparisons of alternative products
and suppliers, they enter into extensive problem solving activity. Soand suppliers, they enter into extensive problem solving activity. So
purchasers should obtain adequate information to explore alternativepurchasers should obtain adequate information to explore alternative
solutions.solutions.

2.2. Straight Rebuy PurchaseStraight Rebuy Purchase: the most common buying situation in: the most common buying situation in
industrial purchasing is the straight rebuy. It is when the buying firmindustrial purchasing is the straight rebuy. It is when the buying firm
simply buys on a repeat basis. When the company purchases similarsimply buys on a repeat basis. When the company purchases similar
products on a continuous or recurring basis, little or no information isproducts on a continuous or recurring basis, little or no information is
required.  Organizational  buyers  usually  have well  developed choicerequired.  Organizational  buyers  usually  have well  developed choice
criteria that have been used and refined overtime.criteria that have been used and refined overtime.

3.3. Modified Rebuy PurchaseModified Rebuy Purchase: is when for one reason or another, the: is when for one reason or another, the
buyer company modifies a new task purchase for the second or thirdbuyer company modifies a new task purchase for the second or third
time or  modifies a  straight  rebuy purchase by  looking lower price,time or  modifies a  straight  rebuy purchase by  looking lower price,
better  service,  delivery  or  some  other  factors.  It  is  used  whenbetter  service,  delivery  or  some  other  factors.  It  is  used  when
significant  benefits  such as  quality  improvements  or  cost  reductionsignificant  benefits  such as  quality  improvements  or  cost  reduction

51



may  be  derived  from  evaluating  alternatives  or  when  there  aremay  be  derived  from  evaluating  alternatives  or  when  there  are
uncertainties about which supplier can best fill specific needs. Theseuncertainties about which supplier can best fill specific needs. These
conditions  trigger  the  buyer  to  seek  additional  information  andconditions  trigger  the  buyer  to  seek  additional  information  and
reevaluate supply alternatives.reevaluate supply alternatives.

D. The Sheathe Industrial Buyers Behavioral ModelD. The Sheathe Industrial Buyers Behavioral Model
This is rather complex stimulus response model of the industrial buyingThis is rather complex stimulus response model of the industrial buying
process. Its complexity is due to its large number of interacting variableprocess. Its complexity is due to its large number of interacting variable
and  the  presence  of  joint  decision-making  process  that  involvesand  the  presence  of  joint  decision-making  process  that  involves
individuals.  Individuals,  in  turn,  are  also  influenced  by  a  number  ofindividuals.  Individuals,  in  turn,  are  also  influenced  by  a  number  of
variable such as information source, time pressure, perceived risk andvariable such as information source, time pressure, perceived risk and
conflict resolution in the industrial buying process.conflict resolution in the industrial buying process.

E. The Webester and Wind Organizational Buying ModelE. The Webester and Wind Organizational Buying Model
This model integrates four factors into a sequential decision model. HereThis model integrates four factors into a sequential decision model. Here
industrial buying and is a joint function of:industrial buying and is a joint function of:

1)1) Individual characteristicsIndividual characteristics
2)2) Group factorsGroup factors
3)3) Organizational factors andOrganizational factors and
4)4) Environmental factorsEnvironmental factors

This  model  has  value  in  that  it  points  out  variables  that  marketingThis  model  has  value  in  that  it  points  out  variables  that  marketing
personnel could address. However it has been criticized as not explainingpersonnel could address. However it has been criticized as not explaining
what the exact decision making process is, and for omitting sources ofwhat the exact decision making process is, and for omitting sources of
information and the effects of different classes of buying decisions.information and the effects of different classes of buying decisions.

4.4 THE PURCHASING DECISION PROCESS IN THE INDUSTRIAL4.4 THE PURCHASING DECISION PROCESS IN THE INDUSTRIAL
MARKETMARKET

Although there is no single format directing how industrial  companiesAlthough there is no single format directing how industrial  companies
actively  purchase  goods  and  services,  there  is  a  relatively  standardactively  purchase  goods  and  services,  there  is  a  relatively  standard
process that is followed in most cases.process that is followed in most cases.
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The following is a typical of the process by which industrial goods andThe following is a typical of the process by which industrial goods and
services are purchased.services are purchased.

1. Anticipation or Recognition of a Problem (Need)1. Anticipation or Recognition of a Problem (Need)
The  purchasing  decision  process  is  triggered  by  the  recognition  of  aThe  purchasing  decision  process  is  triggered  by  the  recognition  of  a
problem  or  need.  Such  recognition  may  originate  within  the  buyingproblem  or  need.  Such  recognition  may  originate  within  the  buying
organization when products become out moded, equipments breakdown,organization when products become out moded, equipments breakdown,
or existing materials are unsatisfactory in the quality or availability oror existing materials are unsatisfactory in the quality or availability or
outside the buying organization such as when the marketer recognizesoutside the buying organization such as when the marketer recognizes
opportunities for performance improvement. opportunities for performance improvement. 

In  the  new  task  situation,  marketing  opportunities  depend  uponIn  the  new  task  situation,  marketing  opportunities  depend  upon
anticipating,  recognizing,  and  understanding  customer  problem  toanticipating,  recognizing,  and  understanding  customer  problem  to
provide the right information and assistance at  the right time. This isprovide the right information and assistance at  the right time. This is
difficult  because problem recognition  is  largely  internal  to  the  buyingdifficult  because problem recognition  is  largely  internal  to  the  buying
firm. Thus, marketers need to use appropriate advertising media as wellfirm. Thus, marketers need to use appropriate advertising media as well
as creative salespeople.as creative salespeople.

In a straight rebuy situation, current suppliers should maintain a closeIn a straight rebuy situation, current suppliers should maintain a close
relationship with users and purchasing personnel. To prevent or minimizerelationship with users and purchasing personnel. To prevent or minimize
shifts to a modified rebuy. Consistent quality and service standards mustshifts to a modified rebuy. Consistent quality and service standards must
be provided. This is because dissatisfied customers with present suppliersbe provided. This is because dissatisfied customers with present suppliers
often react  by changing suppliers.  Potential  suppliers need to developoften react  by changing suppliers.  Potential  suppliers need to develop
systematic sources of information to detect and respond quickly to anysystematic sources of information to detect and respond quickly to any
developing trends that might lead to a modified rebuy.developing trends that might lead to a modified rebuy.

2.  Determination  and  Description  of  the  Characteristics  and2.  Determination  and  Description  of  the  Characteristics  and
Quality of the Needed ItemQuality of the Needed Item
Organizational members determine specifically how the problem will beOrganizational members determine specifically how the problem will be
resolved by developing solution alternatives. They complete a purchaseresolved by developing solution alternatives. They complete a purchase
requisition form that describes the desired specification that the productrequisition form that describes the desired specification that the product
must  fulfill  and  sent  the  purchase  requisition  to  the  purchasingmust  fulfill  and  sent  the  purchase  requisition  to  the  purchasing
department.  Thus,  the  firm needs to  answer  questions  such  as  "Whatdepartment.  Thus,  the  firm needs to  answer  questions  such  as  "What
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performance  specification  need  to  be  met?"  "What  type  of  goods  andperformance  specification  need  to  be  met?"  "What  type  of  goods  and
services should be considered?" And "What quantities will be needed?"services should be considered?" And "What quantities will be needed?"

3. Search for and Qualifying Potential Suppliers:3. Search for and Qualifying Potential Suppliers: once the buyer has once the buyer has
clearly defined the kind of the needed item, a buying organization beginsclearly defined the kind of the needed item, a buying organization begins
to  search  alternative  potential  source  of  supply.  This  leads  to  theto  search  alternative  potential  source  of  supply.  This  leads  to  the
qualification of suppliers.qualification of suppliers.

In the new task situation, potential suppliers must demonstrate ability toIn the new task situation, potential suppliers must demonstrate ability to
perform the job and current suppliers should maintain dependability toperform the job and current suppliers should maintain dependability to
their  customers.  This  is  because  buyers  may  evaluate  the  supplierstheir  customers.  This  is  because  buyers  may  evaluate  the  suppliers
managerial  capabilities,  general  business  reputation  and  financialmanagerial  capabilities,  general  business  reputation  and  financial
responsibility.  The  primary  task  in  a  straight  rebuy  situation  for  theresponsibility.  The  primary  task  in  a  straight  rebuy  situation  for  the
existing supplier is to maintain performance and communicate flow soexisting supplier is to maintain performance and communicate flow so
that the customer will not consider alternative suppliers.that the customer will not consider alternative suppliers.

The marketing task for potential suppliers in a modified rebuy situation isThe marketing task for potential suppliers in a modified rebuy situation is
to  convince the  potential  customer that  superior  value  such as  betterto  convince the  potential  customer that  superior  value  such as  better
quality control, faster deliveries, significant cost savings are possible.quality control, faster deliveries, significant cost savings are possible.

4.4. Analysis of Proposals or BidsAnalysis of Proposals or Bids
Once a set of potential suppliers has been located, buyers request, solicit,Once a set of potential suppliers has been located, buyers request, solicit,
and receive specific proposals from each based on specifications whenand receive specific proposals from each based on specifications when
the  item  is  frequently  purchased,  standardized  or  technically  simplethe  item  is  frequently  purchased,  standardized  or  technically  simple
product,  the  buyer  might  simply  make  a  few  phone  class  or  consultproduct,  the  buyer  might  simply  make  a  few  phone  class  or  consult
suppliers various catalogs.suppliers various catalogs.

During this stage, the various members of the buying firm analyze theDuring this stage, the various members of the buying firm analyze the
acceptability of the various proposals for price, delivery, quality service,acceptability of the various proposals for price, delivery, quality service,
etc and rate potential suppliers.etc and rate potential suppliers.

Marketing task in the new task or modified rebuy situation should beMarketing task in the new task or modified rebuy situation should be
directed at understanding the specific details of the customer's problemdirected at understanding the specific details of the customer's problem
and  providing  technical  assistance.  This  may  include  cooperativeand  providing  technical  assistance.  This  may  include  cooperative
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involvement in cost studies, product testing, and evaluation. The supplierinvolvement in cost studies, product testing, and evaluation. The supplier
should  also  determine  the  relative  importance  of  the  variousshould  also  determine  the  relative  importance  of  the  various
specifications details to the customer. They have to emphasize on thosespecifications details to the customer. They have to emphasize on those
factors  that  have  greatest  importance  to  the  customer  and  avoidfactors  that  have  greatest  importance  to  the  customer  and  avoid
designing product characteristics that increase cost without increasingdesigning product characteristics that increase cost without increasing
the customer value perception. In the straight rebuy, existing suppliersthe customer value perception. In the straight rebuy, existing suppliers
should make timely proposals and quotations up on request. The goal isshould make timely proposals and quotations up on request. The goal is
to maintain quality service to prevent a shift to a modified rebuy.to maintain quality service to prevent a shift to a modified rebuy.

5.5. Comparing Proposals with the cost of producing the neededComparing Proposals with the cost of producing the needed
item in-house in a make-or-buy analysis decision.item in-house in a make-or-buy analysis decision.

If the buying firm decides to produce the needed item more economically,If the buying firm decides to produce the needed item more economically,
the buying process terminates.the buying process terminates.

6.6. Evaluation of Proposals and Selection of SuppliersEvaluation of Proposals and Selection of Suppliers
Various proposals of selecting suppliers are weighted and analyzed andVarious proposals of selecting suppliers are weighted and analyzed and
then the firm selects source of supply from those who have submittedthen the firm selects source of supply from those who have submitted
their  proposals.  If  the  firm accepts  one or  more competing suppliers,their  proposals.  If  the  firm accepts  one or  more competing suppliers,
further negotiation continues on term of price deliveries, or other aspectsfurther negotiation continues on term of price deliveries, or other aspects
of supplier's proposals.of supplier's proposals.

7.7. Selection of an order routeSelection of an order route
Order  routes  are  established  by  forwarding  purchase  orders  to  theOrder  routes  are  established  by  forwarding  purchase  orders  to  the
vendors and sending copies of the purchase order and status reports tovendors and sending copies of the purchase order and status reports to
the originating department, accounting and other interested departmentsthe originating department, accounting and other interested departments
in  the  company.  Consequently,  the  purchasing  department  is  oftenin  the  company.  Consequently,  the  purchasing  department  is  often
involved in expediting and delivery of goods other internal activities mustinvolved in expediting and delivery of goods other internal activities must
also  be  carried  out  when the  order  is  delivered.  The  goods,  must  bealso  be  carried  out  when the  order  is  delivered.  The  goods,  must  be
received, inspected, paid for and entered in the firm's inventory record.received, inspected, paid for and entered in the firm's inventory record.

8.8. Performance evaluation and feedbackPerformance evaluation and feedback
When a purchase has been made and the goods delivered, an evaluationWhen a purchase has been made and the goods delivered, an evaluation
process begins with regard to the product and the supplier performance.process begins with regard to the product and the supplier performance.
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The buyer with the originating department inspects the goods whetherThe buyer with the originating department inspects the goods whether
they meet the specification described in the purchase agreement and thethey meet the specification described in the purchase agreement and the
purchase item solved the original problem.purchase item solved the original problem.

In sum the direction of marketing strategy is greatly affected by both theIn sum the direction of marketing strategy is greatly affected by both the
purchase situation and the decision phase of the customer firm. Greaterpurchase situation and the decision phase of the customer firm. Greater
amounts  of  information  is  needed  by  organizational  buyers  as  theamounts  of  information  is  needed  by  organizational  buyers  as  the
purchase situation changes from straight rebuy to a modified rebuy andpurchase situation changes from straight rebuy to a modified rebuy and
then to a new task situation.then to a new task situation.

4.5  WHO  IS  INVOLVED  IN  THE  ORGANIZATIONAL  BUYING4.5  WHO  IS  INVOLVED  IN  THE  ORGANIZATIONAL  BUYING
PROCESS?PROCESS?

Organizational  purchasing  often  involves  a  variety  of  activities  and  aOrganizational  purchasing  often  involves  a  variety  of  activities  and  a
number of  people from different  departments  within the firm. Peoplesnumber of  people from different  departments  within the firm. Peoples
from  marketing,  production,  engineering,  purchasing,  research  andfrom  marketing,  production,  engineering,  purchasing,  research  and
development,  logistics  and  transportation,  general  management,  etc.development,  logistics  and  transportation,  general  management,  etc.
involves in the buying decision process.involves in the buying decision process.

They have various responsibilities and important source of information.They have various responsibilities and important source of information.
Marketing, for example is responsible for the selling activity of the firmsMarketing, for example is responsible for the selling activity of the firms
product, prediction determines the most economic way of producing theproduct, prediction determines the most economic way of producing the
item and so on. These participants in the buying process can be groupeditem and so on. These participants in the buying process can be grouped
into six groups: initiators,  users,  influencers,  gatekeepers,  buyers,  andinto six groups: initiators,  users,  influencers,  gatekeepers,  buyers,  and
deciders.deciders.

1.1. Initiators:Initiators: are the people who perceive a problem or opportunity are the people who perceive a problem or opportunity
that may require the purchase of a new product and thereby triggerthat may require the purchase of a new product and thereby trigger
the buying process in motion. The initiator can be anyone at any levelthe buying process in motion. The initiator can be anyone at any level
in the firm.in the firm.

2.2. Users:Users: are those organizational members who use or work with the are those organizational members who use or work with the
products and services. Thy exert from a minor to a very significantproducts and services. Thy exert from a minor to a very significant
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degree of influence on the purchasing decision. They may even initiatedegree of influence on the purchasing decision. They may even initiate
the  purchasing  process  and  play  an  important  role  in  definingthe  purchasing  process  and  play  an  important  role  in  defining
purchase specifications.purchase specifications.

3.3. Influencers:Influencers: those individuals inside and outside the organization those individuals inside and outside the organization
who influence the decision process (directly or indirectly) by providingwho influence the decision process (directly or indirectly) by providing
information  on  criteria  for  evaluating  alternative  products  andinformation  on  criteria  for  evaluating  alternative  products  and
suppliers. They often play a role in determining the specifications andsuppliers. They often play a role in determining the specifications and
criteria  to  use  in  making  the  purchase  decision.  They  are  usuallycriteria  to  use  in  making  the  purchase  decision.  They  are  usually
technical  experts  (such  as  design  engineers  and  quality  controltechnical  experts  (such  as  design  engineers  and  quality  control
inspectors)  drawn  from  various  departments  whose  knowledge  isinspectors)  drawn  from  various  departments  whose  knowledge  is
useful in making wise decisions.useful in making wise decisions.

4.4. Deciders:Deciders: those  organizational  members  who  have  formal  or those  organizational  members  who  have  formal  or
informal authority to make the final purchase decisions. Higher-levelinformal authority to make the final purchase decisions. Higher-level
executives in the organization usually retain it. However, identifyingexecutives in the organization usually retain it. However, identifying
deciders  is  often  the  most  difficult  task.  In  routing  purchases  ofdeciders  is  often  the  most  difficult  task.  In  routing  purchases  of
standard item the buyer is usually the decider. standard item the buyer is usually the decider. 

5.5. Buyers':Buyers': are  purchasing  agents  or  higher  level  officers  of  the are  purchasing  agents  or  higher  level  officers  of  the
company who have the formal authority in the selection of suppliers,company who have the formal authority in the selection of suppliers,
negotiate purchases, and in the implementation of procedures involvednegotiate purchases, and in the implementation of procedures involved
with  purchasing.  They  may involve  in  developing specifications  butwith  purchasing.  They  may involve  in  developing specifications  but
their  major role  is  in  selecting suppliers and negotiating purchasestheir  major role  is  in  selecting suppliers and negotiating purchases
within buying constraints.within buying constraints.

6.6. Gatekeepers:Gatekeepers:  those organizational members who control the flow  those organizational members who control the flow
of information (kind and amount) that reach other people involved inof information (kind and amount) that reach other people involved in
the  purchasing  process.  This  can  be  done  by  controlling  printedthe  purchasing  process.  This  can  be  done  by  controlling  printed
information  and  advertisements,  as  well  as  by  controlling  whichinformation  and  advertisements,  as  well  as  by  controlling  which
salespersons  are  allowed to  speak  to  individuals  within  the  buyingsalespersons  are  allowed to  speak  to  individuals  within  the  buying
centers. They can include the organization's purchasing agent and thecenters. They can include the organization's purchasing agent and the
supplier's salespeople.supplier's salespeople.

4.6 UNDERSTANDING BUYERS MOTIVATION4.6 UNDERSTANDING BUYERS MOTIVATION
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In addition to understanding the industrial buying process and definingIn addition to understanding the industrial buying process and defining
the  buying  influences  operating  within  that  process,  the  industrialthe  buying  influences  operating  within  that  process,  the  industrial
marketing manager must seek out and understand the buying motivationsmarketing manager must seek out and understand the buying motivations
involved in each case. For instance, assume that a drill  press is beinginvolved in each case. For instance, assume that a drill  press is being
marketed   to  an  industrial  user  customer  for  use  in  the  customer'smarketed   to  an  industrial  user  customer  for  use  in  the  customer's
production line. The main buying influences are located and found to beproduction line. The main buying influences are located and found to be
the  purchasing  agent,  the  foreman  of  the  using  department  and  thethe  purchasing  agent,  the  foreman  of  the  using  department  and  the
production supervisor. Although each is interested in the same product –production supervisor. Although each is interested in the same product –
in this case the drill press – they may not all be looking for the same thingin this case the drill press – they may not all be looking for the same thing
in than drill press. The purchasing agent may make the decision amongin than drill press. The purchasing agent may make the decision among
suppliers on the basis of price and certainty of delivery, the foreman maysuppliers on the basis of price and certainty of delivery, the foreman may
be  choosing  on  the  basis  of  ease  of  operation  for  workers,  and  thebe  choosing  on  the  basis  of  ease  of  operation  for  workers,  and  the
supervisor may make his decision on the basis of how well the drill presssupervisor may make his decision on the basis of how well the drill press
integrates into the entire production process.integrates into the entire production process.

The point is that although all the three are buying influences for the sameThe point is that although all the three are buying influences for the same
product,  their  buying  motivation  differs  and  unless  the  industrialproduct,  their  buying  motivation  differs  and  unless  the  industrial
marketing manager and the field salesperson address themselves to thesemarketing manager and the field salesperson address themselves to these
differences, they may not communicate at all with their buying influences.differences, they may not communicate at all with their buying influences.
If they are talking to the purchasing agent about ease of operations whenIf they are talking to the purchasing agent about ease of operations when
that is not at all the basis of his decision, their marketing message willthat is not at all the basis of his decision, their marketing message will
have little effect. All this implies the need to analyze further the buyinghave little effect. All this implies the need to analyze further the buying
influences once they are defined and located.influences once they are defined and located.

Rational Versus Emotional MotivationsRational Versus Emotional Motivations
Industrial  buying  influences  may  be  motivated  by  both  rational  andIndustrial  buying  influences  may  be  motivated  by  both  rational  and
emotional  factors  in  choosing  among suppliers  of  required  goods  andemotional  factors  in  choosing  among suppliers  of  required  goods  and
services.  services.  Rational  motivatingRational  motivating factors  are  those  based  primarily  on factors  are  those  based  primarily  on
economic  considerations  such  as  lowest  price,  reciprocity,  technicaleconomic  considerations  such  as  lowest  price,  reciprocity,  technical
assistance service, certainty of delivery, and demands by customers andassistance service, certainty of delivery, and demands by customers and
middlemen for certain brands. Emotional motivating factors, on the othermiddlemen for certain brands. Emotional motivating factors, on the other
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hand, are more subjective in nature and may best be explained by suchhand, are more subjective in nature and may best be explained by such
things as the image of a suppliers or a brand, the size of the supplier'sthings as the image of a suppliers or a brand, the size of the supplier's
operations, the reputation of a supplier for prompt delivery, and whetheroperations, the reputation of a supplier for prompt delivery, and whether
or not a company is a present supplier or a new supplier.  or not a company is a present supplier or a new supplier.  EmotionalEmotional
motivatingmotivating factors  are  based  more  on  buyer  impressions,  attitudes, factors  are  based  more  on  buyer  impressions,  attitudes,
opinions,  feelings,  personal  like  and dislikes,  and so  on than on hardopinions,  feelings,  personal  like  and dislikes,  and so  on than on hard
economic realities.economic realities.

Although it is generally conceded that industrial buyers are more rationalAlthough it is generally conceded that industrial buyers are more rational
in their purchasing than are ultimate consumers, those buyers are stillin their purchasing than are ultimate consumers, those buyers are still
people,  and as such,  they are influenced by some degree of  emotionspeople,  and as such,  they are influenced by some degree of  emotions
almost every time they purchase. almost every time they purchase. 

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. Is there a standard industrial buying process common to companiesIs there a standard industrial buying process common to companies

in the industrial market.in the industrial market.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2. How does marketing to a straight rebuy differs from marketing to aHow does marketing to a straight rebuy differs from marketing to a

new task situation in the industrial market?new task situation in the industrial market?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
3.3. "For the most part, industrial buying is rational and an economic"For the most part, industrial buying is rational and an economic

process that leaves little room for emotional consideration." Do youprocess that leaves little room for emotional consideration." Do you
agree with this statement? Discuss.agree with this statement? Discuss.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
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4.4. In  which  phase  of  the  purchasing  process  will  top  managementIn  which  phase  of  the  purchasing  process  will  top  management
most likely involved? At what stage should the marketer attempts tomost likely involved? At what stage should the marketer attempts to
become involved?become involved?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
5.5. Identify the different models of industrial buying behavior.Identify the different models of industrial buying behavior.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

4.7 SUMMARY4.7 SUMMARY

Understanding how industrial corporation purchase goods and services isUnderstanding how industrial corporation purchase goods and services is
imperative for effective industrial marketing, as industrial purchasing isimperative for effective industrial marketing, as industrial purchasing is
the other side of the coin, and it is highly unlikely that any manager canthe other side of the coin, and it is highly unlikely that any manager can
effectively market without a thorough understanding of how such firmseffectively market without a thorough understanding of how such firms
actually  buy.  Toward  this  end,  various  models  of  industrial  buyingactually  buy.  Toward  this  end,  various  models  of  industrial  buying
behavior were reviewed for their  input into a better understanding ofbehavior were reviewed for their  input into a better understanding of
industrial  buying.  It  must  be  understood  that  there  is  an  industrialindustrial  buying.  It  must  be  understood  that  there  is  an  industrial
purchasing  process  and  that  people,  not  companies,  actually  do  thepurchasing  process  and  that  people,  not  companies,  actually  do  the
purchasing. Those people in each company who have an effect on what ispurchasing. Those people in each company who have an effect on what is
purchased  are  called  buying  influences,  and  those  buying  influencespurchased  are  called  buying  influences,  and  those  buying  influences
differ among firms, every firms in the same industry buying essentiallydiffer among firms, every firms in the same industry buying essentially
the same good and services.  Moreover,  each buying influence may bethe same good and services.  Moreover,  each buying influence may be
motivated by different factors, and these must be understood if they aremotivated by different factors, and these must be understood if they are
to be addressed in the marketing strategy.  Some of  these factors  areto be addressed in the marketing strategy.  Some of  these factors  are
rational or economic in nature, and some are emotionally derived.rational or economic in nature, and some are emotionally derived.

4.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE4.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE
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1.1. Refer 4.4Refer 4.4
2.2. Refer 4.3 number 3 under 4.3Refer 4.3 number 3 under 4.3
3.3. Refer 4.6Refer 4.6
4.4. Refer 4.4Refer 4.4
5.5. Refer 4.3Refer 4.3
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UNIT 5: PLANNING THE INDUSTRIAL MARKETING STRATEGYUNIT 5: PLANNING THE INDUSTRIAL MARKETING STRATEGY

ContentContent
5.0 Aims and Objectives5.0 Aims and Objectives
5.15.1 IntroductionIntroduction
5.25.2 Meaning of a Strategy and Strategic PlanningMeaning of a Strategy and Strategic Planning
5.35.3 The Strategic Planning ProcessThe Strategic Planning Process
5.45.4 The Marketing Plan The Marketing Plan 
5.55.5 SummarySummary
5.65.6 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

5.0 AIMS AND OBJECTIVES5.0 AIMS AND OBJECTIVES

Once the target customers have been defined, located and analyzed theOnce the target customers have been defined, located and analyzed the
actual task of marketing decision-making begins. This basically involvesactual task of marketing decision-making begins. This basically involves
the  formulation  of  marketing  strategy  so  as  to  reach  those  targetthe  formulation  of  marketing  strategy  so  as  to  reach  those  target
customers. This unit provides detailed information on the components ofcustomers. This unit provides detailed information on the components of
a strategic plan and the different market coverage strategies. a strategic plan and the different market coverage strategies. 

By the time you finish this unit you should be able to:By the time you finish this unit you should be able to:
 define strategic planningdefine strategic planning
 identify the strategic planning processidentify the strategic planning process
 describe the different market coverage strategies. describe the different market coverage strategies. 

5.1 INTRODUCTION5.1 INTRODUCTION

Success in the industrial market depends on recognizing the importanceSuccess in the industrial market depends on recognizing the importance
of strategic planning. If industrial marketers are to meet the challengesof strategic planning. If industrial marketers are to meet the challenges
of today’s rapidly changing markets and increasing global competition,of today’s rapidly changing markets and increasing global competition,
marketing decisions must be based on well-conceived strategies. Clearlymarketing decisions must be based on well-conceived strategies. Clearly
defined strategies and resulting plans as well  as optimal utilization ofdefined strategies and resulting plans as well  as optimal utilization of
limited resources are vital to achieve the firms objectiveslimited resources are vital to achieve the firms objectives
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5.2 MEANING OF STRATEGY5.2 MEANING OF STRATEGY

The word “strategy” is of Greek derivation and originally was applied toThe word “strategy” is of Greek derivation and originally was applied to
military endeavors. From business perspective, strategy is defined as “anmilitary endeavors. From business perspective, strategy is defined as “an
organized statement of broad tasks and/or areas of activities necessary toorganized statement of broad tasks and/or areas of activities necessary to
achieve an objective”.  This definition implies action – the definition ofachieve an objective”.  This definition implies action – the definition of
goals  or  objectives  followed by  activities  being undertaken to  achievegoals  or  objectives  followed by  activities  being undertaken to  achieve
those goals or objectives.those goals or objectives.

Strategic  planning  is  the  managerial  process  of  developing  andStrategic  planning  is  the  managerial  process  of  developing  and
maintaining  a  relationship  between  a  total  organization  and  thosemaintaining  a  relationship  between  a  total  organization  and  those
elements comprising its environment. In other words strategic planning iselements comprising its environment. In other words strategic planning is
a process that consist of developing a system of objectives and plans thata process that consist of developing a system of objectives and plans that
consist  of  developing a  system of  objectives  and plans  as  well  as  theconsist  of  developing a  system of  objectives  and plans  as  well  as  the
allocation of resource to achieve objectives. It  involves in recognizing,allocation of resource to achieve objectives. It  involves in recognizing,
anticipating,  and responding to  changes in  the marketplace to  ensureanticipating,  and responding to  changes in  the marketplace to  ensure
that resources are directed towards achieving those opportunities thatthat resources are directed towards achieving those opportunities that
are  consistent  with  the  firm’s  capabilities.  It  is  a  formal,  long-rangeare  consistent  with  the  firm’s  capabilities.  It  is  a  formal,  long-range
planning  process  that  focuses  on  an  organization’s  basic  mission,planning  process  that  focuses  on  an  organization’s  basic  mission,
objectives,  and  strategies  needed  to  accomplish  these  objectives.objectives,  and  strategies  needed  to  accomplish  these  objectives.
Strategic  planning  at  the  corporate  level  involves  decision  on  whichStrategic  planning  at  the  corporate  level  involves  decision  on  which
markets  to  compete  in  determining  corporate  mission  and  objectives,markets  to  compete  in  determining  corporate  mission  and  objectives,
acquiring needed resources, and allocating those resources among theacquiring needed resources, and allocating those resources among the
different markets to achieve corporate goals. It basically involves:different markets to achieve corporate goals. It basically involves:

 Developing products that relate to the needs of target customers.Developing products that relate to the needs of target customers.
 Promoting products to expose product to customers.Promoting products to expose product to customers.
  Distributing properly so that products are physically accessible to Distributing properly so that products are physically accessible to

target consumers.target consumers.
 Pricing them in a manner that will be reasonable to consumers. Pricing them in a manner that will be reasonable to consumers. 

Strategic planning at the business level addresses how and on what basesStrategic planning at the business level addresses how and on what bases
the firm will compete in a market and provides guidance as to how thethe firm will compete in a market and provides guidance as to how the
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various  functional  areas  will  be  coordinated  to  achieve  corporatevarious  functional  areas  will  be  coordinated  to  achieve  corporate
objectives. objectives. 
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5.3 THE STRATEGIC PLANNING PROCESS5.3 THE STRATEGIC PLANNING PROCESS

Any industrial marketing managers should understand a number of stepsAny industrial marketing managers should understand a number of steps
involved and analyze What is involved in each of these steps in designinginvolved and analyze What is involved in each of these steps in designing
an  effective  industrial  marketing  strategy.  These  steps  be  discussedan  effective  industrial  marketing  strategy.  These  steps  be  discussed
below:below:

1. Analysis of the Present Market Situation1. Analysis of the Present Market Situation
This  involves  a  through analysis  of  the  present  market  situation  bothThis  involves  a  through analysis  of  the  present  market  situation  both
within  and  outside  the  company  through  the  use  of  marketingwithin  and  outside  the  company  through  the  use  of  marketing
intelligence.  At  this  stage  the  industrial  marketing  manager  shouldintelligence.  At  this  stage  the  industrial  marketing  manager  should
perform the following major activities.perform the following major activities.

A) Opportunity and Threat AnalysisA) Opportunity and Threat Analysis
Evaluation of the present and future marketing opportunities and threatsEvaluation of the present and future marketing opportunities and threats
are  very  essential  in  order  to  determine  what  business  we  are  in.are  very  essential  in  order  to  determine  what  business  we  are  in.
Opportunity  and  threat  assessment  shapes  organizational  efforts,Opportunity  and  threat  assessment  shapes  organizational  efforts,
determines  how  resources  should  be  deployed  and  guides  thedetermines  how  resources  should  be  deployed  and  guides  the
organization future. It answers questions such as the market to serve,organization future. It answers questions such as the market to serve,
which products to add or drop, how the sales force should be deployedwhich products to add or drop, how the sales force should be deployed
and what services should be offered. In effect, it guides the organizationand what services should be offered. In effect, it guides the organization
to  the  development  and  revision  of  its  objectives  as  well  as  theto  the  development  and  revision  of  its  objectives  as  well  as  the
development of profitable marketing strategies and plans. The purpose ofdevelopment of profitable marketing strategies and plans. The purpose of
having this assessment is to enable an organization to capitalize on itshaving this assessment is to enable an organization to capitalize on its
ability to develop, maintain and defend a specific position in the market. ability to develop, maintain and defend a specific position in the market. 

According to Kotler an environmental opportunity is a relevant marketingAccording to Kotler an environmental opportunity is a relevant marketing
action  in  which  a  particular  company  is  likely  to  enjoy  a  differentialaction  in  which  a  particular  company  is  likely  to  enjoy  a  differential
advantage  so  a  marketing  opportunity  is  a  favorable  situation  thatadvantage  so  a  marketing  opportunity  is  a  favorable  situation  that
depends  not  only  on  environmental  factors  but  on  the  organization’sdepends  not  only  on  environmental  factors  but  on  the  organization’s
actual and potential resources as well. actual and potential resources as well. 
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A threat, on the other hand, is a challenge posed by unfavorable trend orA threat, on the other hand, is a challenge posed by unfavorable trend or
development  in  the  environment  that  would  lead,  in  the  absence  ofdevelopment  in  the  environment  that  would  lead,  in  the  absence  of
marketing action, to the erosion of the company’s position. marketing action, to the erosion of the company’s position. 

Finally,  environmental  monitoring  or  scanning  is  the  analysis  of  pastFinally,  environmental  monitoring  or  scanning  is  the  analysis  of  past
developments and current situations as well as further projections shoulddevelopments and current situations as well as further projections should
be carried out in order to identify likely opportunities and threats of thebe carried out in order to identify likely opportunities and threats of the
external environment.external environment.
B) Internal Company AnalysisB) Internal Company Analysis
This  is  identifying  the  specific  strengths  and  weaknesses  upon  whichThis  is  identifying  the  specific  strengths  and  weaknesses  upon  which
strategic planning should be based. In order to take advantages of thestrategic planning should be based. In order to take advantages of the
external business opportunity and to minimize the impacts of threats, anexternal business opportunity and to minimize the impacts of threats, an
organization must develop its strength. It has to review the company’sorganization must develop its strength. It has to review the company’s
past and present performance with respect to its product and markets,past and present performance with respect to its product and markets,
industry trends and characteristics.industry trends and characteristics.

In  sum,  the  industrial  marketing  manager  would  be  analyzing  suchIn  sum,  the  industrial  marketing  manager  would  be  analyzing  such
factors as:factors as:

1.1. The performance of the firm’s industry relative to the growth andThe performance of the firm’s industry relative to the growth and
fluctuations in the general economy. fluctuations in the general economy. 

2.2. The firm’s sales volume and market share.The firm’s sales volume and market share.
3.3. The company’s product or service mix.The company’s product or service mix.
4.4. The composition of present and potential markets.The composition of present and potential markets.
5.5. The buying practices of firms in those defined markets.The buying practices of firms in those defined markets.
6.6. The production technologies and distribution patterns affecting theThe production technologies and distribution patterns affecting the

company.company.
7.7. Pricing trends and the emphasis on pricing competition.Pricing trends and the emphasis on pricing competition.
8.8. The capabilities of the company’s production engineering, financial,The capabilities of the company’s production engineering, financial,

and sales facilities.and sales facilities.
9.9. Competition from external firms in other industry and within theCompetition from external firms in other industry and within the

same industrysame industry
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10.10. The  social,  legal,  and  political  environment  in  which  theThe  social,  legal,  and  political  environment  in  which  the
company operates.company operates.

11.11. The firm’s promotional strategyThe firm’s promotional strategy
12.12. The company’s distribution capabilitiesThe company’s distribution capabilities

2.  Identification  of  Target  Markets  Through  Market2.  Identification  of  Target  Markets  Through  Market
SegmentationSegmentation
Market segmentation is the process of dividing a larger market into sub-Market segmentation is the process of dividing a larger market into sub-
markets,  each having different  demand patterns,  needs,  buying styles,markets,  each having different  demand patterns,  needs,  buying styles,
and  responses  to  various  supplier’s  marketing  strategies  marketand  responses  to  various  supplier’s  marketing  strategies  market
segments  must  be  assessed  in  terms  of  their  market  potential,segments  must  be  assessed  in  terms  of  their  market  potential,
competition, customers profiles and the company’s capability in servingcompetition, customers profiles and the company’s capability in serving
them. them. 

Identification  of  the  target  market  involves  the  careful  definition  ofIdentification  of  the  target  market  involves  the  careful  definition  of
markets in terms of the standard industrial classification system and thenmarkets in terms of the standard industrial classification system and then
clearly locating customers within this SIC system. Once this is done, theclearly locating customers within this SIC system. Once this is done, the
marketing  manager  must  objectively  appraise  what  resistance  will  bemarketing  manager  must  objectively  appraise  what  resistance  will  be
encountered and what difficulties will have to be overcome in marketingencountered and what difficulties will have to be overcome in marketing
to these customers. The fact that potential market targets exists is notto these customers. The fact that potential market targets exists is not
enough: the manager must realize that competitors will also be looking atenough: the manager must realize that competitors will also be looking at
these markets and that penetrating these markets will not be easy. Thus,these markets and that penetrating these markets will not be easy. Thus,
it is important that the manager attempt to define the areas of difficultyit is important that the manager attempt to define the areas of difficulty
that will be encountered in the attempt to penetrate those markets. that will be encountered in the attempt to penetrate those markets. 

3. Establishing Company Objectives3. Establishing Company Objectives
Situational analysis reveals a firm to take advantage of an environmentalSituational analysis reveals a firm to take advantage of an environmental
opportunity or to avoid a threat. It helps the organization to redefine itsopportunity or to avoid a threat. It helps the organization to redefine its
business  domain  and  adopt  a  more  effective  marketing  strategy.business  domain  and  adopt  a  more  effective  marketing  strategy.
Corporate  objectives  identify  the  overall  business  directions  to  theCorporate  objectives  identify  the  overall  business  directions  to  the
company.  They  are  the  specific results  desired by  the  company  whilecompany.  They  are  the  specific results  desired by  the  company  while
mission statement is the underlying aim or thrust of a company.mission statement is the underlying aim or thrust of a company.
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Objectives are important in the strategic planning process because theyObjectives are important in the strategic planning process because they
provide  people  with  a  specific  role  in  their  organization,  lead  toprovide  people  with  a  specific  role  in  their  organization,  lead  to
consistency in decision making among the various functional managers,consistency in decision making among the various functional managers,
stimulate exertion and accomplishment, and provide the basis for specificstimulate exertion and accomplishment, and provide the basis for specific
planning and control.planning and control.

The  marketing  manager  then,  must  set  SMART  objectives  i.e.,  theThe  marketing  manager  then,  must  set  SMART  objectives  i.e.,  the
objectives must be specific, measurable, attainable, realistic and shouldobjectives must be specific, measurable, attainable, realistic and should
be time bound.be time bound.

Given the assessment of the current and future market situations, specificGiven the assessment of the current and future market situations, specific
marketing objectives must be determined in such areas as:marketing objectives must be determined in such areas as:

-- Sales volume (by product line,  market area,  customer type,  timeSales volume (by product line,  market area,  customer type,  time
periods)periods)

-- Market shares and sales growth rates Market shares and sales growth rates 
-- Gross margin, profit, or return on investmentGross margin, profit, or return on investment
-- Product mixProduct mix
-- Penetration of present and potential market targetsPenetration of present and potential market targets
-- Company imageCompany image

4.  Selection  and  Implementation  of  the  Appropriate4.  Selection  and  Implementation  of  the  Appropriate
Marketing MixMarketing Mix
Once  marketing  objectives  and  target  market(s)  have  been  identified,Once  marketing  objectives  and  target  market(s)  have  been  identified,
alternative-marketing  strategies  must  be  analyzed.  The  industrialalternative-marketing  strategies  must  be  analyzed.  The  industrial
marketing  manager  must  carryout  both  intensive  analysis  (whichmarketing  manager  must  carryout  both  intensive  analysis  (which
identifies  possible  strategic  alternatives  within  the  company’s  currentidentifies  possible  strategic  alternatives  within  the  company’s  current
areas) and diversification analysis (which identifies strategic alternativesareas) and diversification analysis (which identifies strategic alternatives
outside  the  firms  current  business  areas)  to  determine  strategicoutside  the  firms  current  business  areas)  to  determine  strategic
marketing  alternatives.  They  should  develop  the  right  combination  ofmarketing  alternatives.  They  should  develop  the  right  combination  of
marketing mixes (product, promotion, channels and price) on the basis ofmarketing mixes (product, promotion, channels and price) on the basis of
good use of marketing information and personal judgment. good use of marketing information and personal judgment. 
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Decision  with  respect  to  the  product  line,  features,  quality  levels,Decision  with  respect  to  the  product  line,  features,  quality  levels,
services, and new product development used to satisfy customer needsservices, and new product development used to satisfy customer needs
must be clearly formulated and integrated with manufacturing, R & D,must be clearly formulated and integrated with manufacturing, R & D,
and technical services. and technical services. 

Since the product or service must be delivered to customers when andSince the product or service must be delivered to customers when and
where they are wanted, distribution strategy is primary concerned withwhere they are wanted, distribution strategy is primary concerned with
developing the right combination of factors to ensure consistency withdeveloping the right combination of factors to ensure consistency with
the total marketing strategy. Promotion strategy defines the manner inthe total marketing strategy. Promotion strategy defines the manner in
which the firm will communicate with its target market and provides thewhich the firm will communicate with its target market and provides the
basis for formulating personal selling, advertising, sales promotion, andbasis for formulating personal selling, advertising, sales promotion, and
media selection plans. promotional strategy must be consistent with othermedia selection plans. promotional strategy must be consistent with other
strategy components and be closely integrated with financial strategy duestrategy components and be closely integrated with financial strategy due
to cost considerations.to cost considerations.

Because of its influences on demand and supply, profitability, customerBecause of its influences on demand and supply, profitability, customer
perception  and  regulatory  response,  price  strategy  must  be  carefullyperception  and  regulatory  response,  price  strategy  must  be  carefully
developed  together  with  internal  factors  such  as  cost,  return  ondeveloped  together  with  internal  factors  such  as  cost,  return  on
investment, and profitability.investment, and profitability.

Marketing mix  strategy is  tactical  scheduling of  activities  within  eachMarketing mix  strategy is  tactical  scheduling of  activities  within  each
sub-strategy that constitute the overall marketing strategy. sub-strategy that constitute the overall marketing strategy. 

5. Implementing and Controlling the Marketing Strategy5. Implementing and Controlling the Marketing Strategy
Once marketing strategies and plans have been determined, they must beOnce marketing strategies and plans have been determined, they must be
implemented  and  carried  out.  This  steps  helps  to  determine  if  theimplemented  and  carried  out.  This  steps  helps  to  determine  if  the
strategy  is  succeeding  or  not,  or  helps  to  apply  elsewhere  or  not,strategy  is  succeeding  or  not,  or  helps  to  apply  elsewhere  or  not,
capitalized the correct moves, make corrections and evaluate objectivescapitalized the correct moves, make corrections and evaluate objectives
that dictate product changes, price alternation, switching channels andthat dictate product changes, price alternation, switching channels and
reversing promotional efforts.reversing promotional efforts.

To evaluate and control the performance of each strategy, a number ofTo evaluate and control the performance of each strategy, a number of
performance standards for control must be established. This may include performance standards for control must be established. This may include 
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-- Sales and cost analysis or the predetermined objectives. Sales and cost analysis or the predetermined objectives. 
-- Reports and the company’s periodic information systems.Reports and the company’s periodic information systems.
-- Historical trends in performance.Historical trends in performance.
-- Budgets.Budgets.
-- Industry averages in performance.Industry averages in performance.

In  order  to  control  the  marketing  strategy  one  can  also  consider  theIn  order  to  control  the  marketing  strategy  one  can  also  consider  the
following questions. following questions. 

-- Who is responsible for each area of the strategy?Who is responsible for each area of the strategy?
-- What routing control reports should be required and from whom?What routing control reports should be required and from whom?
-- How much deviation from the standard will be permitted?How much deviation from the standard will be permitted?
-- Who  is  responsible  for  the  overall  control  of  the  marketingWho  is  responsible  for  the  overall  control  of  the  marketing

strategy?strategy?

5.4 THE MARKETING PLAN5.4 THE MARKETING PLAN

Marketing  is  a  systematic  anticipation  and analysis  of  future  changesMarketing  is  a  systematic  anticipation  and analysis  of  future  changes
coupled with the methodology for adapting to such changes. Thus, thecoupled with the methodology for adapting to such changes. Thus, the
marketing  plan  is  future  oriented  and  can  relate  to  the  immediatemarketing  plan  is  future  oriented  and  can  relate  to  the  immediate
intermediate,  or  long-run  futures.  In  short,  the  marketing  plan  is  theintermediate,  or  long-run  futures.  In  short,  the  marketing  plan  is  the
formal written documentation of the marketing strategy – it is composedformal written documentation of the marketing strategy – it is composed
of a series of sub plans in the functional areas of marketing that allow theof a series of sub plans in the functional areas of marketing that allow the
company  to  adapt  to  anticipated  and  even  unanticipated  changes  incompany  to  adapt  to  anticipated  and  even  unanticipated  changes  in
accordance with carefully defined objectives over a specified period ofaccordance with carefully defined objectives over a specified period of
time in the future. time in the future. 
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The Industrial Marketing ProcessThe Industrial Marketing Process

      
Analyze the present market situationAnalyze the present market situation

                         
Describe control producers andDescribe control producers and Determine  the  marketingDetermine  the  marketing
objectives to be objectives to be 
evaluations policies to identify evaluations policies to identify achievedachieved
needed corrections in current needed corrections in current 

operationsoperations Project the future of the organizationProject the future of the organization
if the if the 

                           present  market  situation  is  leftpresent  market  situation  is  left
unchanged.unchanged.
Develop standards by which the                                               Develop standards by which the                                               
success of the integrated marketingsuccess of the integrated marketing Establish  coordinatedEstablish  coordinated
marketing strategiesmarketing strategies
operations can be judgedoperations can be judged of the 4p’s that will achieve theof the 4p’s that will achieve the
previouslypreviously

                 determined objectivesdetermined objectives
Establish the tactical procedures andEstablish the tactical procedures and
methods for implementing the methods for implementing the 
previously determined marketing previously determined marketing 
strategies                        strategies                        

What Makes a Good Marketing Plan?What Makes a Good Marketing Plan?
As was stated earlier in this unit, there is no single marketing plan that isAs was stated earlier in this unit, there is no single marketing plan that is
correct for all companies. There are, however, certain characteristics thatcorrect for all companies. There are, however, certain characteristics that
the best marketing plans have in common. These characteristics are: the best marketing plans have in common. These characteristics are: 

1.1. The plan must be specific – the details of the plan must be preciseThe plan must be specific – the details of the plan must be precise
enough for implementation and control.enough for implementation and control.

2.2. The  plan  must  be  measurable  the  result  of  the  plan  must  beThe  plan  must  be  measurable  the  result  of  the  plan  must  be
measurablemeasurable
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3.3. The plan must include a specific tenie frame.The plan must include a specific tenie frame.
4.4. The  plan  must  be  flexible  enough  to  be  adapted  to  unforeseenThe  plan  must  be  flexible  enough  to  be  adapted  to  unforeseen

changes.changes.
5.5. The  plan  should  identify  the  responsible  person  with  equivalentThe  plan  should  identify  the  responsible  person  with  equivalent

authority for each activity.authority for each activity.

Advantages Gained from Market PlanningAdvantages Gained from Market Planning
The  marketing  plan  is  not  a  luxury  item for  the  industrial  marketingThe  marketing  plan  is  not  a  luxury  item for  the  industrial  marketing
manager.  Indeed,  it  is  an  absolute  necessity  with  any  degree  ofmanager.  Indeed,  it  is  an  absolute  necessity  with  any  degree  of
effectiveness. Some of the major advantages are as follows:effectiveness. Some of the major advantages are as follows:

-- It  facilitates  organized  thinking  both  within  and  outside  theIt  facilitates  organized  thinking  both  within  and  outside  the
marketing department.marketing department.

-- It gives the manager some degree of control over the future.It gives the manager some degree of control over the future.
-- It provides continuity in the marketing function – since planning isIt provides continuity in the marketing function – since planning is

not a one-shot effort but rather a continuous process. not a one-shot effort but rather a continuous process. 
-- The  marketing  plan  provides  a  working  document  for  theThe  marketing  plan  provides  a  working  document  for  the

implementation of marketing strategy.implementation of marketing strategy.
-- It  forces  the  manager  to  establish  objectives  for  marketingIt  forces  the  manager  to  establish  objectives  for  marketing

direction.direction.
-- It prioritizes activities is the proper manner – it forces all marketingIt prioritizes activities is the proper manner – it forces all marketing

activities to be coordinated and integrated.activities to be coordinated and integrated.

Market Coverage StrategiesMarket Coverage Strategies
Market  segmentation  allow  the  marketer  to  determine  whereMarket  segmentation  allow  the  marketer  to  determine  where
opportunities exist, how marketing strategy may be developed and whichopportunities exist, how marketing strategy may be developed and which
segments are profitable. Once this activity is accomplished, decision mustsegments are profitable. Once this activity is accomplished, decision must
be made as to which segments will be served or targeted. This involvesbe made as to which segments will be served or targeted. This involves
the matching of those plans and programs designed to develop productthe matching of those plans and programs designed to develop product
mixes  of  the  organization  with  target  markets.  However,  there  is  nomixes  of  the  organization  with  target  markets.  However,  there  is  no
single type of marketing strategy appropriate for all marketing situations.single type of marketing strategy appropriate for all marketing situations.
Basically, there are three alternative market selection strategies.Basically, there are three alternative market selection strategies.
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1.1. An undifferentiated  marketing  strategy:An  undifferentiated  marketing  strategy: this  strategy  occurs this  strategy  occurs
when the marketing manager develops broad marketing effort towhen the marketing manager develops broad marketing effort to
appeal  to  all  potential  customers.  It  is  appropriate  when  theappeal  to  all  potential  customers.  It  is  appropriate  when  the
company markets relatively standardized products or services intocompany markets relatively standardized products or services into
a horizontal market. Undifferentiated refers to the fact that the firma horizontal market. Undifferentiated refers to the fact that the firm
ignores  segment  differences  and  develops  a  single  marketingignores  segment  differences  and  develops  a  single  marketing
program that will focus on what is common to all buyers.program that will focus on what is common to all buyers.

2.2. A differentiated marketing strategy:A differentiated marketing strategy: this  is  when a  company this  is  when a  company
markets its products or service to a number of market segmentsmarkets its products or service to a number of market segments
whose needs, products usage, market response or buying behaviorwhose needs, products usage, market response or buying behavior
differs appreciably. Here the marketing manager should determinediffers appreciably. Here the marketing manager should determine
specific marketing efforts towards each market or segment. specific marketing efforts towards each market or segment. 

Industrial marketers do sell different types of products to a numberIndustrial marketers do sell different types of products to a number
of  customers  and  each  customer  defines  its  own  productof  customers  and  each  customer  defines  its  own  product
specifications.specifications.

3.3. Concentrated marketing strategy:Concentrated marketing strategy: this is choosing to focus on this is choosing to focus on
only one of those segments from the various segments for variousonly one of those segments from the various segments for various
reasons  when  a  company's  resources  are  limited,  the  firm  mayreasons  when  a  company's  resources  are  limited,  the  firm  may
choose to go after a larger share of one or a few markets. It occurschoose to go after a larger share of one or a few markets. It occurs
in a vertical marketing and in almost any type of industrial productsin a vertical marketing and in almost any type of industrial products
with its own inherent problems.with its own inherent problems.

Within each basic types of strategy, industrial  marketing manager canWithin each basic types of strategy, industrial  marketing manager can
see other options such as:see other options such as:

-- A strategy to retain a present market shareA strategy to retain a present market share
-- A strategy to increase present market shareA strategy to increase present market share
-- A strategy to develop a new market for existing productsA strategy to develop a new market for existing products
-- A strategy to develop a new market for new products, etc.A strategy to develop a new market for new products, etc.
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Check Your Progress ExerciseCheck Your Progress Exercise
1.1. What do you believe are the major benefits to be obtained fromWhat do you believe are the major benefits to be obtained from

marketing planning in the industrial market?marketing planning in the industrial market?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
2.2. If  an industrial  marketing plan is  to  be effective,  what essentialIf  an industrial  marketing plan is  to  be effective,  what essential

components must that plan contain?components must that plan contain?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
3.3. What do you see as the biggest dangers ofWhat do you see as the biggest dangers of

a.a. Undifferentiated marketing strategy; andUndifferentiated marketing strategy; and
b.b. A  concentrated  marketing  strategy  in  the  industrialA  concentrated  marketing  strategy  in  the  industrial

marketing.marketing.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

5.5 SUMMARY5.5 SUMMARY

The  intent  of  this  unit  has  been  to  create  the  impression  of  theThe  intent  of  this  unit  has  been  to  create  the  impression  of  the
importance of marketing planning and marketing strategy formulation.importance of marketing planning and marketing strategy formulation.
Without such an approach, the industrial marketing manager will foreverWithout such an approach, the industrial marketing manager will forever
be on the defensive with all its accompanying disadvantages that usuallybe on the defensive with all its accompanying disadvantages that usually
lead to management by crisis. A marketing planning model and formatlead to management by crisis. A marketing planning model and format
were illustrated to show the scope and complexity of such planning and towere illustrated to show the scope and complexity of such planning and to
give  insight  into  what  should  be  included  in  a  realistic  and  effectivegive  insight  into  what  should  be  included  in  a  realistic  and  effective
marketing plan. The approach taken in this unit permits the manager tomarketing plan. The approach taken in this unit permits the manager to
formulate  marketing  strategy  in  regard  to  products  and  customersformulate  marketing  strategy  in  regard  to  products  and  customers
individually  instead  of  to  all  of  them  collectively.  By  doing  so,  theindividually  instead  of  to  all  of  them  collectively.  By  doing  so,  the
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manager  will  find  it  easier  to  formulate  sub-strategies  in  product,manager  will  find  it  easier  to  formulate  sub-strategies  in  product,
promotion, channels, and price that will comprise the overall marketingpromotion, channels, and price that will comprise the overall marketing
strategy.strategy.

5.6 ANSWER TO CHECK YOUR PROGRESS EXERCISE5.6 ANSWER TO CHECK YOUR PROGRESS EXERCISE

For all questions, refer sub parts of 5.4For all questions, refer sub parts of 5.4
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UNIT 6: INDUSTRIAL MARKETING INTELLIGENCEUNIT 6: INDUSTRIAL MARKETING INTELLIGENCE

Contents Contents 
6.06.0 Aims and ObjectivesAims and Objectives
6.16.1 IntroductionIntroduction
6.26.2 Definition  of  MarketingDefinition  of  Marketing

IntelligenceIntelligence
6.36.3 Industrial  MarketingIndustrial  Marketing

Research ProcessResearch Process
6.46.4 Differences  BetweenDifferences  Between

Marketing Intelligence & Marketing ResearchMarketing Intelligence & Marketing Research
6.56.5  Differences  Between Differences  Between

Industrial and Consumer Marketing ResearchIndustrial and Consumer Marketing Research
6.66.6  Summary Summary
6.76.7  Answer  to  Check  Your Answer  to  Check  Your

Progress ExerciseProgress Exercise

6.0 AIMS AND OBJECTIVES6.0 AIMS AND OBJECTIVES

As  the  preceding  unit  has  indicated,  effective  marketing  strategyAs  the  preceding  unit  has  indicated,  effective  marketing  strategy
formulation is dependent up on sound information from the market place.formulation is dependent up on sound information from the market place.
Therefore, the aim of this unit is to give brief explanation on the sourcesTherefore, the aim of this unit is to give brief explanation on the sources
and components of marketing intelligence.and components of marketing intelligence.

By the time you finish this unit you should be able to:By the time you finish this unit you should be able to:
-- describe marketing intelligencedescribe marketing intelligence
-- identify the components of marketing researchidentify the components of marketing research
-- differentiate  industrial  marketing  from  consumer  marketingdifferentiate  industrial  marketing  from  consumer  marketing

research. research. 

6.1 INTRODUCTION6.1 INTRODUCTION
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It should be recognized that product decision made without the benefit ofIt should be recognized that product decision made without the benefit of
market input from those who will  purchase and use that product maymarket input from those who will  purchase and use that product may
easily be an error or irrelevant. The same logic applies to the areas ofeasily be an error or irrelevant. The same logic applies to the areas of
promotion, distribution, and price and of course, to the overall marketingpromotion, distribution, and price and of course, to the overall marketing
plan and strategy. Information must be obtained from the market place, ifplan and strategy. Information must be obtained from the market place, if
sound decisions are to be made. From a marketing strategy perspective,sound decisions are to be made. From a marketing strategy perspective,
such information is called marketing intelligence. such information is called marketing intelligence. 
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6.2 DEFINITION OF MARKETING INTELLIGENCE6.2 DEFINITION OF MARKETING INTELLIGENCE

Marketing intelligence refers to any useful information that could be usedMarketing intelligence refers to any useful information that could be used
by marketing manager to enhance their competitive positions. It is usedby marketing manager to enhance their competitive positions. It is used
in market segmentation and overall marketing strategy formulation andin market segmentation and overall marketing strategy formulation and
market planning.market planning.

Such information could vary all the way from complaints by distributorsSuch information could vary all the way from complaints by distributors
about  packaging  to  date  provided  by  the  company's  own  accountingabout  packaging  to  date  provided  by  the  company's  own  accounting
department regarding increasing cost of raw materials, and so forth.department regarding increasing cost of raw materials, and so forth.

Sources of industrial marketing intelligence Sources of industrial marketing intelligence 
The sources of marketing intelligence are as numerous as the type ofThe sources of marketing intelligence are as numerous as the type of
information sought by marketing managers in the industrial market. But,information sought by marketing managers in the industrial market. But,
they are categorized into two basic sources. they are categorized into two basic sources. 

1.1. Internal Marketing Intelligence – this includes useful informationInternal Marketing Intelligence – this includes useful information
obtained from such sources within the company as:obtained from such sources within the company as:
-- production department for sales forecastproduction department for sales forecast
-- production controlproduction control
-- purchasingpurchasing
-- quantity controlquantity control
-- research and developmentresearch and development
-- accountingaccounting
-- date processingdate processing
-- personnelpersonnel
-- legal departmentlegal department
-- logistics and shippinglogistics and shipping

2.2. External marketing Intelligence – these could be any type of usefulExternal marketing Intelligence – these could be any type of useful
information obtained from sources outside the company such as:information obtained from sources outside the company such as:
-- company sales people in the fieldcompany sales people in the field
-- feedback from manufacturers' representative about customersfeedback from manufacturers' representative about customers
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-- distributors if useddistributors if used
-- formal marketing research projectsformal marketing research projects
-- customers both in terms of direct and derived demandcustomers both in terms of direct and derived demand
-- analysis of competitorsanalysis of competitors
-- trade shows and trade publicationstrade shows and trade publications
-- outside consultants employed by the companyoutside consultants employed by the company

These lists  are not  intended to be complete,  but only to illustrate theThese lists  are not  intended to be complete,  but only to illustrate the
sources  of  intelligence  in  the  industrial  market.  As  can  be  seen,  thesources  of  intelligence  in  the  industrial  market.  As  can  be  seen,  the
sources are just about as varied as the types of information sought. Theresources are just about as varied as the types of information sought. There
are  many  sources  of  marketing  intelligence  open  to  the  industrialare  many  sources  of  marketing  intelligence  open  to  the  industrial
marketing manager. Yet, the collection of marketing intelligence must bemarketing manager. Yet, the collection of marketing intelligence must be
selective  and  must  be  colleted  by  design  if  it  is  to  be  used  to  theselective  and  must  be  colleted  by  design  if  it  is  to  be  used  to  the
advantage. It should be selective in terms of the specific objectives in theadvantage. It should be selective in terms of the specific objectives in the
marketing  plan,  and  it  should  be  selecting  interms  of  choosing  thosemarketing  plan,  and  it  should  be  selecting  interms  of  choosing  those
sources  of  intelligence  most  likely  to  produce  valid  information.  Thissources  of  intelligence  most  likely  to  produce  valid  information.  This
helps  to  develop  the  flow  of  desired  information,  which  is  calledhelps  to  develop  the  flow  of  desired  information,  which  is  called
Marketing Information System (MIS)Marketing Information System (MIS). . 

MIS is an attempt to collect, analyze, and distribute to those who will useMIS is an attempt to collect, analyze, and distribute to those who will use
market  data  on  a  continuous  basis  where  as  industrial  marketingmarket  data  on  a  continuous  basis  where  as  industrial  marketing
research is (normally defined as) the systematic gathering, recording andresearch is (normally defined as) the systematic gathering, recording and
analyzing of  data pertaining to  the  marketing of  industrial  goods  andanalyzing of  data pertaining to  the  marketing of  industrial  goods  and
services or in short to individual problems that are encountered either atservices or in short to individual problems that are encountered either at
periodic or irregular intervals.periodic or irregular intervals.

MIS is the basis of all sound marketing strategies and marketing plans. ItMIS is the basis of all sound marketing strategies and marketing plans. It
clearly  show  the  producers  to  be  followed  in  collecting  information.clearly  show  the  producers  to  be  followed  in  collecting  information.
Without this procedure the result will be collecting all kinds of bits andWithout this procedure the result will be collecting all kinds of bits and
pieces  of  information  that  have  little  value  in  the  decision  makingpieces  of  information  that  have  little  value  in  the  decision  making
process.process.
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6.3 INDUSTRIAL MARKETING RESEARCH PROCESS6.3 INDUSTRIAL MARKETING RESEARCH PROCESS

Industrial marketing research is undertaken to gather reliable marketingIndustrial marketing research is undertaken to gather reliable marketing
information  to  facilitate  planning  and  control.  It  intends  to  provideinformation  to  facilitate  planning  and  control.  It  intends  to  provide
benefits  to  the  firm  by  indicating  environmental  opportunities  andbenefits  to  the  firm  by  indicating  environmental  opportunities  and
threats.  Research can also indicate lesser contingencies or unforeseenthreats.  Research can also indicate lesser contingencies or unforeseen
chances, constraints or restrictions, and how the firm can best operate orchances, constraints or restrictions, and how the firm can best operate or
react to them. Therefore, the value of the result will depend on the designreact to them. Therefore, the value of the result will depend on the design
and  implementation  of  research  methods.  Marketing  research  then  isand  implementation  of  research  methods.  Marketing  research  then  is
viewed as a process that follows the following basic steps.viewed as a process that follows the following basic steps.

1)1) Defining  the  problem  and  research  objectives.  This  isDefining  the  problem  and  research  objectives.  This  is
establishing the nature of the opportunity to be sought or the threatestablishing the nature of the opportunity to be sought or the threat
to be overcome.to be overcome.

2)2) Developing the source of informationDeveloping the source of information
3)3) Collecting/gathering the informationCollecting/gathering the information
4)4) Analyzing the informationAnalyzing the information
5)5) Presenting the findingsPresenting the findings

6.4 DIFFERENCES BETWEEN MARKETING INTELLIGENCE AND6.4 DIFFERENCES BETWEEN MARKETING INTELLIGENCE AND
MARKETING RESEARCHMARKETING RESEARCH

The two concepts differ appreciably from each other although marketingThe two concepts differ appreciably from each other although marketing
research is part of marketing intelligence.research is part of marketing intelligence.

1.1. Marketing  Research  is  more  confined  in  scope  and  generallyMarketing  Research  is  more  confined  in  scope  and  generally
considered as part of the overall marketing intelligence.considered as part of the overall marketing intelligence.

2.2. Marketing research normally involves projects of a single or non-Marketing research normally involves projects of a single or non-
repetitive  nature  where  as  marketing  intelligence  is  gatheringrepetitive  nature  where  as  marketing  intelligence  is  gathering
information in a more continuous process. In other words to collectinformation in a more continuous process. In other words to collect
data through marketing research on a continuous basis requires adata through marketing research on a continuous basis requires a
tremendous costs in terms of time, money, and manpower even iftremendous costs in terms of time, money, and manpower even if
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continuous  information  is  essential  in  making  sound  marketingcontinuous  information  is  essential  in  making  sound  marketing
decisions.decisions.

3.3. Marketing research is conducted to build a data base for individualMarketing research is conducted to build a data base for individual
marketing problems such as in the product, promotion, pricing ormarketing problems such as in the product, promotion, pricing or
channel areas, whereas marketing intelligence is broader and maychannel areas, whereas marketing intelligence is broader and may
encompass many problems at the same time.encompass many problems at the same time.

With this concept, marketing research whether it is the consumer or theWith this concept, marketing research whether it is the consumer or the
industrial market has more similarities than differences with marketingindustrial market has more similarities than differences with marketing
research.research.

6.5  DIFFERENCES  BETWEEN  INDUSTRIAL  AND  CONSUMER6.5  DIFFERENCES  BETWEEN  INDUSTRIAL  AND  CONSUMER
MARKETING RESEARCHMARKETING RESEARCH

Differences in the amount of technical knowledge required in researchingDifferences in the amount of technical knowledge required in researching
the industrial market. The industrial marketing researcher must be morethe industrial market. The industrial marketing researcher must be more
technically oriented than his consumer-marketing counterpart. technically oriented than his consumer-marketing counterpart. 

In  industrial  marketing,  knowledge  of  buying  influences  andIn  industrial  marketing,  knowledge  of  buying  influences  and
organizational behavior is necessary to perform the job effectively. Theorganizational behavior is necessary to perform the job effectively. The
researcher  must  understand  the  formal,  informal  and  key  buyingresearcher  must  understand  the  formal,  informal  and  key  buying
influences,  purchasing  processes,  purchasing  policies,  etc  of  theinfluences,  purchasing  processes,  purchasing  policies,  etc  of  the
organizations.organizations.

While the consumer-marketing research is concerned often only with theWhile the consumer-marketing research is concerned often only with the
direct  consumer demand,  in  industrial  marketing research both directdirect  consumer demand,  in  industrial  marketing research both direct
and derived demand must be understood.and derived demand must be understood.

81



Market structure differences exist in the two markets. In the consumerMarket structure differences exist in the two markets. In the consumer
market, there are often many customers and a single interview may bemarket, there are often many customers and a single interview may be
sufficient  to  collect  the  required  data  for  such  customers.  But  in  thesufficient  to  collect  the  required  data  for  such  customers.  But  in  the
industrial market, there are few customer firms, and in most cases eachindustrial market, there are few customer firms, and in most cases each
of  them  must  be  interviewed  in-depth.  This  implies  that  there  areof  them  must  be  interviewed  in-depth.  This  implies  that  there  are
sampling differences in researching the two markets.sampling differences in researching the two markets.

The consumer marketing research moving in to the industrial marketingThe consumer marketing research moving in to the industrial marketing
will  have to  turn  to  entirely  different  sources  of  data  and until  thesewill  have to  turn  to  entirely  different  sources  of  data  and until  these
sources  are  learned,  effectiveness  will  be  impaired.  However,  in  thesources  are  learned,  effectiveness  will  be  impaired.  However,  in  the
industrial market, due to the smaller concentration of industrial buyers,industrial market, due to the smaller concentration of industrial buyers,
information sources tend to be concentrated and there is great relianceinformation sources tend to be concentrated and there is great reliance
on secondary source of data and experts judgment. on secondary source of data and experts judgment. 

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. What  are  the  basic  differences  between  industrial  marketingWhat  are  the  basic  differences  between  industrial  marketing

research and industrial marketing intelligence?research and industrial marketing intelligence?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2.  Should  the  first  steps  in  formulating  a  realistic  plan  be  the Should  the  first  steps  in  formulating  a  realistic  plan  be  the

systematic gathering of information or should it be the establishmentsystematic gathering of information or should it be the establishment
of realistic quantifiable objectives? Explain your answer.of realistic quantifiable objectives? Explain your answer.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
3.3. Industrial  marketing  intelligence  can  be  defined  as  being  eitherIndustrial  marketing  intelligence  can  be  defined  as  being  either

internal or external what are the major differences between these twointernal or external what are the major differences between these two
forms of marketing intelligence?forms of marketing intelligence?
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

6.6 SUMMARY6.6 SUMMARY

  
The purpose of this  unit  has been to emphasize strongly the need forThe purpose of this  unit  has been to emphasize strongly the need for
market  information  for  incorporation  into  the  industrial  marketingmarket  information  for  incorporation  into  the  industrial  marketing
manager's marketing plan and marketing strategy and subsequently intomanager's marketing plan and marketing strategy and subsequently into
the sub strategies. A marketing plan or marketing strategy without thethe sub strategies. A marketing plan or marketing strategy without the
benefit of  input from the market  is  unrealistic  and doomed to failure.benefit of  input from the market  is  unrealistic  and doomed to failure.
Therefore,  it  is  imperative  that  the  industrial  marketing  managerTherefore,  it  is  imperative  that  the  industrial  marketing  manager
understands  what  types  of  market  information  or  intelligence  areunderstands  what  types  of  market  information  or  intelligence  are
required and know what sources could best  provide such information.required and know what sources could best  provide such information.
The area of industrial marketing research was developed in terms of howThe area of industrial marketing research was developed in terms of how
it differs from consumer marketing research.it differs from consumer marketing research.

6.7 ANSWER TO CHECK YOUR PROGRESS EXERCISE6.7 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer 6.4Refer 6.4
2.2. Refer 5.3Refer 5.3
3.3. Refer 6.2Refer 6.2
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UNIT 7: PRODUCT STRATEGY IN INDUSTRIAL MARKETINGUNIT 7: PRODUCT STRATEGY IN INDUSTRIAL MARKETING

ContentsContents
7.07.0  Aims and Objectives Aims and Objectives
7.17.1  Introduction Introduction
7.27.2  Industrial Product Strategy Industrial Product Strategy
7.37.3  Difference  Between  Industrial  and  Consumer  Product Difference  Between  Industrial  and  Consumer  Product

Strategies Strategies 
7.47.4  The Importance of Product Planning The Importance of Product Planning
7.57.5  The Product Lifecycle The Product Lifecycle
7.67.6  Product Planning Implications in the Lifecycle Product Planning Implications in the Lifecycle
7.77.7  Applying the Product Lifecycle to Industrial Marketing Applying the Product Lifecycle to Industrial Marketing
7.87.8  A Format for New Industrial Products A Format for New Industrial Products
7.97.9  Analysis of Industrial Product Failures Analysis of Industrial Product Failures
7.10 Product Management in the Industrial Market7.10 Product Management in the Industrial Market
7.11 Summary7.11 Summary
7.12 Answer to Check Your Progress Exercise7.12 Answer to Check Your Progress Exercise

7.0 AIMS AND OBJECTIVES7.0 AIMS AND OBJECTIVES

After reading this unit, you must be able:After reading this unit, you must be able:
-- to explain the industrial product strategyto explain the industrial product strategy
-- to point out the major differences between industrial and consumerto point out the major differences between industrial and consumer

product strategiesproduct strategies
-- to describe the major characteristics of a product lifecycle underto describe the major characteristics of a product lifecycle under

each stage and analyze the industrial product failures andeach stage and analyze the industrial product failures and
-- to explain how the industrial product management is.to explain how the industrial product management is.

7.1 INTRODUCTION7.1 INTRODUCTION

Overall marketing strategy is comprised of the four basic sub strategiesOverall marketing strategy is comprised of the four basic sub strategies
of product, channels, promotion, and price. Once market segments haveof product, channels, promotion, and price. Once market segments have
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been  defined,  located  and  assessed  and  once  appropriate  marketingbeen  defined,  located  and  assessed  and  once  appropriate  marketing
intelligence has been gathered, the industrial marketing manager mustintelligence has been gathered, the industrial marketing manager must
develop overall  marketing strategy and construct a marketing plan fordevelop overall  marketing strategy and construct a marketing plan for
carrying out that strategy. Within this strategy and plan decisions mustcarrying out that strategy. Within this strategy and plan decisions must
be made regarding products and/or services to be offered, channels ofbe made regarding products and/or services to be offered, channels of
distribution to be used, promotional efforts to be employed and prices todistribution to be used, promotional efforts to be employed and prices to
be charged. The following units of this material are devoted to the areasbe charged. The following units of this material are devoted to the areas
of  product,  channels,  promotion,  and  price  and  their  implications  forof  product,  channels,  promotion,  and  price  and  their  implications  for
marketing decision-making and marketing management.marketing decision-making and marketing management.

7.2 INDUSTRIAL PRODUCT STRATEGY7.2 INDUSTRIAL PRODUCT STRATEGY

 Industrial  product  strategy  actually  involves  such  matters  as  the Industrial  product  strategy  actually  involves  such  matters  as  the
determination of a company's basic product policies, the establishment ofdetermination of a company's basic product policies, the establishment of
specific product  objectives  that  are  consistent  with  previously  definedspecific product  objectives  that  are  consistent  with  previously  defined
marketing  objectives,  the  determination  of  what  particular  productsmarketing  objectives,  the  determination  of  what  particular  products
and/or  services  are  to  be  manufactured  and  marketed,  and  theand/or  services  are  to  be  manufactured  and  marketed,  and  the
determination of what the specifications of those products and/or servicesdetermination of what the specifications of those products and/or services
will  be.  In other words,  product  strategy ranges all  the way from thewill  be.  In other words,  product  strategy ranges all  the way from the
broad product policies down to specific grades, models, and sizes to bebroad product policies down to specific grades, models, and sizes to be
produced and specific services to be performed.produced and specific services to be performed.

Inherent in industrial product strategy formulation is the area of productInherent in industrial product strategy formulation is the area of product
planning. The following is an excellent practical description of what isplanning. The following is an excellent practical description of what is
involved in product planning.involved in product planning.

Product  planningProduct  planning is  the  continuous  process  of  fully  investigating  the is  the  continuous  process  of  fully  investigating  the
planning, timing, and pricing and the servicing required to add the new,planning, timing, and pricing and the servicing required to add the new,
discontinue the undesired and maintain, modify, and improve the existingdiscontinue the undesired and maintain, modify, and improve the existing
products so as most profitably to meet marketing needs and justify theproducts so as most profitably to meet marketing needs and justify the
manufacture of these products by the company.manufacture of these products by the company.
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The  description  implies  a  number  of  areas  of  responsibility  for  theThe  description  implies  a  number  of  areas  of  responsibility  for  the
marketing  manager  in  product  planning  and  product  strategy  in  themarketing  manager  in  product  planning  and  product  strategy  in  the
industrial market. These areas are:industrial market. These areas are:

 establishing product policiesestablishing product policies
 setting product objectivessetting product objectives
 searching out new product additionssearching out new product additions
 determining the product specificationsdetermining the product specifications
 introducing new productsintroducing new products
 modifying existing productsmodifying existing products
 dropping old productsdropping old products
 maintaining the proper product linemaintaining the proper product line
  packaging the products and packaging the products and
 providing the necessary technical assistance and pre-and postproviding the necessary technical assistance and pre-and post

sale servicing required by the industrial customers.sale servicing required by the industrial customers.

A very important point must be made here. The product area of industrialA very important point must be made here. The product area of industrial
marketing must not be viewed as a given or uncontrollable element in themarketing must not be viewed as a given or uncontrollable element in the
marketing mix. The manager must remember that the market place is themarketing mix. The manager must remember that the market place is the
fundamental reason for the existence of any industrial product or service.fundamental reason for the existence of any industrial product or service.
Once the product or service fails to fulfill a need in the market place, itsOnce the product or service fails to fulfill a need in the market place, its
sales will  decline and its  marketability may be finished. Far too manysales will  decline and its  marketability may be finished. Far too many
industrial marketing managers and product managers have a tendency toindustrial marketing managers and product managers have a tendency to
see industrial marketing as those activities that take place in distribution,see industrial marketing as those activities that take place in distribution,
promotion and pricing after the product or service has been developed.promotion and pricing after the product or service has been developed.
This  thinking  is  faulty  and  involves  a  product  rather  than  a  marketThis  thinking  is  faulty  and  involves  a  product  rather  than  a  market
orientation. The manager must remind himself or herself constantly thatorientation. The manager must remind himself or herself constantly that
intelligent product strategy is dependent up on good market input just asintelligent product strategy is dependent up on good market input just as
are the other three marketing sub strategies of channels promotion, andare the other three marketing sub strategies of channels promotion, and
price.price.
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7.37.3  DIFFERENCE BETWEEN INDUSTRIAL AND CONSUMER PRODUCTDIFFERENCE BETWEEN INDUSTRIAL AND CONSUMER PRODUCT
STRATEGIESSTRATEGIES

Product strategy by definition is basically the same in both the consumerProduct strategy by definition is basically the same in both the consumer
and industrial markets, although practices may differ considerably owingand industrial markets, although practices may differ considerably owing
to the characteristics of the products and the customers involved. Theto the characteristics of the products and the customers involved. The
following table illustrates some of the basic differences based on a surveyfollowing table illustrates some of the basic differences based on a survey
of  334  industrial  marketing  companies  and  139  consumer  goodsof  334  industrial  marketing  companies  and  139  consumer  goods
manufacturers.manufacturers.

Producers of:Producers of:
Product effort activityProduct effort activity IndustrialIndustrial

Goods (%)Goods (%)
Consumer Consumer 

Durables (%)Durables (%)
Consumer Consumer 

Non-durablesNon-durables
(%)(%)

Presale servicePresale service 23.723.7 12.812.8 12.112.1
Postal servicePostal service 17.717.7 14.214.2 9.29.2
Technical R & DTechnical R & D 34.534.5 34.634.6 38.638.6
Market ResearchMarket Research 15.715.7 17.817.8 27.527.5
Style R & DStyle R & D 6.16.1 18.818.8 9.69.6
OtherOther 2.32.3 1.91.9 3.03.0
TotalTotal 100.0100.0 100.0100.0 100.0100.0
Table: Relative importance of the elements of product strategyTable: Relative importance of the elements of product strategy
As can be seen, service plays a large role in industrial product strategyAs can be seen, service plays a large role in industrial product strategy
than it does in consumer product strategy, and this is particularly so asthan it does in consumer product strategy, and this is particularly so as
regards service before the sale. It is also interesting to note that althoughregards service before the sale. It is also interesting to note that although
technical research and development (R&D) plays about the same role intechnical research and development (R&D) plays about the same role in
both markets, industrial marketing managers place much less emphasisboth markets, industrial marketing managers place much less emphasis
on style research and development, which implies that many industrialon style research and development, which implies that many industrial
marketing  managers  believe  their  buyers  are  more  rationally  thanmarketing  managers  believe  their  buyers  are  more  rationally  than
emotionally motivated in their purchasing.emotionally motivated in their purchasing.

Market research also seems to play a lesser role in the industrial marketMarket research also seems to play a lesser role in the industrial market
than it does in the consumer market. This latter is a phenomenon foundthan it does in the consumer market. This latter is a phenomenon found
quite commonly in the more technical industries such as are often foundquite commonly in the more technical industries such as are often found
in the industrial  market.  The reasons for this are many, but generallyin the industrial  market.  The reasons for this are many, but generally
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products in such industries are developed by in-house engineering and Rproducts in such industries are developed by in-house engineering and R
& D departments, which possess the technical sophistication necessary to& D departments, which possess the technical sophistication necessary to
develop such products, but which often do not believe the same level ofdevelop such products, but which often do not believe the same level of
sophistication exists in the customers for these same products. Therefore,sophistication exists in the customers for these same products. Therefore,
little market research takes place.little market research takes place.

Another difference is in the area of product protective nature than it is ofAnother difference is in the area of product protective nature than it is of
a promotional nature, although the latter has become quite popular ina promotional nature, although the latter has become quite popular in
OEM  Products  of  the  off-the-shelf  variety  sold  through  industrialOEM  Products  of  the  off-the-shelf  variety  sold  through  industrial
distributors.  Other  differences  between  product  strategy  in  the  twodistributors.  Other  differences  between  product  strategy  in  the  two
markets will arise at times in this unit, with the point being that industrialmarkets will arise at times in this unit, with the point being that industrial
marketing  product  strategy  decisions  differ  from  those  found  in  themarketing  product  strategy  decisions  differ  from  those  found  in  the
consumer market even though the basic principles are similar. Productconsumer market even though the basic principles are similar. Product
characteristics and the characteristics of industrial customers almost ofcharacteristics and the characteristics of industrial customers almost of
necessity  dictate  a  different  approach  to  the  products  sold  into  thenecessity  dictate  a  different  approach  to  the  products  sold  into  the
industrial market. industrial market. 

7.4 THE IMPORTANCE OF PRODUCT PLANNING7.4 THE IMPORTANCE OF PRODUCT PLANNING

With few exceptions,  sound product  planning is  essential  to  continuedWith few exceptions,  sound product  planning is  essential  to  continued
success  in  the  industrial  market.  Viewed broadly  in  terms of  productsuccess  in  the  industrial  market.  Viewed broadly  in  terms of  product
strategy there are only three ways for a company to continue to exist andstrategy there are only three ways for a company to continue to exist and
succeed:succeed:

i.i. the  company  can  continue  to  increase  sales  of  its  existingthe  company  can  continue  to  increase  sales  of  its  existing
products to both present and potential customers.products to both present and potential customers.

ii.ii. the  company  can  introduce  new  products  on  a  continuous,the  company  can  introduce  new  products  on  a  continuous,
successful basis, andsuccessful basis, and

iii.iii. the  company can expand its product offerings via merging withthe  company can expand its product offerings via merging with
or acquiring other companies and thus add new products in thisor acquiring other companies and thus add new products in this
manner.manner.
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Analysis of the above three options leads to one basic conclusion-unlessAnalysis of the above three options leads to one basic conclusion-unless
the marketing manager continues to introduce a stream of successful newthe marketing manager continues to introduce a stream of successful new
products over time, the long range potential of the company is limited. Toproducts over time, the long range potential of the company is limited. To
emphasize  continued  sales  of  present  products  as  the  basic  productemphasize  continued  sales  of  present  products  as  the  basic  product
philosophy is foolhardly in the long run because of such factors as marketphilosophy is foolhardly in the long run because of such factors as market
saturation and the high rate of technical product obsolescence found insaturation and the high rate of technical product obsolescence found in
the  industrial  market.  To  emphasize  mergers  and  acquisitions  as  thethe  industrial  market.  To  emphasize  mergers  and  acquisitions  as  the
primary  product  philosophy  also  has  shortcomings  because  of  suchprimary  product  philosophy  also  has  shortcomings  because  of  such
factors  as  government  restrictions,  particularly  in  the  antitrust  area,factors  as  government  restrictions,  particularly  in  the  antitrust  area,
reluctance  of  firms  to  be  absorbed,  image  differences  of  mergedreluctance  of  firms  to  be  absorbed,  image  differences  of  merged
companies and various other reasons.companies and various other reasons.

What all  this means to the industrial marketing manager is that to beWhat all  this means to the industrial marketing manager is that to be
successful, he must recognize the need for new products in the marketingsuccessful, he must recognize the need for new products in the marketing
strategy.  This  doesn't  mean,  of  course,  that  the  manager  wouldn'tstrategy.  This  doesn't  mean,  of  course,  that  the  manager  wouldn't
continue  to  attempt  to  expand  the  customer  base  for  his  existingcontinue  to  attempt  to  expand  the  customer  base  for  his  existing
products, not does it mean that he wouldn't pursue merger or acquisitionproducts, not does it mean that he wouldn't pursue merger or acquisition
possibilities if they arose and were consistent with overall marketing andpossibilities if they arose and were consistent with overall marketing and
product  objectives.  What  it  does  mean,  however,  is  that  the  managerproduct  objectives.  What  it  does  mean,  however,  is  that  the  manager
must somewhere in the product strategy and the marketing plan includemust somewhere in the product strategy and the marketing plan include
emphasis  on the  development  of  new products.  Not  to  do  so  may beemphasis  on the  development  of  new products.  Not  to  do  so  may be
tantamount to marketing disaster, and thus product planning is of criticaltantamount to marketing disaster, and thus product planning is of critical
importance to the industrial  marketing manager.  All  of  this  discussionimportance to the industrial  marketing manager.  All  of  this  discussion
appears to be common sense, but in the actual industrial market, it isappears to be common sense, but in the actual industrial market, it is
often  overlooked,  as  marketing  managers  become  obsessed  with  theoften  overlooked,  as  marketing  managers  become  obsessed  with  the
marketing of their present products and they are not prepared to replacemarketing of their present products and they are not prepared to replace
those  products  when their  demand decreases  or  ceases  to  exist.  Thisthose  products  when their  demand decreases  or  ceases  to  exist.  This
means that they are often caught unaware by competitive moves and as ameans that they are often caught unaware by competitive moves and as a
result placed on the defensive in their strategy, which is not where anyresult placed on the defensive in their strategy, which is not where any
aggressive marketing manager whishes to be. aggressive marketing manager whishes to be. 
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Product planning is particularly important in industrial marketing for theProduct planning is particularly important in industrial marketing for the
following reasons:following reasons:

Increased  Competition:  Increased  Competition:  Because  of  increased  competition,  bothBecause  of  increased  competition,  both
domestic and foreign, industrial buyers today have more choice in theirdomestic and foreign, industrial buyers today have more choice in their
purchasing.  New  materials,  new  processes,  new  technologies,  newpurchasing.  New  materials,  new  processes,  new  technologies,  new
sources  of  supply,  and  the  like  place  great  strain  on  the  industrialsources  of  supply,  and  the  like  place  great  strain  on  the  industrial
marketing  manager  as  regards  product  strategy.  Customers  will  notmarketing  manager  as  regards  product  strategy.  Customers  will  not
continue  to  buy  existing  products  if  better  competitive  choices  comecontinue  to  buy  existing  products  if  better  competitive  choices  come
along. Thus, the manager must keep pace with competition.along. Thus, the manager must keep pace with competition.

Derived Demand:  Derived Demand:  Because of the derived demand aspect, the industrialBecause of the derived demand aspect, the industrial
marketing manager must pay very close attention to product planning.marketing manager must pay very close attention to product planning.
This is an era where ultimate consumer wants and needs are changingThis is an era where ultimate consumer wants and needs are changing
faster  than  they  ever  did  before,  and  this  has  defined  effects  on  thefaster  than  they  ever  did  before,  and  this  has  defined  effects  on  the
demand for industrial goods and services used to produce goods sold intodemand for industrial goods and services used to produce goods sold into
the consumer market. This means that the industrial marketing managerthe consumer market. This means that the industrial marketing manager
cannot be complacent about the product line even if industrial customerscannot be complacent about the product line even if industrial customers
are seemingly satisfied.are seemingly satisfied.

Greater Sophistication in Industrial Purchasing:Greater Sophistication in Industrial Purchasing:  Another factor that Another factor that
is forcing closer attention to industrial product planning is the growingis forcing closer attention to industrial product planning is the growing
sophistication  found  in  industrial  purchasing  professionals  and  othersophistication  found  in  industrial  purchasing  professionals  and  other
buying influences.  As these people become more knowledgeable,  morebuying influences.  As these people become more knowledgeable,  more
specialized, and more discerning in their purchasing, they became morespecialized, and more discerning in their purchasing, they became more
picky in relation to competitive choices open to them. Industrial productspicky in relation to competitive choices open to them. Industrial products
are screened closely by buyers and buying influences on any number ofare screened closely by buyers and buying influences on any number of
different factors. Product quality and performance are judged harshly bydifferent factors. Product quality and performance are judged harshly by
value analysis,  vendor analysis,  and other such sophisticated methods.value analysis,  vendor analysis,  and other such sophisticated methods.
This implies a distinct need for effective product planning to supply theThis implies a distinct need for effective product planning to supply the
buyers and buying influences with products that satisfy their particularbuyers and buying influences with products that satisfy their particular
requirements.requirements.
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Laborsaving Requirements:  Laborsaving Requirements:  For years now, some industries has beenFor years now, some industries has been
hit hared by rising labor costs, and in their purchasing manufacturers arehit hared by rising labor costs, and in their purchasing manufacturers are
constantly  looking for labor savings in their  equipment and materials.constantly  looking for labor savings in their  equipment and materials.
This  means  that  purchases  are  viewed  with  this  aspect  in  mind,  andThis  means  that  purchases  are  viewed  with  this  aspect  in  mind,  and
customers will switch suppliers for laborsaving reasons even if they arecustomers will switch suppliers for laborsaving reasons even if they are
reasonably satisfied otherwise with their present products. For example,reasonably satisfied otherwise with their present products. For example,
if a manufacturer presently were purchasing production line equipmentif a manufacturer presently were purchasing production line equipment
that  required  three  men  to  operate,  it  might  very  well  switch  to  athat  required  three  men  to  operate,  it  might  very  well  switch  to  a
competitor who could offer a similar piece of equipment that could becompetitor who could offer a similar piece of equipment that could be
operated by two men or a single worker. This demand for laborsaving byoperated by two men or a single worker. This demand for laborsaving by
industrial  customers  has  also  placed  great  stress  on  the  industrialindustrial  customers  has  also  placed  great  stress  on  the  industrial
marketing manager in product planning, particularly in firms selling tomarketing manager in product planning, particularly in firms selling to
users customers.  users customers.  

Energy Saving Requirements:Energy Saving Requirements: Manufacturers are constantly seeking Manufacturers are constantly seeking
products  that  will  reduce  energy  consumption  in  their  manufacturingproducts  that  will  reduce  energy  consumption  in  their  manufacturing
process. This in turn means that industrial customers will switch productsprocess. This in turn means that industrial customers will switch products
and/or suppliers if  energy savings could be realized from such action.and/or suppliers if  energy savings could be realized from such action.
Studies have shown that industrial buyers and buying influences are veryStudies have shown that industrial buyers and buying influences are very
interested in such factors as economy of operation, and cost saving ininterested in such factors as economy of operation, and cost saving in
operation in their purchasing of required equipment, parts, and suppliers.operation in their purchasing of required equipment, parts, and suppliers.
This implies that industrial customers will shop for such savings and thisThis implies that industrial customers will shop for such savings and this
means that product planning must accommodate such buying patterns ifmeans that product planning must accommodate such buying patterns if
the manager is to continue to sell products to such customers.the manager is to continue to sell products to such customers.

Cost of Industrial Product Failures:Cost of Industrial Product Failures: another factor affecting the need another factor affecting the need
for  industrial  product  planning  is  the  cost  involved  in  producing  andfor  industrial  product  planning  is  the  cost  involved  in  producing  and
marketing industrial products, particularly capital goods. Although it ismarketing industrial products, particularly capital goods. Although it is
true that there are also high costs involved in producing consumer goods,true that there are also high costs involved in producing consumer goods,
the unit cost is usually less constraining. What this means, of course, isthe unit cost is usually less constraining. What this means, of course, is
that the costs involved in product failures that can be attributed to poorthat the costs involved in product failures that can be attributed to poor
product planning can be tremendous in the industrial market.product planning can be tremendous in the industrial market.
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Rate of Failure of Industrial Products:  Rate of Failure of Industrial Products:  New industrial products areNew industrial products are
risky just as new products are in the consumer market. Although it isrisky just as new products are in the consumer market. Although it is
difficult to define what constitutes a product failure, it is estimated thatdifficult to define what constitutes a product failure, it is estimated that
about 80% of all industrial products fail to meet company objectives andabout 80% of all industrial products fail to meet company objectives and
therefore, are considered failures. Adding to this fatality rate is the hightherefore, are considered failures. Adding to this fatality rate is the high
cost of industrial product failures. These two factors collectively almostcost of industrial product failures. These two factors collectively almost
automatically  impress  upon  the  manager  the  need  for  careful  andautomatically  impress  upon  the  manager  the  need  for  careful  and
effective product planning.effective product planning.

7.5 THE PRODUCT LIFE CYCLE7.5 THE PRODUCT LIFE CYCLE

Just  as  in  consumer  marketing,  probably  the  most  widely  recognizedJust  as  in  consumer  marketing,  probably  the  most  widely  recognized
product-planning concept is the product lifecycle. Basically, the conceptproduct-planning concept is the product lifecycle. Basically, the concept
holds  that  products  and services  have lifecycles  similar  to the  humanholds  that  products  and services  have lifecycles  similar  to the  human
lifecycle. Products and services are born, grow up, mature, and die. Everylifecycle. Products and services are born, grow up, mature, and die. Every
product and every service have a lifecycle and, in fact, have a differentproduct and every service have a lifecycle and, in fact, have a different
lifecycle  for  each of  their  respective  markets.  This  is  just  as  true  forlifecycle  for  each of  their  respective  markets.  This  is  just  as  true  for
industrial  products  as  it  is  for  consumer  products,  although  it  isindustrial  products  as  it  is  for  consumer  products,  although  it  is
sometimes argued that the further away from the ultimate consumer, thesometimes argued that the further away from the ultimate consumer, the
longer the product lifecycle. For drugs, cosmetics or grocery shelf items,longer the product lifecycle. For drugs, cosmetics or grocery shelf items,
the cycles may run from two to five years, whereas in producers' goodsthe cycles may run from two to five years, whereas in producers' goods
such as machine tools, the cycles may run for 15-25 years, and for basicsuch as machine tools, the cycles may run for 15-25 years, and for basic
industries such as coal, steel or aluminum, lifecycle may be as long asindustries such as coal, steel or aluminum, lifecycle may be as long as
from 50-70 years. But to assume figures such as these as rules would be afrom 50-70 years. But to assume figures such as these as rules would be a
mistake because "industry's hardheaded purchasing agents are willing tomistake because "industry's hardheaded purchasing agents are willing to
buy a new product – or drop an old one in short order if the reason isbuy a new product – or drop an old one in short order if the reason is
demonstrable." And, of course, the lifecycles of particular models of thosedemonstrable." And, of course, the lifecycles of particular models of those
products can be very short for many reasons. The point is that lifecyclesproducts can be very short for many reasons. The point is that lifecycles
in the industrial market for particular models of particular products in ain the industrial market for particular models of particular products in a
particular  markets  can  be  just  as  short  as  they  are  in  the  consumerparticular  markets  can  be  just  as  short  as  they  are  in  the  consumer
market, and the astute industrial marketing manger is well aware of this.market, and the astute industrial marketing manger is well aware of this.
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7.6 PRODUCT PLANNING IMPLICATIONS IN THE LIFECYCLE7.6 PRODUCT PLANNING IMPLICATIONS IN THE LIFECYCLE

The figure below illustrates the typical conceptual product lifecycle. TheThe figure below illustrates the typical conceptual product lifecycle. The
introductory stage is characterized by low sales volume as prospectiveintroductory stage is characterized by low sales volume as prospective
buyers and buying influences are unaware or unfamiliar with the product.buyers and buying influences are unaware or unfamiliar with the product.
In this stage, the industrial marketing manager's primary task is to createIn this stage, the industrial marketing manager's primary task is to create
awareness of  the product.  Net  profits  in this  stage are usually low,  ifawareness of  the product.  Net  profits  in this  stage are usually low,  if
there are any, with most revenue being used to promote the new product.there are any, with most revenue being used to promote the new product.
From  a  marketing  management  perspective,  the  important  strategicFrom  a  marketing  management  perspective,  the  important  strategic
variables would appear to be the product and its  promotion,  althoughvariables would appear to be the product and its  promotion,  although
channels and pricing can and do play a significant part. This is a crucialchannels and pricing can and do play a significant part. This is a crucial
period for the products should it fail to gain acceptance in this stage, itperiod for the products should it fail to gain acceptance in this stage, it
will fail, should it survive this stage, it will enter the growth stage. Thewill fail, should it survive this stage, it will enter the growth stage. The
manager's skill in testing, launching and monitoring the progress of themanager's skill in testing, launching and monitoring the progress of the
new product is very important.new product is very important.

The growth stage is characterized by a rapid increase in demand for theThe growth stage is characterized by a rapid increase in demand for the
product.  The  cumulative  effects  of  the  company's  promotion  andproduct.  The  cumulative  effects  of  the  company's  promotion  and
examples  of  industrial  customers  purchasing  and  using  the  productexamples  of  industrial  customers  purchasing  and  using  the  product
create  a  favorable  image  and  stimulate  more  buyers  and  buyingcreate  a  favorable  image  and  stimulate  more  buyers  and  buying
influences  to  consider  the  product.  Often  this  increased  demandinfluences  to  consider  the  product.  Often  this  increased  demand
encourages competition to enter the market, and the manager may haveencourages competition to enter the market, and the manager may have
to consider the differentiation of the product. With specifications, this isto consider the differentiation of the product. With specifications, this is
not always easy to accomplish in the industrial market, but it can be donenot always easy to accomplish in the industrial market, but it can be done
through improved product modifications and through selling and servicethrough improved product modifications and through selling and service
features.  With  increased  competition,  such  differentiation  may  befeatures.  With  increased  competition,  such  differentiation  may  be
necessary to increase or maintain a market share. In this stage, therenecessary to increase or maintain a market share. In this stage, there
may also be strong competition for the services of industrial distributorsmay also be strong competition for the services of industrial distributors
and manufacturers' representatives if such middlemen are appropriate.and manufacturers' representatives if such middlemen are appropriate.
The  maturity  stage  is  characterized  by  the  rate  of  sales  increaseThe  maturity  stage  is  characterized  by  the  rate  of  sales  increase
beginning to decline. The early part of this stage finds relatively stablebeginning to decline. The early part of this stage finds relatively stable
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sales  and  declining  unit  costs  of  production.  Thus,  profits  are  oftensales  and  declining  unit  costs  of  production.  Thus,  profits  are  often
relatively high in this period. New customers at this point may be morerelatively high in this period. New customers at this point may be more
deliberate and more price-conscious than new customers in the previousdeliberate and more price-conscious than new customers in the previous
two stages. With sales volume stabilizing, less competitive suppliers maytwo stages. With sales volume stabilizing, less competitive suppliers may
being to pull out of the market. In the latter part of this stage, when salesbeing to pull out of the market. In the latter part of this stage, when sales
volume  may  show  almost  no  increase,  the  market  may  be  saturated.volume  may  show  almost  no  increase,  the  market  may  be  saturated.
Without  an  expanding  market  to  absorb  productive  capabilities  andWithout  an  expanding  market  to  absorb  productive  capabilities  and
possibly to absorb build up inventories, some suppliers may begin to cutpossibly to absorb build up inventories, some suppliers may begin to cut
prices  to  protect  their  market  shares  and  to  maintain  profitableprices  to  protect  their  market  shares  and  to  maintain  profitable
operations.  Companies  using  a  direct  sales  channel  may  switch  tooperations.  Companies  using  a  direct  sales  channel  may  switch  to
independent  middlemen  in  an  attempt  to  continue  servicing  existingindependent  middlemen  in  an  attempt  to  continue  servicing  existing
customers and reduce costs at the same time.customers and reduce costs at the same time.

The decline stage is characterized by continuously declining sales as theThe decline stage is characterized by continuously declining sales as the
product loses its appeal to past customers and fall if any, new customersproduct loses its appeal to past customers and fall if any, new customers
are entering the market. Many competing suppliers have pulled out of theare entering the market. Many competing suppliers have pulled out of the
market in search of better opportunities elsewhere. Those who are leftmarket in search of better opportunities elsewhere. Those who are left
are seeking methods of retrenching their marketing efforts in an attemptare seeking methods of retrenching their marketing efforts in an attempt
to extend the product's life cycle. If the company has continued to useto extend the product's life cycle. If the company has continued to use
direct  sales  to  this  point,  it  may  seriously  be  considering  the  use  ofdirect  sales  to  this  point,  it  may  seriously  be  considering  the  use  of
manufacturers reps or distributors if either is appropriate, or it may bemanufacturers reps or distributors if either is appropriate, or it may be
making  arrangements  to  franchise  out  service  requirements  tomaking  arrangements  to  franchise  out  service  requirements  to
independents.  Ultimately,  the  product  will  be  selectively  and  slowlyindependents.  Ultimately,  the  product  will  be  selectively  and  slowly
withdrawn  as  demand  recedes.  In  this  stage,  the  manager's  task  iswithdrawn  as  demand  recedes.  In  this  stage,  the  manager's  task  is
basically that of managing expenditures to optimize the return for eachbasically that of managing expenditures to optimize the return for each
dollar spent on the product. Finally, the product is withdrawn completelydollar spent on the product. Finally, the product is withdrawn completely
from the market as the company has better opportunities elsewhere.  from the market as the company has better opportunities elsewhere.  

94

Time FactorTime Factor

ProfiProfi
tt

SaleSale
ss



There are a number of important implications in the product lifecycle. AThere are a number of important implications in the product lifecycle. A
strong argument can be made that knowledge of stage in the lifecycle is astrong argument can be made that knowledge of stage in the lifecycle is a
prime requisite for all marketing strategy decisions, particularly as thoseprime requisite for all marketing strategy decisions, particularly as those
decisions relate to  the strategies  of  product,  promotion,  channels  anddecisions relate to  the strategies  of  product,  promotion,  channels  and
price.price.

In this section, however, focus will be primarily on the product planningIn this section, however, focus will be primarily on the product planning
implications in the product lifecycle. Some of the major products planningimplications in the product lifecycle. Some of the major products planning
implications are as follows:implications are as follows:

 All products and services have life cycles: the marketing managerAll products and services have life cycles: the marketing manager
must recognize this and understand further that product lifecycles willmust recognize this and understand further that product lifecycles will
differ for each product in each market according to the product anddiffer for each product in each market according to the product and
individual market development rates.individual market development rates.

 The marketing manager must know where each product is on itsThe marketing manager must know where each product is on its
respective lifecycle for each appropriate market segment.respective lifecycle for each appropriate market segment.

 The  manager  should  recognize  that  new  replacement  productsThe  manager  should  recognize  that  new  replacement  products
should be planned in the rapid growth stage of the lifecycle of theshould be planned in the rapid growth stage of the lifecycle of the
product eventually to be replaced.product eventually to be replaced.

 The  manager  should  recognize  that  the  replacement  product,The  manager  should  recognize  that  the  replacement  product,
planned in the rapid growth stage should be introduced in the maturityplanned in the rapid growth stage should be introduced in the maturity
stage –  this  will  permit  the manager's  company to  replace  its  ownstage –  this  will  permit  the manager's  company to  replace  its  own
products in the market place rather than give such opportunities toproducts in the market place rather than give such opportunities to
competitors.competitors.

 The  manager  should  recognize  that  product  modification,  ifThe  manager  should  recognize  that  product  modification,  if
feasible, should also be planned in the growth stage of the product tofeasible, should also be planned in the growth stage of the product to
be modified rather than left to chance later in the cycle.be modified rather than left to chance later in the cycle.
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 The marketing manager should recognize that there is a time toThe marketing manager should recognize that there is a time to
drop products in the sales decline stage – this means that there is adrop products in the sales decline stage – this means that there is a
time when further actions such as product modification, promotionaltime when further actions such as product modification, promotional
and pricing changes, and so forth, cannot save the product, but will, inand pricing changes, and so forth, cannot save the product, but will, in
fact only incur additional unnecessary expenses – in other words, thefact only incur additional unnecessary expenses – in other words, the
astute manager will recognize that there comes a time in a product'sastute manager will recognize that there comes a time in a product's
declining years when it is terminal – it cannot be rescued, not can itsdeclining years when it is terminal – it cannot be rescued, not can its
life cycle be lengthened, and life cycle be lengthened, and 

 The manager should also understand the relationship of profit toThe manager should also understand the relationship of profit to
sales in the life cycle.sales in the life cycle.

There are many other product planning implications in the life cycle, butThere are many other product planning implications in the life cycle, but
time and space will not permit discussion of all of them. The point of thistime and space will not permit discussion of all of them. The point of this
discussion,  however,  should  be  clear.  To  make  effective  productdiscussion,  however,  should  be  clear.  To  make  effective  product
decisions, as well as effective overall marketing decisions, the industrialdecisions, as well as effective overall marketing decisions, the industrial
marketing manager must make use of the product lifecycle concept. If themarketing manager must make use of the product lifecycle concept. If the
manager doesn't know where products are on their respective lifecycle, itmanager doesn't know where products are on their respective lifecycle, it
is very difficult to make realistic decisions regarding product additions,is very difficult to make realistic decisions regarding product additions,
deletions and modifications. deletions and modifications. 

7.7  APPLYING  THE  PRODUCT  LIFECYCLE  TO  INDUSTRIAL7.7  APPLYING  THE  PRODUCT  LIFECYCLE  TO  INDUSTRIAL
MARKETINGMARKETING

Applying the concept of the product lifecycle to industrial marketing canApplying the concept of the product lifecycle to industrial marketing can
be relatively simple if a matrix planning model is used. It is known thatbe relatively simple if a matrix planning model is used. It is known that
the segment analysis (in matrix planning model) actually plots industrythe segment analysis (in matrix planning model) actually plots industry
lifecycles as well as individual company product lifecycles by analyzinglifecycles as well as individual company product lifecycles by analyzing
past,  present  and  potential  sales  figures.  In  addition,  the  segmentpast,  present  and  potential  sales  figures.  In  addition,  the  segment
analysis of the matrix plots such figures for each and every product inanalysis of the matrix plots such figures for each and every product in
each and every market segment. If such a matrix planning model wereeach and every market segment. If such a matrix planning model were
used the industrial marketing manager would know at all  times whereused the industrial marketing manager would know at all  times where
each of the company's products and/or services stood in their respectiveeach of the company's products and/or services stood in their respective
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lifecycles  for  each  market.  This  is  so  because  each  cell  analysis  islifecycles  for  each  market.  This  is  so  because  each  cell  analysis  is
basically nothing more than past, present, and potential sales data, whichbasically nothing more than past, present, and potential sales data, which
are essentially the same data that constitute the product lifecycle. are essentially the same data that constitute the product lifecycle. 

In  addition,  the  cell  analysis  provide  industry  lifecycles  as  well  asIn  addition,  the  cell  analysis  provide  industry  lifecycles  as  well  as
company product  lifecycles because they force the manager to reviewcompany product  lifecycles because they force the manager to review
past,  present,  and potential  industry  sales  of  each product  as  well  aspast,  present,  and potential  industry  sales  of  each product  as  well  as
those of company products. Thus, by using the matrix model approach,those of company products. Thus, by using the matrix model approach,
the manager would know at all times where the company's product wasthe manager would know at all times where the company's product was
and where the industry was on their respective lifecycles. Once this isand where the industry was on their respective lifecycles. Once this is
known,  comparisons  would  be  relatively  simple  and  product  decisionsknown,  comparisons  would  be  relatively  simple  and  product  decisions
could  be  more  meaningful  than  if  industry  figures  were  ignored  orcould  be  more  meaningful  than  if  industry  figures  were  ignored  or
unknown.  Because  of  fewer  customers  and  more  precise  productunknown.  Because  of  fewer  customers  and  more  precise  product
specifications, the use of the product lifecycle in the industrial market inspecifications, the use of the product lifecycle in the industrial market in
matrix modeling would appear to be easier than in the consumer market.matrix modeling would appear to be easier than in the consumer market.

There is, however, little evidence to conclude that industrial marketingThere is, however, little evidence to conclude that industrial marketing
managers make good use of the lifecycle concept. According to Industrialmanagers make good use of the lifecycle concept. According to Industrial
Marketing Magazine, industrial product managers "ideally" should keepMarketing Magazine, industrial product managers "ideally" should keep
close watch on the product lifecycle, not only on the sales volume, butclose watch on the product lifecycle, not only on the sales volume, but
also  on  net  profit.  But  the  magazine  contends  that  industrial  productalso  on  net  profit.  But  the  magazine  contends  that  industrial  product
managers "as is", often do not keep track of the product lifecycle. Anothermanagers "as is", often do not keep track of the product lifecycle. Another
study of senior marketing executives showed that none used the lifecyclestudy of senior marketing executives showed that none used the lifecycle
concept in any strategic manner at all, and very few even used it in anyconcept in any strategic manner at all, and very few even used it in any
tactical  manner.  This  behavior appears to exist  despite  all  the factorstactical  manner.  This  behavior appears to exist  despite  all  the factors
shortening the lifecycles of industrial products. As lifecycles shorten, newshortening the lifecycles of industrial products. As lifecycles shorten, new
product development understandably becomes more important. Yet "it isproduct development understandably becomes more important. Yet "it is
painfully evident --- that the graveyards of business are full of people whopainfully evident --- that the graveyards of business are full of people who
thought their present product line was good enough.thought their present product line was good enough.

7.8 A FORMAT FOR NEW INDUSTRIAL PRODUCTS7.8 A FORMAT FOR NEW INDUSTRIAL PRODUCTS
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The product  lifecycle  provides an excellent  product strategy tool onceThe product  lifecycle  provides an excellent  product strategy tool once
products  are  introduced  into  the  market  place  and  are  accepted  byproducts  are  introduced  into  the  market  place  and  are  accepted  by
industrial customers. But the lifecycle is of little help in deciding whichindustrial customers. But the lifecycle is of little help in deciding which
products to market. How does the industrial marketing manager decideproducts to market. How does the industrial marketing manager decide
what specific products and/or services to add to the product line? With anwhat specific products and/or services to add to the product line? With an
80% fatality rate, it is apparent that the company cannot simply add all80% fatality rate, it is apparent that the company cannot simply add all
products that are suggested to it. Some form of screening process mustproducts that are suggested to it. Some form of screening process must
be employed. In addition,  in the industrial  market,  it  appears there isbe employed. In addition,  in the industrial  market,  it  appears there is
never a shortage of product suggestions from such as sales people in thenever a shortage of product suggestions from such as sales people in the
field, engineering personnel, production people, purchasing agents, topfield, engineering personnel, production people, purchasing agents, top
management, and other with in the company.management, and other with in the company.

It takes time, money and effort when product ideas are chased with littleIt takes time, money and effort when product ideas are chased with little
or no hope of commercial success. Thus, some format is required for anor no hope of commercial success. Thus, some format is required for an
objective and orderly assessment of new product ideas, not does it wantobjective and orderly assessment of new product ideas, not does it want
to spend inordinate amounts of time, money and effort on product ideasto spend inordinate amounts of time, money and effort on product ideas
that  never  materialize  into  a  commercial  successes.  The  following  isthat  never  materialize  into  a  commercial  successes.  The  following  is
typical of what might be used to screen products in the industrial market.typical of what might be used to screen products in the industrial market.
The marketing manager should:The marketing manager should:

i.i. establish objectives that products are to achieveestablish objectives that products are to achieve
ii.ii. assess the market potential for each product consideredassess the market potential for each product considered
iii.iii. determine  the  company's  capabilities  of  producing  anddetermine  the  company's  capabilities  of  producing  and

marketing each product considered and marketing each product considered and 
iv.iv. determine the effect each product considered will have on thedetermine the effect each product considered will have on the

rest  of  the  company.  Because  there  are  extremely  importantrest  of  the  company.  Because  there  are  extremely  important
considerations for product success, it is worthwhile to look at themconsiderations for product success, it is worthwhile to look at them
in some detail.in some detail.

Establish Product ObjectivesEstablish Product Objectives
The most basic step in setting up a new product-screening process is toThe most basic step in setting up a new product-screening process is to
establish  specific  objectives  for  such  products-objectives  that  areestablish  specific  objectives  for  such  products-objectives  that  are
realistic, objectives capable of measurement, and consistent with overallrealistic, objectives capable of measurement, and consistent with overall
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corporate goals and objectives and overall marketing objectives. To havecorporate goals and objectives and overall marketing objectives. To have
product  objectives  that  are  inconsistent  with  overall  corporate  orproduct  objectives  that  are  inconsistent  with  overall  corporate  or
marketing objectives makes no marketing sense whatsoever! marketing objectives makes no marketing sense whatsoever! 

It  must  also  be  understood  that  companies  often  don't  have  singleIt  must  also  be  understood  that  companies  often  don't  have  single
product objectives, but rather pursue a number of them simultaneously.product objectives, but rather pursue a number of them simultaneously.
Once specific product objectives are established potential product ideasOnce specific product objectives are established potential product ideas
are then assessed in terms of those objectives, and any ideas inconsistentare then assessed in terms of those objectives, and any ideas inconsistent
with those objectives are immediately screened. There are many ways towith those objectives are immediately screened. There are many ways to
define product objectives in the industrial market, and the following aredefine product objectives in the industrial market, and the following are
typical of policy-type objectives found.typical of policy-type objectives found.

 In terms of customer functions to be served: In terms of customer functions to be served: many industrial marketing many industrial marketing
managers  define their  product  objectives  in  terms of  their  customers'managers  define their  product  objectives  in  terms of  their  customers'
requirements and will accept or reject product ideas on this basis. Thus,requirements and will accept or reject product ideas on this basis. Thus,
by defining a product objective in terms of customer needs, the marketingby defining a product objective in terms of customer needs, the marketing
manager  can  offer  the  company  more  flexibility  in  its  product  linemanager  can  offer  the  company  more  flexibility  in  its  product  line
offerings and at the same time have a higher probability of producingofferings and at the same time have a higher probability of producing
products that have customer acceptance in the marketplace.products that have customer acceptance in the marketplace.

In terms of basic material producedIn terms of basic material produced: in contrast to the product objective: in contrast to the product objective
based on customer needs,  many industrial  marketing managers  definebased on customer needs,  many industrial  marketing managers  define
their product objectives in terms of supplying basic materials. A cementtheir product objectives in terms of supplying basic materials. A cement
manufacturer, for example, may define its product objective in terms ofmanufacturer, for example, may define its product objective in terms of
cement, its basic material.cement, its basic material.

In terms of technology:  In terms of technology:  it is also quite common to find industrial firmsit is also quite common to find industrial firms
defining  product  objectives  in  terms  of  their  technological  expertise.defining  product  objectives  in  terms  of  their  technological  expertise.
What  this  means  is  that  the  company  will  accept  new  product  ideasWhat  this  means  is  that  the  company  will  accept  new  product  ideas
consistent  with  its  technological  expertise,  and  any  product  ideas  notconsistent  with  its  technological  expertise,  and  any  product  ideas  not
consistent  with  the  expertise  will  be  rejected.  An  electronicsconsistent  with  the  expertise  will  be  rejected.  An  electronics
manufacturer, for example, might accept product idea that are based onmanufacturer, for example, might accept product idea that are based on
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an understood technology and reject other ideas if they do not utilize thean understood technology and reject other ideas if they do not utilize the
same technology required to product and market the product?same technology required to product and market the product?

 Does the company possess these resources and capabilities to theDoes the company possess these resources and capabilities to the
degree required, and should they be committed to this project?degree required, and should they be committed to this project?

 Can  the  product  be  produced  with  existing  manufacturing  andCan  the  product  be  produced  with  existing  manufacturing  and
warehouse facilities, or will new facilities be required?warehouse facilities, or will new facilities be required?

 Can  the  company's  existing  channels  of  distribution  be  used  toCan  the  company's  existing  channels  of  distribution  be  used  to
reach  potential  customers,  or  will  new  channels  have  to  bereach  potential  customers,  or  will  new  channels  have  to  be
implemented?implemented?

 Are  existing  customers  also  potential  customers  for  the  newAre  existing  customers  also  potential  customers  for  the  new
product, or will the company be dealing with entirely new customers?product, or will the company be dealing with entirely new customers?

 Does  the  company  have  the  capital  to  produce  and  market  theDoes  the  company  have  the  capital  to  produce  and  market  the
product, and will the return on investment be high enough to justifyproduct, and will the return on investment be high enough to justify
the use of this capital?the use of this capital?

 Are the  company's  salespeople  technically  competent  to  sell  theAre the  company's  salespeople  technically  competent  to  sell  the
new product?new product?

 Are the company's sales people technically competent to sell  theAre the company's sales people technically competent to sell  the
new product?new product?

 Can  the  company  produce  a  product  that  will  be  superior  toCan  the  company  produce  a  product  that  will  be  superior  to
competitive products now in the marketplace?competitive products now in the marketplace?

 Does the company possess the service capabilities to provide theDoes the company possess the service capabilities to provide the
level of service and technical assistance that will be required?level of service and technical assistance that will be required?

 Lastly, can the company produce the product in the quantities thatLastly, can the company produce the product in the quantities that
will be required?will be required?

Checklist  questions  such as  these  are  intended to  force  the  industrialChecklist  questions  such as  these  are  intended to  force  the  industrial
marketing  manager  to  view  realistically  the  company's  capabilities  tomarketing  manager  to  view  realistically  the  company's  capabilities  to
produce and market the product at a profit. Again, this is a "go – no go"produce and market the product at a profit. Again, this is a "go – no go"
phase! If it is discovered, through objective and realistic answers to suchphase! If it is discovered, through objective and realistic answers to such
questions, are of a positive nature (the potential is good, the buyers wouldquestions, are of a positive nature (the potential is good, the buyers would
buy from his company, and so on), then the product idea proceeds forbuy from his company, and so on), then the product idea proceeds for
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further screening. If, however, the answers are of a negative nature, thefurther screening. If, however, the answers are of a negative nature, the
product  idea  should  be  scrapped.  The  point  being  made  here  is  thatproduct  idea  should  be  scrapped.  The  point  being  made  here  is  that
before any new product idea proceeds into the costly areas of researchbefore any new product idea proceeds into the costly areas of research
and  development,  engineering,  and  production,  its  market  potentialand  development,  engineering,  and  production,  its  market  potential
should be fully appraised by the industrial marketing manager. should be fully appraised by the industrial marketing manager. 

Determine  Company  Capabilities:Determine  Company  Capabilities: if  the  product  idea  is  found  to  be if  the  product  idea  is  found  to  be
consistent with corporate, overall marketing, and product objectives andconsistent with corporate, overall marketing, and product objectives and
if market potential is found to exist, the marketing manager should thenif market potential is found to exist, the marketing manager should then
proceed  to  analyze  the  company's  ability  to  produce  and  market  theproceed  to  analyze  the  company's  ability  to  produce  and  market  the
product.  This is  really  the acknowledgement that  although the marketproduct.  This is  really  the acknowledgement that  although the market
potential  exists,  it  may  not  exist  for  the  marketing  manager's  ownpotential  exists,  it  may  not  exist  for  the  marketing  manager's  own
company. Again, a checklist approach might be employed to determinecompany. Again, a checklist approach might be employed to determine
the company's ability to manufacture and market the particular product inthe company's ability to manufacture and market the particular product in
its predetermined market segments. The following are typical of the typesits predetermined market segments. The following are typical of the types
of questions that should be included in the checklist.of questions that should be included in the checklist.

What technical resources and capabilities will be:What technical resources and capabilities will be:
In terms of profitability:In terms of profitability: in addition to any of the previous objectives, it is in addition to any of the previous objectives, it is
very common to find industrial marketing managers establishing productvery common to find industrial marketing managers establishing product
objectives in terms of specific profit figures.objectives in terms of specific profit figures.

These  are  but  a  few  of  the  types  of  product  objectives  employed  byThese  are  but  a  few  of  the  types  of  product  objectives  employed  by
industrial  marketing  managers.  The  point  is  that  product  objectivesindustrial  marketing  managers.  The  point  is  that  product  objectives
should be established in terms of market demands, company capabilities,should be established in terms of market demands, company capabilities,
middlemen requirements, governmental or legal restrictions, and returnmiddlemen requirements, governmental or legal restrictions, and return
on investment. Once objectives are established, the intelligent marketingon investment. Once objectives are established, the intelligent marketing
manager will screen new product ideas against such objectives and rejectmanager will screen new product ideas against such objectives and reject
at this point those ideas that are inconsistent. Without such an approach,at this point those ideas that are inconsistent. Without such an approach,
the  manager will  be  spending a  great  deal  of  time,  effort  and moneythe manager will  be  spending a  great  deal  of  time,  effort  and money
chasing ideas that have no merit at all from a marketing perspective.chasing ideas that have no merit at all from a marketing perspective.
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Access the marketAccess the market: if a product idea is found to be consistent with the: if a product idea is found to be consistent with the
company's overall marketing objectives and its product objectives, then itcompany's overall marketing objectives and its product objectives, then it
should be  screened further  by  the  marketing manager in  terms of  itsshould be  screened further  by  the  marketing manager in  terms of  its
marketing  potential.  One  approach to  doing  this  is  for  the  marketingmarketing  potential.  One  approach to  doing  this  is  for  the  marketing
manager to employ a checklist method to assess the marketing potentialmanager to employ a checklist method to assess the marketing potential
for the product in question. In such a checklist, the manager might look infor the product in question. In such a checklist, the manager might look in
detain into such areas as the following:detain into such areas as the following:

 How big is the total market for the productHow big is the total market for the product
 What  sales  volume  levels  can  be  expected,  and  in  what  timeWhat  sales  volume  levels  can  be  expected,  and  in  what  time

frames?frames?
 Who will use the productWho will use the product
 What are the purchasing habits of the purchasing people and theWhat are the purchasing habits of the purchasing people and the

other buying influences?other buying influences?

If, however, it is found that the firm doesn't have the capabilities or thatIf, however, it is found that the firm doesn't have the capabilities or that
the return on investment is not high enough to meet company objectives,the return on investment is not high enough to meet company objectives,
the product idea should be discarded and other opportunities assessedthe product idea should be discarded and other opportunities assessed
similarly. Those product ideas passing this phase of the format will thensimilarly. Those product ideas passing this phase of the format will then
proceed to a final assessment in terms of their contributions to the totalproceed to a final assessment in terms of their contributions to the total
company. Those ideas not passing this phase should be rejected.company. Those ideas not passing this phase should be rejected.

Determine the product's contribution to the companyDetermine the product's contribution to the company: even if the product: even if the product
idea successfully passes through the first three phases of this format, itidea successfully passes through the first three phases of this format, it
may be that the company still shouldn't produce and market the productmay be that the company still shouldn't produce and market the product
because of its effort on other products produced by the firm or on otherbecause of its effort on other products produced by the firm or on other
areas of the company. To illustrate, what is to be gained if the companyareas of the company. To illustrate, what is to be gained if the company
adds a new product that is consistent with product objectives, has marketadds a new product that is consistent with product objectives, has market
potential, and can be economically produced, if that product has adversepotential, and can be economically produced, if that product has adverse
effects on other good products in the company's product line?effects on other good products in the company's product line?

This can happen, and, therefore, it is important that the product idea beThis can happen, and, therefore, it is important that the product idea be
subjected to one last round of questions such as the following:subjected to one last round of questions such as the following:
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 Will the company's distributors or manufacturers reps accept theWill the company's distributors or manufacturers reps accept the
product in preference to competitive offerings?product in preference to competitive offerings?

 Does the product fill a gap in an otherwise incomplete product line?Does the product fill a gap in an otherwise incomplete product line?
 Does the product enhances the marketability of all the products inDoes the product enhances the marketability of all the products in

the company's product line, or does it detract from other products?the company's product line, or does it detract from other products?
 How  will  the  new  product  affect  the  image  of  the  company'sHow  will  the  new  product  affect  the  image  of  the  company's

present products?present products?
 Will  the new product affect  the image of the company's  presentWill  the new product affect  the image of the company's  present

products?products?
 Will  the  new  product  give  the  company's  sales  force  a  moreWill  the  new  product  give  the  company's  sales  force  a  more

complete product system to sell?complete product system to sell?
 Will  the  new  product  have  any  effect  on  present  companyWill  the  new  product  have  any  effect  on  present  company

reciprocal  agreements  –  will  it  compete  with  the  products  ofreciprocal  agreements  –  will  it  compete  with  the  products  of
present customers?present customers?

 Will  the new product  compete with existing products and causeWill  the new product  compete with existing products and cause
existing  customers  to  split  purchases  between  the  company'sexisting  customers  to  split  purchases  between  the  company's
products?products?

 Will the company's sales people be able to sell  the new productWill  the company's sales people be able to sell  the new product
without  sacrificing  sales  of  other  products  presently  in  thewithout  sacrificing  sales  of  other  products  presently  in  the
company's product line? company's product line? 

 Will  the new product  utilize  any excess  plant  capacity  and thusWill  the new product  utilize  any excess  plant  capacity  and thus
contribute in that manner?contribute in that manner?

 Will the new product help the company over seasonal fluctuationsWill the new product help the company over seasonal fluctuations
in the existing product line?in the existing product line?

 Lastly,  will  the new product  contribute because a large existingLastly,  will  the new product  contribute because a large existing
customer wants it and will switch all his present purchases if thecustomer wants it and will switch all his present purchases if the
company does not supply the product?company does not supply the product?

Checklist questions such as these are also of crucial importance and forceChecklist questions such as these are also of crucial importance and force
the industrial marketing manager to view the new product idea from stillthe industrial marketing manager to view the new product idea from still
another perspective – its effect on the overall firm. This is also a "go – noanother perspective – its effect on the overall firm. This is also a "go – no
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go" step. If the answers to such questions are of a negative nature, thego" step. If the answers to such questions are of a negative nature, the
product idea should be scrapped, as it would have an adverse effect onproduct idea should be scrapped, as it would have an adverse effect on
the total company. On the other hand, positive responses to the questionsthe total company. On the other hand, positive responses to the questions
would imply a product idea thoroughly screened in terms of its marketingwould imply a product idea thoroughly screened in terms of its marketing
merits.  The  product  idea  would  then  proceed  to  research  andmerits.  The  product  idea  would  then  proceed  to  research  and
development,  engineering,  and production for prototyping,  testing anddevelopment,  engineering,  and production for prototyping,  testing and
perhaps ultimate production and entry into the market. At that point, theperhaps ultimate production and entry into the market. At that point, the
product would enter the introduction stage of its lifecycle.product would enter the introduction stage of its lifecycle.

7.9 ANALYSIS OF INDUSTRIAL PRODUCT FAILURES7.9 ANALYSIS OF INDUSTRIAL PRODUCT FAILURES

It is always worthwhile to attempt to learn from failure, and this certainlyIt is always worthwhile to attempt to learn from failure, and this certainly
applies  to  industrial  product.  It  is  easy,  however,  to  define a  productapplies  to  industrial  product.  It  is  easy,  however,  to  define a  product
failure in the industrial markets. As was stated earlier in this unit, onefailure in the industrial markets. As was stated earlier in this unit, one
estimate is that about 80% of all industrial products fail to meet companyestimate is that about 80% of all industrial products fail to meet company
objectives  and  thus  are  considered  failures  by  their  firms.  This  rateobjectives  and  thus  are  considered  failures  by  their  firms.  This  rate
appears  to  be  rather  high,  but  this  may  be  due  to  that  particularappears  to  be  rather  high,  but  this  may  be  due  to  that  particular
definition of a product failure – one that doesn't achieve its objectives. Ifdefinition of a product failure – one that doesn't achieve its objectives. If
the reasons for industrial  product failure can be determined, then thethe reasons for industrial  product failure can be determined, then the
marketing  manager  can  guard  against  their  taking  place  with  themarketing  manager  can  guard  against  their  taking  place  with  the
company's products.company's products.

Much has been written on product failures, and it is easy to find reasonsMuch has been written on product failures, and it is easy to find reasons
why  products  in  general  fail.  Perhaps  the  best  summary  of  productwhy  products  in  general  fail.  Perhaps  the  best  summary  of  product
failures  appeared  in  the  Conference  Board  Record.  According  to  thisfailures  appeared  in  the  Conference  Board  Record.  According  to  this
source, there are eight basic reasons why products fail. These are:source, there are eight basic reasons why products fail. These are:

-- Inadequate market analysisInadequate market analysis
-- Product defectsProduct defects
-- Higher costs than anticipatedHigher costs than anticipated
-- Poor timingPoor timing
-- CompetitionCompetition
-- Insufficient marketing effortInsufficient marketing effort
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-- Inadequate sales effort andInadequate sales effort and
-- Weakness in distribution.Weakness in distribution.

These reasons apply to all products, industrial as well as consumer, butThese reasons apply to all products, industrial as well as consumer, but
they  are  not  specific  enough  to  be  of  much  value  to  the  industrialthey  are  not  specific  enough  to  be  of  much  value  to  the  industrial
marketing manager. In more specific terms, industrial products appear tomarketing manager. In more specific terms, industrial products appear to
fail for the following reasons:fail for the following reasons:

-- Failure to define the specific market segment or segments for theFailure to define the specific market segment or segments for the
productproduct

-- Inadequate  understanding  of  the  buying  process  in  prospectiveInadequate  understanding  of  the  buying  process  in  prospective
customer firmscustomer firms

-- Lack  of  knowledge of  buying influences  in  prospective  customerLack of  knowledge of  buying influences  in  prospective  customer
firmsfirms

-- Lack of knowledge of required marketing effortLack of knowledge of required marketing effort
-- Lack of awareness of existing customer – suppliers relationshipsLack of awareness of existing customer – suppliers relationships
-- Underestimation of new investment requirements in customer firmsUnderestimation of new investment requirements in customer firms
-- Failure to understand the new product's technical requirements inFailure to understand the new product's technical requirements in

customer firmscustomer firms
-- Overemphasis on technical and production requirementsOveremphasis on technical and production requirements
-- Time lag between research and productionTime lag between research and production

7.10 PRODUCT MANAGEMENT IN THE INDUSTRIAL MARKET7.10 PRODUCT MANAGEMENT IN THE INDUSTRIAL MARKET

The area of product management must be addressed. Throughout the unitThe area of product management must be addressed. Throughout the unit
references have been made to the marketing manager as the decisionreferences have been made to the marketing manager as the decision
maker  in  the  various  product  area  decisions.  In  many  industrialmaker  in  the  various  product  area  decisions.  In  many  industrial
marketing companies, this is the way it is – marketing aspects of productmarketing companies, this is the way it is – marketing aspects of product
strategy are the direct responsibility of the marketing manager. In otherstrategy are the direct responsibility of the marketing manager. In other
firms,  however,  various  product  management  options  are  used  tofirms,  however,  various  product  management  options  are  used  to
introduce specialization into the product area of the overall  marketingintroduce specialization into the product area of the overall  marketing
mix. The major product management options are:mix. The major product management options are:
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 The Product ManagerThe Product Manager
 New Product CommitteesNew Product Committees
 Project Teams, andProject Teams, and
 Venture TeamsVenture Teams

Since each of these may be found in the industrial market, used by itselfSince each of these may be found in the industrial market, used by itself
or in conjunction with others, a classification of each is in order.or in conjunction with others, a classification of each is in order.

The Product ManagerThe Product Manager
Product  managers  have  evolved  overtime  in  the  industrial  marketProduct  managers  have  evolved  overtime  in  the  industrial  market
because many marketing managers have found the product area to be sobecause many marketing managers have found the product area to be so
critical and so complex that specialists were required to handle the areacritical and so complex that specialists were required to handle the area
adequately. It has even been argued that in the market place companiesadequately. It has even been argued that in the market place companies
do not really compete – it is their products that compete. This reasoningdo not really compete – it is their products that compete. This reasoning
has  led  to  the  recognition  that  because  products  may  well  be  thehas  led  to  the  recognition  that  because  products  may  well  be  the
determinant  of  success  or  failure,  the  product  area  is  no  place  for  adeterminant  of  success  or  failure,  the  product  area  is  no  place  for  a
generalist, with the result that specialists, the product managers, havegeneralist, with the result that specialists, the product managers, have
come into prominence. come into prominence. 

New Product CommitteesNew Product Committees
With  the  new  product  committee  option,  decisions  are  made  by  aWith  the  new  product  committee  option,  decisions  are  made  by  a
committee whose members are borrowed from other departments with incommittee whose members are borrowed from other departments with in
the  company.  For  example,  a  company  may  initiate  a  new  productthe  company.  For  example,  a  company  may  initiate  a  new  product
committee whose members might be drawn from such departments ascommittee whose members might be drawn from such departments as
production,  engineering,  purchasing,  sales,  marketing  research,  andproduction,  engineering,  purchasing,  sales,  marketing  research,  and
Research  and  Development.  Typically,  these  people  are  involved  in  aResearch  and  Development.  Typically,  these  people  are  involved  in  a
temporary capacity in various areas of product development in addition totemporary capacity in various areas of product development in addition to
performing their normal duties.performing their normal duties.

Project TeamsProject Teams
The  new  product  project  team  is  an  extension  of  the  new  productThe  new  product  project  team  is  an  extension  of  the  new  product
committee. Responsibility for new products is assigned to a separate unitcommittee. Responsibility for new products is assigned to a separate unit
that may report to top management at the same level as other functionalthat may report to top management at the same level as other functional
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departments. Again, specialists from other departments are assigned todepartments. Again, specialists from other departments are assigned to
the project team, and a project manager appointed. Typically, membersthe project team, and a project manager appointed. Typically, members
are appointed to the project team for a longer time period, usually seeingare appointed to the project team for a longer time period, usually seeing
the project through to completion.the project through to completion.

Venture TeamsVenture Teams
The venture team is a newer approach to product management in that itThe venture team is a newer approach to product management in that it
is an extension of the project team. Typically, it is used to develop a newis an extension of the project team. Typically, it is used to develop a new
product or a new business that is totally different from the company'sproduct or a new business that is totally different from the company's
present line of business. Its basis is more permanent than the projectpresent line of business. Its basis is more permanent than the project
team's basis.team's basis.
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Check Your Progress ExerciseCheck Your Progress Exercise

1.1. Explain  product  planning  and  differentiate  the  basic  differencesExplain  product  planning  and  differentiate  the  basic  differences
between industrial and consumer product strategies.between industrial and consumer product strategies.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
2.2. What are the major importances of an industrial product planning?What are the major importances of an industrial product planning?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

3.3. Assess the characteristics of a product at each stage and identifyAssess the characteristics of a product at each stage and identify
the  corresponding  roles  of  product  manager  in  the  industrialthe  corresponding  roles  of  product  manager  in  the  industrial
marketing.marketing.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

4.4. Industrial products fail in the market place for essentially the sameIndustrial products fail in the market place for essentially the same
reasons that consumer products fail. Do you agree? Why or why not?reasons that consumer products fail. Do you agree? Why or why not?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

5.5. Identify  the  major  product  management  options  and  clarify  theIdentify  the  major  product  management  options  and  clarify  the
roles of each group. roles of each group. 

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
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……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

7.11 SUMMARY7.11 SUMMARY

Product  strategy  is  generally  considered  the  first  sub-strategy  in  theProduct  strategy  is  generally  considered  the  first  sub-strategy  in  the
overall  marketing  strategy  formulation  of  the  industrial  marketingoverall  marketing  strategy  formulation  of  the  industrial  marketing
manager. This is so because without the product, the other sub-strategiesmanager. This is so because without the product, the other sub-strategies
of  promotion,  price,  and  distribution  are  almost  impossible  to  select.of  promotion,  price,  and  distribution  are  almost  impossible  to  select.
Industrial  product  strategy  was  defined,  and  the  basic  differencesIndustrial  product  strategy  was  defined,  and  the  basic  differences
between industrial and consumer product strategies were developed. Thebetween industrial and consumer product strategies were developed. The
importance of industrial product planning was discussed, and the productimportance of industrial product planning was discussed, and the product
lifecycle  was  analyzed  in  relation  to  the  types  of  decisions  made  inlifecycle  was  analyzed  in  relation  to  the  types  of  decisions  made  in
industrial product strategy. A format for screening new industrial productindustrial product strategy. A format for screening new industrial product
ideas  was  developed,  and  causes  of  industrial  product  failures  wereideas  was  developed,  and  causes  of  industrial  product  failures  were
analyzed. Models were developed for use in both new product planninganalyzed. Models were developed for use in both new product planning
and  introduction  into  the  market  place.  Finally,  product  managementand  introduction  into  the  market  place.  Finally,  product  management
options were reviewed with project teams, and venture teams.options were reviewed with project teams, and venture teams.

7.12 ANSWER TO CHECK YOUR PROGRESS EXERCISE7.12 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer to Sections 7.2 and 7.3Refer to Sections 7.2 and 7.3
2.2. Refer to Section 7.4Refer to Section 7.4
3.3. Refer to Sections 7.5 and 7.6Refer to Sections 7.5 and 7.6
4.4. Refer to Sections 7.9Refer to Sections 7.9
5.5. Refer to Section 7.10Refer to Section 7.10
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UNIT 8: CHANNEL STRATEGY IN INDUSTRIAL MARKETINGUNIT 8: CHANNEL STRATEGY IN INDUSTRIAL MARKETING

ContentsContents
8.08.0  Aims and Objectives Aims and Objectives
8.18.1  Introduction Introduction
8.28.2  Industrial Channel Strategy Industrial Channel Strategy
8.38.3 Differences  Between  Industrial  and  Consumer  ChannelDifferences  Between  Industrial  and  Consumer  Channel

StrategiesStrategies
8.48.4 Formulating Industrial Channel StrategyFormulating Industrial Channel Strategy
8.58.5  Analysis of Industrial Middlemen Analysis of Industrial Middlemen

8.5.18.5.1 The Individual DistributorThe Individual Distributor
8.5.28.5.2 The Manufacturer's RepresentativesThe Manufacturer's Representatives
8.5.38.5.3 The Manufacturers Sales BranchThe Manufacturers Sales Branch

8.68.6  Physical Distribution in the Industrial Market Physical Distribution in the Industrial Market
8.78.7  Summary Summary
8.88.8  Answer to Check Your Progress Exercise Answer to Check Your Progress Exercise

8.0 AIMS AND OBJECTIVES8.0 AIMS AND OBJECTIVES

After studying this unit, the reader must understand:After studying this unit, the reader must understand:
-- the behavior of industrial channel strategythe behavior of industrial channel strategy
-- the differences between industrial and consumer channel strategythe differences between industrial and consumer channel strategy
-- the different possible kinds and behavior of industrial middlementhe different possible kinds and behavior of industrial middlemen

andand
-- how physical distribution in industrial marketing looks.how physical distribution in industrial marketing looks.

8.1 INTRODUCTION8.1 INTRODUCTION

Once customer firms have been defined and located, a marketing planOnce customer firms have been defined and located, a marketing plan
formulated on the basis of sound marketing intelligence, and a productformulated on the basis of sound marketing intelligence, and a product
strategy  developed,  the  next  logical  area  to  be  addressed  is  that  ofstrategy  developed,  the  next  logical  area  to  be  addressed  is  that  of
getting the product physically to the customer. This is the area of channelgetting the product physically to the customer. This is the area of channel
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strategy  in  the  industrial  market  setting  up  and  maintaining  thosestrategy  in  the  industrial  market  setting  up  and  maintaining  those
channels of distribution most effective in getting the company's productchannels of distribution most effective in getting the company's product
mix to the intended market segments in the most economical manner.mix to the intended market segments in the most economical manner.
The actual formulation of such a channel strategy to accomplish this basicThe actual formulation of such a channel strategy to accomplish this basic
task can be called channel management.task can be called channel management.
In the industrial market, channels can be "direct," which means that theIn the industrial market, channels can be "direct," which means that the
marketing  organization  sells  directly  to  its  industrial  customers.  Nomarketing  organization  sells  directly  to  its  industrial  customers.  No
middlemen are involved in the direct channel.middlemen are involved in the direct channel.

Industrial channels of distribution can also be "indirect",  meaning thatIndustrial channels of distribution can also be "indirect",  meaning that
the  marketing  company  utilizes  independent  middlemen,  most  usuallythe  marketing  company  utilizes  independent  middlemen,  most  usually
industrial distributors or manufacturers' representatives or both, to reachindustrial distributors or manufacturers' representatives or both, to reach
its intended customer firms.its intended customer firms.

Both  direct  and  indirect  channels  are  widely  used  in  the  industrialBoth  direct  and  indirect  channels  are  widely  used  in  the  industrial
market,  and  the  circumstances  leading  to  the  use  of  each  will  bemarket,  and  the  circumstances  leading  to  the  use  of  each  will  be
developed in detail in this unit. developed in detail in this unit. 

8.2 INDUSTRIAL CHANNEL STRATEGY8.2 INDUSTRIAL CHANNEL STRATEGY

It  is  an  area  which  involves  the  determination  of  specific  channelIt  is  an  area  which  involves  the  determination  of  specific  channel
objectives, the choice of what kinds of channel arrangements are to beobjectives, the choice of what kinds of channel arrangements are to be
used, the decision to use or not to use middlemen, the determination ofused, the decision to use or not to use middlemen, the determination of
the  types and number of  such middlemen if  they are to  be  used,  thethe types and number of  such middlemen if  they are to  be  used,  the
setting  up  of  procedures  and  arrangements  for  working  with  suchsetting  up  of  procedures  and  arrangements  for  working  with  such
middlemen, the making of decisions regarding the physical distribution ofmiddlemen, the making of decisions regarding the physical distribution of
goods  and  services  through  the  selected  channels,  and  control  andgoods  and  services  through  the  selected  channels,  and  control  and
evaluation of the adopted channels.evaluation of the adopted channels.

The industrial channel strategy involves, therefore, the following majorThe industrial channel strategy involves, therefore, the following major
responsibility areas:responsibility areas:

 Determination of channel objectivesDetermination of channel objectives
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 Evaluation  of  channel  alternatives  and  choosing  the  channelEvaluation  of  channel  alternatives  and  choosing  the  channel
arrangements to be utilizedarrangements to be utilized

 Determining the types and number of middlemen, if any, to be usedDetermining the types and number of middlemen, if any, to be used
 Establishing  policies  and  procedures  for  serving  those  selectedEstablishing  policies  and  procedures  for  serving  those  selected

middlemen-policies  and  rights  of  both  manufacturer  and  themiddlemen-policies  and  rights  of  both  manufacturer  and  the
middlemen.middlemen.

 Creating contractual arrangements with those middlemen selected Creating contractual arrangements with those middlemen selected 
 Implementing or making operational the channel(s) selected Implementing or making operational the channel(s) selected 
 Moving goods physically through the channel(s) selectedMoving goods physically through the channel(s) selected
 Controlling the channel(s) to see if they are operating smoothly andControlling the channel(s) to see if they are operating smoothly and

attaining the defined objectivesattaining the defined objectives
 Modifying the selected channel(s) as the occasion requires and Modifying the selected channel(s) as the occasion requires and 
 Redefining objectives if necessary.Redefining objectives if necessary.

The chosen channels, however, mustThe chosen channels, however, must
-- cover each customer groupcover each customer group
-- cover each geographic area that must be coveredcover each geographic area that must be covered
-- properly  present  each  of  the  product  lines  to  the  appropriateproperly  present  each  of  the  product  lines  to  the  appropriate

customer firms.customer firms.

8.3 DIFFERENCES BETWEEN INDUSTRIAL AND CONSUMER CHANNEL8.3 DIFFERENCES BETWEEN INDUSTRIAL AND CONSUMER CHANNEL
STRATEGIES STRATEGIES 

In  principle,  the  basic  areas  of  responsibility  in  the  two markets  areIn  principle,  the  basic  areas  of  responsibility  in  the  two markets  are
essentially the same. But the implementation of those principles is quiteessentially the same. But the implementation of those principles is quite
different. These differences are as follows:different. These differences are as follows:

 The  industrial  market  is  characterized  by  shorter  channels  ofThe  industrial  market  is  characterized  by  shorter  channels  of
distribution  owing  to  buyer's  expectations  and  to  productdistribution  owing  to  buyer's  expectations  and  to  product
characteristics. Customers buying high priced and complex productscharacteristics. Customers buying high priced and complex products
often do not want to deal with middlemen. The higher the unit value ofoften do not want to deal with middlemen. The higher the unit value of
the  product  being  marketed,  the  more  it  will  be  sold  directly.  Inthe  product  being  marketed,  the  more  it  will  be  sold  directly.  In
addition, it is often very difficult to find middlemen who possess theaddition, it is often very difficult to find middlemen who possess the
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required  technical  and  service  capabilities  to  sell  sophisticatedrequired  technical  and  service  capabilities  to  sell  sophisticated
products to the industrial buyers.products to the industrial buyers.

 The types of middlemen found in the industrial market are differentThe types of middlemen found in the industrial market are different
from those found in the consumer market: there are no true retailersfrom those found in the consumer market: there are no true retailers
or  wholesalers  in  the  industrial  market  although  many  industrialor  wholesalers  in  the  industrial  market  although  many  industrial
products are sold through such middlemen for ultimate consumers. Inproducts are sold through such middlemen for ultimate consumers. In
these cases, however, industrial marketing actually is not taking place.these cases, however, industrial marketing actually is not taking place.

 The  industrial  marketing  manager  has  fewer  choice  of  channelThe  industrial  marketing  manager  has  fewer  choice  of  channel
options than does his/her consumer marketing manager counterparts:options than does his/her consumer marketing manager counterparts:
It has three options (the direct channel, the industrial distributor, andIt has three options (the direct channel, the industrial distributor, and
the  manufacturer's  representatives),  which  all  provide  differentthe  manufacturer's  representatives),  which  all  provide  different
functions.  Because  of  customer  expectations  and  the  complexity  offunctions.  Because  of  customer  expectations  and  the  complexity  of
industrial  products,  industrial  channels  have  to  do  much  more  onindustrial  products,  industrial  channels  have  to  do  much  more  on
selling,  service,  and  technical  assistance  than  consumer  channelsselling,  service,  and  technical  assistance  than  consumer  channels
normally  do.  Personal  selling,  pre  and  post  sales  servicing  andnormally  do.  Personal  selling,  pre  and  post  sales  servicing  and
technical  assistance  in  setting  up  operations  are  pre-requisites  fortechnical  assistance  in  setting  up  operations  are  pre-requisites  for
effective  industrial  market  although  this  is  true  in  the  consumereffective  industrial  market  although  this  is  true  in  the  consumer
durable market.durable market.

8.4 FORMULATING INDUSTRIAL CHANNEL STRATEGY8.4 FORMULATING INDUSTRIAL CHANNEL STRATEGY

    
Channel strategy is one part of overall marketing strategy, and it must beChannel strategy is one part of overall marketing strategy, and it must be
formulated  with  in  the  context  of  the  company's  marketing  plan.formulated  with  in  the  context  of  the  company's  marketing  plan.
Constructing industrial channels requires specific market segmentationConstructing industrial channels requires specific market segmentation
and  also  a  sound  knowledge  of  the  product  or  service  and  itsand  also  a  sound  knowledge  of  the  product  or  service  and  its
requirements.  Unless  these  two  things  are  known,  it  is  virtuallyrequirements.  Unless  these  two  things  are  known,  it  is  virtually
impossible to construct realistic and effective channels of distribution. Toimpossible to construct realistic and effective channels of distribution. To
attempt to build a channel of distribution without knowing whom it isattempt to build a channel of distribution without knowing whom it is
supposed  to  reach  makes  no  marketing  sense  whatsoever.  Similarlysupposed  to  reach  makes  no  marketing  sense  whatsoever.  Similarly
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trying to pick channel components without knowing the product or itstrying to pick channel components without knowing the product or its
requirements  is  equally  foolish.  It  is  now  necessary  to  match  thoserequirements  is  equally  foolish.  It  is  now  necessary  to  match  those
products  and  market  segments  with  an  appropriate  channel  ofproducts  and  market  segments  with  an  appropriate  channel  of
distribution. To accomplish this the marketing manager must undertakedistribution. To accomplish this the marketing manager must undertake
the following activities:the following activities:

-- channel objectives must be establishedchannel objectives must be established
--  channel alternatives must be assessed channel alternatives must be assessed
-- the appropriate channel(s) must be selectedthe appropriate channel(s) must be selected
-- arrangements must be set up with the selected channel componentsarrangements must be set up with the selected channel components
-- the  selected  channel(s)  must  be  made  operational  and  thenthe  selected  channel(s)  must  be  made  operational  and  then

controlled.controlled.

Establish  Channel  Objectives:Establish  Channel  Objectives: once  segments  have  been  defined  and once  segments  have  been  defined  and
located  and  once  product  strategy  has  been  formulated,  thelocated  and  once  product  strategy  has  been  formulated,  the
establishment  of  channel  objectives  should  be  undertaken.  As  wasestablishment  of  channel  objectives  should  be  undertaken.  As  was
developed in the case of product objectives, channel objectives must bedeveloped in the case of product objectives, channel objectives must be
consistent  with  overall  corporate  and  marketing  objectives  in  theconsistent  with  overall  corporate  and  marketing  objectives  in  the
company's marketing plan.company's marketing plan.

Assess  Channel  Alternatives:  Assess  Channel  Alternatives:  once  channel  objectives  have  beenonce  channel  objectives  have  been
established, it is the task of the industrial marketing manager to studyestablished, it is the task of the industrial marketing manager to study
various channel alternatives that could be employed to these objectives.various channel alternatives that could be employed to these objectives.
Can the channel objectives best be achieved through the use of direct orCan the channel objectives best be achieved through the use of direct or
indirect channels? It is clear that the marketing manager should analyzeindirect channels? It is clear that the marketing manager should analyze
the basic industrial channels to decide which of them would be best fitthe basic industrial channels to decide which of them would be best fit
particular objectives, be compatible with products, and at the same timeparticular objectives, be compatible with products, and at the same time
satisfy the purchasing requirements of customers in the market place.satisfy the purchasing requirements of customers in the market place.

114



Choose the Appropriate Channel or  Channels:Choose the Appropriate Channel or  Channels: after channel  objectives after channel  objectives
have been established and alternatives consistent with those objectiveshave been established and alternatives consistent with those objectives
have been analyzed, the manager must choose the channel(s) to be used.have been analyzed, the manager must choose the channel(s) to be used.
This  choice  is  normally  made  by  taking  into  account  all  the  possibleThis  choice  is  normally  made  by  taking  into  account  all  the  possible
factors that will influence channel decisions.factors that will influence channel decisions.

Setup Arrangements with Selected Channel ComponentsSetup Arrangements with Selected Channel Components: here the job of: here the job of
the  manager  is  to  set  up operational  arrangements  with  the  selectedthe  manager  is  to  set  up operational  arrangements  with  the  selected
channel  components.  If  the  direct  channel  is  decided  upon,  channelchannel  components.  If  the  direct  channel  is  decided  upon,  channel
management decisions are over,  and sales management takes over.  If,management decisions are over,  and sales management takes over.  If,
however, indirect channels are required, the channel management areahowever, indirect channels are required, the channel management area
becomes more complex.  Specific types of middlemen must be selectedbecomes more complex.  Specific types of middlemen must be selected
and approached regarding their taking on the company's products.and approached regarding their taking on the company's products.

Implement and Control the Channel(s)Implement and Control the Channel(s): after arrangements are made with: after arrangements are made with
selected  middlemen,  the  channel  should  be  made  operational.  Theselected  middlemen,  the  channel  should  be  made  operational.  The
marketing  manager  should  then  monitor  the  channels  for  theirmarketing  manager  should  then  monitor  the  channels  for  their
effectiveness  via  the  marketing  information  system  in  terms  of  theeffectiveness  via  the  marketing  information  system  in  terms  of  the
channels and overall marketing objectives and requirements. channels and overall marketing objectives and requirements. 

8.5 ANALYSIS OF INDUSTRIAL MIDDLEMEN8.5 ANALYSIS OF INDUSTRIAL MIDDLEMEN

  
At this moment, it should be apparent that to make intelligent channelAt this moment, it should be apparent that to make intelligent channel
decisions in the industrial market, the marketing manager must have adecisions in the industrial market, the marketing manager must have a
thorough knowledge and understanding of both the industrial distributorthorough knowledge and understanding of both the industrial distributor
and the manufacturer's representatives. Therefore, an in-depth analysisand the manufacturer's representatives. Therefore, an in-depth analysis
of both the industrial distributor and the manufacturer's representative isof both the industrial distributor and the manufacturer's representative is
in order.in order.

8.5.1 The Industrial Distributor8.5.1 The Industrial Distributor
The industrial distributors are middlemen who buy and sell products forThe industrial distributors are middlemen who buy and sell products for
industrial  users.  They offer  the  service of  taking title  to and stockingindustrial  users.  They offer  the  service of  taking title  to and stocking
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products,  assuming  some  of  the  risks  of  marketing  and  maintainingproducts,  assuming  some  of  the  risks  of  marketing  and  maintaining
reasonably close contact with buyers.reasonably close contact with buyers.

An industrial distributor is an independently owned and locally managedAn industrial distributor is an independently owned and locally managed
operation  that  buys,  stocks,  and  sells  the  production  tools,  operatingoperation  that  buys,  stocks,  and  sells  the  production  tools,  operating
equipment, and maintenance suppliers used by all forms of industry. Theequipment, and maintenance suppliers used by all forms of industry. The
distributor differs from the wholesaler in that is sells and services thedistributor differs from the wholesaler in that is sells and services the
industrial  market  as  opposed  to  in  the  consumer  market.  They  canindustrial  market  as  opposed  to  in  the  consumer  market.  They  can
specialize in one particular product line or a distributor handling generalspecialize in one particular product line or a distributor handling general
line just like an industrial supermarket stocking a wide variety of goodsline just like an industrial supermarket stocking a wide variety of goods
and having not particular area of specification.and having not particular area of specification.

The basic characteristics of industrial distributors include the following:The basic characteristics of industrial distributors include the following:
 They are receivers who purchase products from manufacturers orThey are receivers who purchase products from manufacturers or

other distributors and then sell these same products often in the sameother distributors and then sell these same products often in the same
form as purchased to other distributors, or to user customers.form as purchased to other distributors, or to user customers.

 They can be highly specialized or vary widely in their product lineThey can be highly specialized or vary widely in their product line
offerings and their sales and service capabilities.offerings and their sales and service capabilities.

 They are normally local and independently owned and operated.They are normally local and independently owned and operated.
 They take title to and possession of the goods they handle.They take title to and possession of the goods they handle.
 They stock the goods and perform a field inventory function for theThey stock the goods and perform a field inventory function for the

manufacturermanufacturer
 They  perform  quite  a  similar  function  in  some  respects,  asThey  perform  quite  a  similar  function  in  some  respects,  as

wholesalers in the customer markets except for their target customerswholesalers in the customer markets except for their target customers
are industrial markets.are industrial markets.

Advantages of Using Industrial DistributorsAdvantages of Using Industrial Distributors
Industrial  distributors generally perform a number of  functions,  whichIndustrial  distributors generally perform a number of  functions,  which
make them a viable marketing channel for many types of industrial goods,make them a viable marketing channel for many types of industrial goods,
such as:such as:

 Selling:  this  is  to  provide  the  necessary  sales  effort  and  localSelling:  this  is  to  provide  the  necessary  sales  effort  and  local
market coverage.market coverage.
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 Warehousing or carrying inventory for the manufacturers.Warehousing or carrying inventory for the manufacturers.
 Financing: it can perform a credit function for the manufacturer orFinancing: it can perform a credit function for the manufacturer or

to the buyer.to the buyer.
 Supplier  and  customer  services:  such  as  delivery,  installation,Supplier  and  customer  services:  such  as  delivery,  installation,

maintenance, and repair, etc. Services on a local basis.maintenance, and repair, etc. Services on a local basis.
 It is often a good source of local market and product information. It is often a good source of local market and product information. 
 It can lower the cost of distribution for the manufacturer throughIt can lower the cost of distribution for the manufacturer through

fast and economic delivery.fast and economic delivery.

Limitations of Using Industrial DistributorsLimitations of Using Industrial Distributors
The preceding section implies so many benefits from using the distributorThe preceding section implies so many benefits from using the distributor
that an industrial channel of distribution without these middlemen seemsthat an industrial channel of distribution without these middlemen seems
illogical.  Yet  for  many  marketing  managers  in  the  industrial  market,illogical.  Yet  for  many  marketing  managers  in  the  industrial  market,
distributors may make little sense. Some of the reasons are as follows: distributors may make little sense. Some of the reasons are as follows: 

 It may be impossible to control distributorsIt may be impossible to control distributors
 They may not possess the technical sales or service capabilities toThey may not possess the technical sales or service capabilities to

handle sophisticated productshandle sophisticated products
 They often handle competing products and will not emphasize theThey often handle competing products and will not emphasize the

marketing manager's products in particular. marketing manager's products in particular. 
 They may not accept products that take considerable time to sell.They may not accept products that take considerable time to sell.
 Because  warehousing  costs  them  money,  they  may  be  veryBecause  warehousing  costs  them  money,  they  may  be  very

reluctant to handle products of large bulk and maintain relativelyreluctant to handle products of large bulk and maintain relatively
low inventory levels while manufacturers seek to keep them as highlow inventory levels while manufacturers seek to keep them as high
as possible.as possible.

 Many distributors are small and operate as "mom and pop" type ofMany distributors are small and operate as "mom and pop" type of
business and their management is subject to questions.business and their management is subject to questions.

8.5.2 The Manufacturer's Representatives8.5.2 The Manufacturer's Representatives
The other middlemen most often found in the industrial  market is theThe other middlemen most often found in the industrial  market is the
manufacturer's representative, commonly called the manufacturer's rep,manufacturer's representative, commonly called the manufacturer's rep,
or simply the MR. In some markets, they are known as  or simply the MR. In some markets, they are known as  manufacturingmanufacturing
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agents,  engineering  representatives  and  even  brokersagents,  engineering  representatives  and  even  brokers.  They  are.  They  are
independent  middlemen  who  works  as  an  agent  for  manufacturingindependent  middlemen  who  works  as  an  agent  for  manufacturing
principles on a contractual basis. They take no title to the goods involvedprinciples on a contractual basis. They take no title to the goods involved
and they don't  even take possession of the goods although many mayand they don't  even take possession of the goods although many may
carry  stocks  on  consignment  basis.  They  have  the  following  basiccarry  stocks  on  consignment  basis.  They  have  the  following  basic
features:features:

 They  are  basically  independent  salespersons  who  sell  on  aThey  are  basically  independent  salespersons  who  sell  on  a
commission basis for manufacturers, thus eliminating the need forcommission basis for manufacturers, thus eliminating the need for
manufacturers' to employ company salespeople.manufacturers' to employ company salespeople.

 They often represent a number of manufactures whose products areThey often represent a number of manufactures whose products are
complementary and not competitive.complementary and not competitive.

 They assigned sales territories just as company field salespeopleThey assigned sales territories just as company field salespeople
except that they are independent and usually represent a number ofexcept that they are independent and usually represent a number of
manufacturing principals.manufacturing principals.

 Under  normal  conditions,  they  possess  limited  authority  withUnder  normal  conditions,  they  possess  limited  authority  with
regard to prices and terms of sale.regard to prices and terms of sale.

The basic functions of manufacturer's representatives are:The basic functions of manufacturer's representatives are:
 Selling their principal's products in the assigned sales territory.Selling their principal's products in the assigned sales territory.
 Establishing contacts in the market place and providing immediateEstablishing contacts in the market place and providing immediate

entry into markets.entry into markets.
 By  representing  many  manufacturing  principles,  manufacturer'sBy  representing  many  manufacturing  principles,  manufacturer's

representatives  offer  a  complete  product  line  than the  companyrepresentatives  offer  a  complete  product  line  than the  company
sales person can do. The other products in the line can contributesales person can do. The other products in the line can contribute
to the sales of the company's products.to the sales of the company's products.

 They can reduce the costs of selling when the marketing managerThey can reduce the costs of selling when the marketing manager
faces a seasonal product demand. This is because overhead costsfaces a seasonal product demand. This is because overhead costs
could be reduced in the slack periods.could be reduced in the slack periods.
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 It  can  be  used  when  the  company  cannot  support  full  timeIt  can  be  used  when  the  company  cannot  support  full  time
salespersons. That is, when the sale of industrial products cannotsalespersons. That is, when the sale of industrial products cannot
economically support full time company sales persons.economically support full time company sales persons.

 Since  they  are  paid  a  commission  only  when  they  sell,  theySince  they  are  paid  a  commission  only  when  they  sell,  they
advantages  us  to  the  companies  when  these  companies  areadvantages  us  to  the  companies  when  these  companies  are
financially constrained, and provide the manufacturer with a fixedfinancially constrained, and provide the manufacturer with a fixed
sales cost.sales cost.

 The  manufacturer's  representatives  are  often  technically  trainedThe  manufacturer's  representatives  are  often  technically  trained
and can provide technical expertise at a reasonable cost.and can provide technical expertise at a reasonable cost.

 They require no fringe benefits from the manufacturer, as they areThey require no fringe benefits from the manufacturer, as they are
independent agents.independent agents.

Limitations to Using Manufacturer's RepresentativesLimitations to Using Manufacturer's Representatives
In spite of the contributions indicated in the above discussion, there areIn spite of the contributions indicated in the above discussion, there are
serious  drawbacks  to  using  manufacturer's  representatives  in  theserious  drawbacks  to  using  manufacturer's  representatives  in  the
industrial channel of distribution. These included:industrial channel of distribution. These included:

 Lose  Control:  it  is  very  difficult  to  control  manufacturer'sLose  Control:  it  is  very  difficult  to  control  manufacturer's
representatives. Their product lines often make it impossible for anyrepresentatives. Their product lines often make it impossible for any
one  principal  to  direct  their  efforts  to  its  advantage.  If  a  productone  principal  to  direct  their  efforts  to  its  advantage.  If  a  product
requires a great specialized care, the manufacturer's representativesrequires a great specialized care, the manufacturer's representatives
may be unwilling to take time to provide such care, furnish marketmay be unwilling to take time to provide such care, furnish market
feedback, provide necessary service, etc.feedback, provide necessary service, etc.

 Manufacturer's  representatives  normally  provide  little  fieldManufacturer's  representatives  normally  provide  little  field
inventory or carry a stock of goods, thus, give little help when localinventory or carry a stock of goods, thus, give little help when local
services or parts are required.services or parts are required.

 Lack  of  flexibility:  since  manufacturer's  representatives  typicallyLack  of  flexibility:  since  manufacturer's  representatives  typically
sell  at  a  price  fixed  by  their  principals,  they  may  not  win  in  thesell  at  a  price  fixed  by  their  principals,  they  may  not  win  in  the
competitive  bidding.  A  discretion  measure  with  respect  to  pricecompetitive  bidding.  A  discretion  measure  with  respect  to  price
depending  on  the  situation  is  essential.  The  principal  not  by  thedepending  on  the  situation  is  essential.  The  principal  not  by  the
manufacturer's representatives often makes this.manufacturer's representatives often makes this.
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 Great  differences  in  selling  and  technical  competencies  ofGreat  differences  in  selling  and  technical  competencies  of
individual  manufacturer's  representatives.  They  must  screen  veryindividual  manufacturer's  representatives.  They  must  screen  very
carefully in terms of the channel objectives.carefully in terms of the channel objectives.

Thus,  in  choosing  manufacturers  representatives,  industrial  marketingThus,  in  choosing  manufacturers  representatives,  industrial  marketing
managers normally look for the following factors:managers normally look for the following factors:

 selling and technical competencies of the representativeselling and technical competencies of the representative
 the  ability  of  the  individual  manufacturers  representative  tothe  ability  of  the  individual  manufacturers  representative  to

operate  his/her  business  in  a  reputable,  profitable,  and  lastingoperate  his/her  business  in  a  reputable,  profitable,  and  lasting
mannermanner

 the  possession  by  the  representative  of  such  desirablethe  possession  by  the  representative  of  such  desirable
characteristics as honesty, openness, conscientiousness, reliability,characteristics as honesty, openness, conscientiousness, reliability,
and integrity.and integrity.

8.5.3 The Manufacturers Sales Branch8.5.3 The Manufacturers Sales Branch
 These  are  wholly  owned  field  operations  of  manufacturers  in  the These  are  wholly  owned  field  operations  of  manufacturers  in  the
industrial  market  and  as  such  they  are  not  independent  middlemen.industrial  market  and  as  such  they  are  not  independent  middlemen.
Nevertheless,  they provide middlemen functions by the manufacturers.Nevertheless,  they provide middlemen functions by the manufacturers.
They are of two types:They are of two types:

A.A. The Branch House:The Branch House: This is a field warehouse owned and operated This is a field warehouse owned and operated
by the manufacturer and placed at strategic locations for servingby the manufacturer and placed at strategic locations for serving
customers. It carries inventories.customers. It carries inventories.

B.B. The Branch Office: The Branch Office: This is essentially owned and operated by theThis is essentially owned and operated by the
manufacturer  as  a  field  sales  office.  It  carries  no  inventory,  inmanufacturer  as  a  field  sales  office.  It  carries  no  inventory,  in
contrast to the branch house, but is strategically located office incontrast to the branch house, but is strategically located office in
which  the  company's  field  sales  personnel  operate  in  theirwhich  the  company's  field  sales  personnel  operate  in  their
respective territories. respective territories. 

At times the two may be housed in the same physical facilities and atAt times the two may be housed in the same physical facilities and at
other times they may be housed independently. The manufacturer mayother times they may be housed independently. The manufacturer may
also  use  only  branch  houses  to  field  inventory  its  products  and  usealso  use  only  branch  houses  to  field  inventory  its  products  and  use
manufacturer's representatives to perform the selling function.manufacturer's representatives to perform the selling function.
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8.6 PHYSICAL DISTRIBUTION IN THE INDUSTRIAL MARKET8.6 PHYSICAL DISTRIBUTION IN THE INDUSTRIAL MARKET

Regardless of the channel(s) selected, the industrial marketing managerRegardless of the channel(s) selected, the industrial marketing manager
must  also manage the physical  distribution of  the company's  productsmust  also manage the physical  distribution of  the company's  products
through selected channels.  Physical  distribution refers  to  that  area  ofthrough selected channels.  Physical  distribution refers  to  that  area  of
marketing management responsible for getting the goods physically tomarketing management responsible for getting the goods physically to
the customer in the right amount and at the right time. The following arethe customer in the right amount and at the right time. The following are
the major areas of physical distribution management.the major areas of physical distribution management.

 Transportation:Transportation: it  involves  the  decisions of  the  actual  mode or it  involves  the  decisions of  the  actual  mode or
modes  of  transportation  to  be  used  in  shipping  the  goods  tomodes  of  transportation  to  be  used  in  shipping  the  goods  to
customers and/or middlemen. For the marketing manager, choicescustomers and/or middlemen. For the marketing manager, choices
include  shipping  by  airfreight,  rail,  motor  carrier,  water,  and ininclude  shipping  by  airfreight,  rail,  motor  carrier,  water,  and in
some  instances  pipeline.  In  deciding  among  modes  ofsome  instances  pipeline.  In  deciding  among  modes  of
transportation,  the  manager  should  consider  such  factors  as  thetransportation,  the  manager  should  consider  such  factors  as  the
speed,  dependability,  capability  and availability  of  each mode asspeed,  dependability,  capability  and availability  of  each mode as
well as its operating costs.well as its operating costs.

 Field  Warehousing:Field  Warehousing: it  involves  the  physical  location  of it  involves  the  physical  location  of
warehouses  in  the  field  to  best  supply  goods  and  some  timeswarehouses  in  the  field  to  best  supply  goods  and  some  times
services to customers and/or middlemen. Choices here include theservices to customers and/or middlemen. Choices here include the
use  of  private  or  public  warehouses  or,  in  some  instances,use  of  private  or  public  warehouses  or,  in  some  instances,
warehouses of distributors, when the latter are used in the channel.warehouses of distributors, when the latter are used in the channel.
Two  major  considerations  here  are  where  to  locate  the  fieldTwo  major  considerations  here  are  where  to  locate  the  field
warehouse  and  how  many  such  warehouses  to  include  in  thewarehouse  and  how  many  such  warehouses  to  include  in  the
physical distribution system.physical distribution system.

 Field Inventory Control:  Field Inventory Control:  inventory must be properly maintainedinventory must be properly maintained
in the field warehouses to supply the needs of customers and/orin the field warehouses to supply the needs of customers and/or
middlemen. Both over and under stocked inventory levels are costlymiddlemen. Both over and under stocked inventory levels are costly
and  the  manager's  task  here  is  to  maintain  optimum  levels.  Inand  the  manager's  task  here  is  to  maintain  optimum  levels.  In
deciding such levels, the manger should consider such factors asdeciding such levels, the manger should consider such factors as
the average month end unit  levels,  turnover rates by individualsthe average month end unit  levels,  turnover rates by individuals
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warehouse, average value of the inventory and inventory carryingwarehouse, average value of the inventory and inventory carrying
costs. costs. 

 Materials Handling: Materials Handling: it involves the actual handling of inventory init involves the actual handling of inventory in
the  warehouses  or  elsewhere  in  the  total  physical  distributionthe  warehouses  or  elsewhere  in  the  total  physical  distribution
system. Included in this are such as the use of forklifts, hand lifts,system. Included in this are such as the use of forklifts, hand lifts,
conveyors,  cranes,  hoists,  industrial  tractors,  motorized  handconveyors,  cranes,  hoists,  industrial  tractors,  motorized  hand
trucks, and other such equipment used to move and store inventorytrucks, and other such equipment used to move and store inventory
physically. Included also are the personnel required to perform thephysically. Included also are the personnel required to perform the
materials handling function.materials handling function.

 Protective Packaging:  Protective Packaging:  goods to be shipped and stored must begoods to be shipped and stored must be
package in a manner that will protect them both in shipment and inpackage in a manner that will protect them both in shipment and in
the warehouse. This is the protective packaging function of physicalthe warehouse. This is the protective packaging function of physical
distribution.  In  this  regard,  the  manager  should  consider  suchdistribution.  In  this  regard,  the  manager  should  consider  such
factors as filling and container costs, repackaging costs, Interstatefactors as filling and container costs, repackaging costs, Interstate
Commerce  Commission  requirements,  possibilities  ofCommerce  Commission  requirements,  possibilities  of
standardization,  and changing customer requirements  that  affectstandardization,  and changing customer requirements  that  affect
packaging.packaging.

 Order  Processing:  Order  Processing:   along  with  the  above  indicated  physical along  with  the  above  indicated  physical
distribution management systems, the manager must establish andistribution management systems, the manager must establish an
order processing system to service those functions. This system willorder processing system to service those functions. This system will
normally take into account order processing, communications, andnormally take into account order processing, communications, and
other related data –  processing activities  required to permit  theother related data –  processing activities  required to permit  the
entire physical distribution arrangements to function properly.entire physical distribution arrangements to function properly.

Most industrial companies view the above physical distribution systemsMost industrial companies view the above physical distribution systems
as individual functions, but rather as a total integrated system of physicalas individual functions, but rather as a total integrated system of physical
distribution.  Thus,  distribution  decisions  are  often  trade-offs  such  asdistribution.  Thus,  distribution  decisions  are  often  trade-offs  such  as
transportation costs versus field inventory costs, and so on and this istransportation costs versus field inventory costs, and so on and this is
what is referred to as the total cost concept in the physical distribution.what is referred to as the total cost concept in the physical distribution.
This  approach to  physical  distribution has led  to industrial  companiesThis  approach to  physical  distribution has led  to industrial  companies
shipping via airfreight, even though its cost is higher, because its mode isshipping via airfreight, even though its cost is higher, because its mode is
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faster  and  the  speed  cuts  down  on  required  field  inventories,  thusfaster  and  the  speed  cuts  down  on  required  field  inventories,  thus
reducing total distribution costs.reducing total distribution costs.

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. What do you believe are the most important differences between anWhat do you believe are the most important differences between an

industrial distributor and a manufacturer's representatives?industrial distributor and a manufacturer's representatives?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

2.2. Indicate  some of  the  major  responsibility  areas  of  the  industrialIndicate  some of  the  major  responsibility  areas  of  the  industrial
channel strategy.channel strategy.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

3.3. The  basic  areas  of  responsibilities  in  industrial  and  consumerThe  basic  areas  of  responsibilities  in  industrial  and  consumer
channel strategies are essentially the same, but the implementation ischannel strategies are essentially the same, but the implementation is
different. Do you agree? Why or why not?different. Do you agree? Why or why not?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

4.4. Why is the determination of channel objectives so important in theWhy is the determination of channel objectives so important in the
setting up of channels of distribution in the industrial market? Howsetting up of channels of distribution in the industrial market? How
would objectives actually affect the channels used?would objectives actually affect the channels used?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

5.5. Why is physical distribution such a vital part of industrial channelWhy is physical distribution such a vital part of industrial channel
strategy  and  overall  industrial  marketing  strategy?  Explain  yourstrategy  and  overall  industrial  marketing  strategy?  Explain  your
answer.answer.
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

8.7 SUMMARY8.7 SUMMARY

Channels  strategy  can  be  a  critical  part  of  industrial  marketingChannels  strategy  can  be  a  critical  part  of  industrial  marketing
management because of the greater emphasis on personal selling in themanagement because of the greater emphasis on personal selling in the
industrial  market.  A  format  for  developing  industrial  channel  strategyindustrial  market.  A  format  for  developing  industrial  channel  strategy
was developed and differences between industrial and customer channelswas developed and differences between industrial and customer channels
were discussed. Analyses were undertaken of the most common industrialwere discussed. Analyses were undertaken of the most common industrial
middlemen, the industrial distributors, the manufacturer's representativemiddlemen, the industrial distributors, the manufacturer's representative
and the  manufacturer's  sales  branch.  Characteristics  of  each  of  theseand the  manufacturer's  sales  branch.  Characteristics  of  each  of  these
middlemen were developed, and the contributions and limitations of eachmiddlemen were developed, and the contributions and limitations of each
type were analyzed from the point of view of the industrial  marketingtype were analyzed from the point of view of the industrial  marketing
manager.  Finally,  a  discussion  of  physical  distribution  in  industrialmanager.  Finally,  a  discussion  of  physical  distribution  in  industrial
marketing management was undertaken.marketing management was undertaken.
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8.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE8.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer to Section 8.5 of item 8.5.2 and 8.5.3Refer to Section 8.5 of item 8.5.2 and 8.5.3
2.2. Refer to Section 8.2Refer to Section 8.2
3.3. Refer to Section 8.3Refer to Section 8.3
4.4. Refer to Section 8.4Refer to Section 8.4
5.5. Refer to Section 8.6Refer to Section 8.6
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UNIT 9: PROMOTIONAL STRATEGY IN INDUSTRIAL MARKETINGUNIT 9: PROMOTIONAL STRATEGY IN INDUSTRIAL MARKETING
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9.0 AIMS AND OBJECTIVES9.0 AIMS AND OBJECTIVES

After studying this unit, you must be able:After studying this unit, you must be able:
-- to explain the basics of industrial promotional strategyto explain the basics of industrial promotional strategy
-- to manage and formulate the industrial selling strategyto manage and formulate the industrial selling strategy
-- to  describe  the  kinds  or  mixes  of  promotional  strategy  in  theto  describe  the  kinds  or  mixes  of  promotional  strategy  in  the

industrial market andindustrial market and
-- to  managing  and  in  general  formulating  industrial  promotionalto  managing  and  in  general  formulating  industrial  promotional

strategy.strategy.
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9.1 INTRODUCTION9.1 INTRODUCTION

After  markets  have  been  defined  and  located,  a  marketing  planAfter  markets  have  been  defined  and  located,  a  marketing  plan
formulated  to  reach  those  markets,  product  strategy  developed,  andformulated  to  reach  those  markets,  product  strategy  developed,  and
channels of distribution chosen, it is necessary to promote those productschannels of distribution chosen, it is necessary to promote those products
to  the  specified  market  segments.  This  is  the  promotional  area  ofto  the  specified  market  segments.  This  is  the  promotional  area  of
marketing management and a very important aspect of the marketing ofmarketing management and a very important aspect of the marketing of
industrial  goods and services.  In today's  market,  it  is  not sufficient toindustrial  goods and services.  In today's  market,  it  is  not sufficient to
produce technically perfect products and then wait for customers to comeproduce technically perfect products and then wait for customers to come
in.  The  merits  of  these  products  must  be  communicated  to  industrialin.  The  merits  of  these  products  must  be  communicated  to  industrial
purchasing agents and other buying influences in prospective firms. Thispurchasing agents and other buying influences in prospective firms. This
is the role of promotion in overall marketing strategy communicating theis the role of promotion in overall marketing strategy communicating the
market to stimulate demand for the company's goods and services.market to stimulate demand for the company's goods and services.

It is probably safe to say that a good promotional mix usually has someIt is probably safe to say that a good promotional mix usually has some
combination  of  personal  selling,  advertising,  sales  promotion  andcombination  of  personal  selling,  advertising,  sales  promotion  and
publicity,  but  this  is  not  a  rule.  Some  companies  have  been  verypublicity,  but  this  is  not  a  rule.  Some  companies  have  been  very
successful  without  personal  selling  and  other  firms  have  succeededsuccessful  without  personal  selling  and  other  firms  have  succeeded
without much emphasis on advertising. Still others have succeeded withwithout much emphasis on advertising. Still others have succeeded with
no sales promotional activities at all. Marketing managers have differentno sales promotional activities at all. Marketing managers have different
opinions  about  the  effectiveness  of  each  component,  and  marketopinions  about  the  effectiveness  of  each  component,  and  market
considerations affect the valid use of each. What components are in aconsiderations affect the valid use of each. What components are in a
promotional mix is not important as long as the overall mix communicatespromotional mix is not important as long as the overall mix communicates
effectively  with  the  target  audience  of  buyers  and  buying  influences,effectively  with  the  target  audience  of  buyers  and  buying  influences,
convinces them to purchase or buyers and buying influences, convincesconvinces them to purchase or buyers and buying influences, convinces
them  to  purchase  or  take  some  other  desired  action,  and  competesthem  to  purchase  or  take  some  other  desired  action,  and  competes
favorably in the market place with the promotional mixes of competitors.favorably in the market place with the promotional mixes of competitors.
And, of course, the components of any particular company's promotionalAnd, of course, the components of any particular company's promotional
mix should not compete with each other, but should rather complementmix should not compete with each other, but should rather complement
one another.  As with the other strategies, to be effective, promotionalone another.  As with the other strategies, to be effective, promotional
strategy  must  be  compatible  with  the  company's  objectives  and  itsstrategy  must  be  compatible  with  the  company's  objectives  and  its
marketing plan.marketing plan.
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9.2 INDUSTRIAL PROMOTIONAL STRATEGY9.2 INDUSTRIAL PROMOTIONAL STRATEGY

In industrial promotion, there are sales managers, advertising managersIn industrial promotion, there are sales managers, advertising managers
and  sometimes  sales  promotion  managers  who  head  their  ownand  sometimes  sales  promotion  managers  who  head  their  own
departments  and  report  to  the  marketing  manager  in  their  owndepartments  and  report  to  the  marketing  manager  in  their  own
respective specialized areas. It is then the task of the marketing managerrespective specialized areas. It is then the task of the marketing manager
to integrate the promotional mixes into one total  promotional packageto integrate the promotional mixes into one total  promotional package
that  is  then  further  integrated  into  the  total  marketing  strategy  withthat  is  then  further  integrated  into  the  total  marketing  strategy  with
product,  channel  and  pricing  decisions.  In  view  of  this  division  ofproduct,  channel  and  pricing  decisions.  In  view  of  this  division  of
promotional efforts, no format for overall industrial promotional strategypromotional efforts, no format for overall industrial promotional strategy
will  be  developed.  Instead,  formats  will  be  developed  individually  forwill  be  developed.  Instead,  formats  will  be  developed  individually  for
sales, for advertising and for sales promotion. sales, for advertising and for sales promotion. 

Difference  between  industrial  and  consumer  promotionalDifference  between  industrial  and  consumer  promotional
strategiesstrategies
It  is  in the area of  promotion that industrial  and consumer marketingIt  is  in the area of  promotion that industrial  and consumer marketing
practices differ sharply even though the basic tasks may be the same.practices differ sharply even though the basic tasks may be the same.
Thus,  it  is  helpful  to  understand  the  tasks  or  basic  steps  to  beThus,  it  is  helpful  to  understand  the  tasks  or  basic  steps  to  be
accomplished in promotion. These are:accomplished in promotion. These are:

-- making initial contact with a prospective customermaking initial contact with a prospective customer
-- arousing interestarousing interest
-- creating a preference for the firm's product over those offered bycreating a preference for the firm's product over those offered by

competitorscompetitors
-- making specific proposals to answer customers questionsmaking specific proposals to answer customers questions
-- closing the order, andclosing the order, and
-- once sold, taking care of that customer so that there is little reasononce sold, taking care of that customer so that there is little reason

to look elsewhere. to look elsewhere. 

Accomplishment of these tasks would indicate an effective promotionalAccomplishment of these tasks would indicate an effective promotional
strategy,  whereas  the  inability  to  do  so  would  indicate  a  lack  ofstrategy,  whereas  the  inability  to  do  so  would  indicate  a  lack  of
effectiveness if the marketing manager had a competitive product and aeffectiveness if the marketing manager had a competitive product and a
clear understanding of marketing targets to be reached.clear understanding of marketing targets to be reached.
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Some of the differences between the relative importance of promotionalSome of the differences between the relative importance of promotional
mix  components  as  seen  by  consumer  and  industrial  marketingmix  components  as  seen  by  consumer  and  industrial  marketing
executives include:executives include:

 Personal selling which plays a much greater role in the industrialPersonal selling which plays a much greater role in the industrial
market. It emphasizes on the importance of personal contact withmarket. It emphasizes on the importance of personal contact with
industrial buyers and buying influences. industrial buyers and buying influences. 

 Mass media, promotional branding and promotional packaging areMass media, promotional branding and promotional packaging are
less used in the industrial market. Branding is for identification ofless used in the industrial market. Branding is for identification of
one company's products from others not for promoting it.one company's products from others not for promoting it.

 Consumer marketing promotional strategies differ from those foundConsumer marketing promotional strategies differ from those found
in the industrial market because buyer's expectations and productin the industrial market because buyer's expectations and product
characteristics are different.characteristics are different.

 Media differ in the two markets. Most of industrial advertising isMedia differ in the two markets. Most of industrial advertising is
done through trade journals and direct mail media.done through trade journals and direct mail media.

 Industrial  advertising  themes  or  messages  are  generally  lessIndustrial  advertising  themes  or  messages  are  generally  less
emotional  than  those  found  in  the  consumer  market.  They  areemotional  than  those  found  in  the  consumer  market.  They  are
generally more factual and economic.generally more factual and economic.

There  are  enough  differences  between  industrial  and  consumerThere  are  enough  differences  between  industrial  and  consumer
promotional  strategies  to  merit  an  in-depth  analysis  of  each  of  thepromotional  strategies  to  merit  an  in-depth  analysis  of  each  of  the
components of personal selling, advertising and sales promotion.components of personal selling, advertising and sales promotion.

9.3 PERSONAL SELLING IN THE INDUSTRIAL MARKET9.3 PERSONAL SELLING IN THE INDUSTRIAL MARKET

Personal selling is an important component in the marketing strategies ofPersonal selling is an important component in the marketing strategies of
industrial marketing managers. This is borne out by the large number ofindustrial marketing managers. This is borne out by the large number of
direct  channels  in  the  industrial  market.  As  was  discussed  in  thedirect  channels  in  the  industrial  market.  As  was  discussed  in  the
preceding  unit  on  channel  strategy,  it  is  estimated  that  about  three-preceding  unit  on  channel  strategy,  it  is  estimated  that  about  three-
quarters  of  all  industrial  goods,  based  on  their  dollar  volume,  arequarters  of  all  industrial  goods,  based  on  their  dollar  volume,  are
marketed without benefit of independent middlemen. This in turn, impliesmarketed without benefit of independent middlemen. This in turn, implies
the use of company salespeople. Moreover, as has also been shown, eventhe use of company salespeople. Moreover, as has also been shown, even
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manufacturer's  representatives  and distributors are chosen because ofmanufacturer's  representatives  and distributors are chosen because of
their sales capabilities.their sales capabilities.

Personal selling has great application to the marketing of industrial goodsPersonal selling has great application to the marketing of industrial goods
and services. To make it more brief, the customers are relatively few inand services. To make it more brief, the customers are relatively few in
number, and they can be specifically defined and located. The productsnumber, and they can be specifically defined and located. The products
are often complex and expensive, and large volume sales are common.are often complex and expensive, and large volume sales are common.
Buyers and buying influences require and demand very technical, on theBuyers and buying influences require and demand very technical, on the
spot answers to complex questions before they will purchase, and post-spot answers to complex questions before they will purchase, and post-
and presale services and technical assistance are common requirements.and presale services and technical assistance are common requirements.
Conditions such as these account for the great emphasis on this personalConditions such as these account for the great emphasis on this personal
selling  form of  promotion  in  the  industrial  market  is  to  be  discussedselling  form of  promotion  in  the  industrial  market  is  to  be  discussed
adequately a division must be made between the personal selling functionadequately a division must be made between the personal selling function
as performed by the industrial field salesperson and the management ofas performed by the industrial field salesperson and the management of
this sales function as performed by the sales manager.this sales function as performed by the sales manager.

The Industrial SalespersonThe Industrial Salesperson
The  industrial  salesperson  can  be  defined  as  a  technically  orientedThe  industrial  salesperson  can  be  defined  as  a  technically  oriented
individual,  whose primary responsibility  is to sell  industrial  goods andindividual,  whose primary responsibility  is to sell  industrial  goods and
services  to buyers  and buying influences in  industry,  government  andservices  to buyers  and buying influences in  industry,  government  and
institutions. These salespeople can be:institutions. These salespeople can be:

1.1. The Sales Engineer:The Sales Engineer: who is highly technically trained and calls who is highly technically trained and calls
upon technically oriented personnel. Products sold are normally ofupon technically oriented personnel. Products sold are normally of
a complex technical  nature and require technical  competence toa complex technical  nature and require technical  competence to
sell.sell.

2.2. The  Executive  Salesperson:The  Executive  Salesperson: this  includes  individuals  such  as this  includes  individuals  such  as
purchasing  directors,  personnel  managers,  production  managers,purchasing  directors,  personnel  managers,  production  managers,
data  processing managers,  advertising managers  and other  suchdata  processing managers,  advertising managers  and other  such
corporate  officers.  They  normally  sell  software  programs,corporate  officers.  They  normally  sell  software  programs,
consulting  services,  advertising,  insurance,  programs  etc.  thatconsulting  services,  advertising,  insurance,  programs  etc.  that
might be required in the operation of the customer's company.might be required in the operation of the customer's company.
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3.3. The Industrial Supplies Salesperson: The Industrial Supplies Salesperson: it describes those who sellit describes those who sell
for manufacturers or distributors relatively standardized industrialfor manufacturers or distributors relatively standardized industrial
products, such as component parts, raw materials, processed goodsproducts, such as component parts, raw materials, processed goods
and the like. Though technically oriented and trained, they do notand the like. Though technically oriented and trained, they do not
require  the  engineering  background  of  the  sales  engineer  andrequire  the  engineering  background  of  the  sales  engineer  and
generally they sell to manufacturers rather than user customers.generally they sell to manufacturers rather than user customers.

4.4. The Inside Salesperson:  The Inside Salesperson:  this  is  basically a phone sales personthis is  basically a phone sales person
that  do not  work in the field as others do.  He/she sells  throughthat  do not  work in the field as others do.  He/she sells  through
phone of the manufacturer or distributor's facilities. Such personalphone of the manufacturer or distributor's facilities. Such personal
are  used  for  repetitive  accounts  because  they  are  much  lessare  used  for  repetitive  accounts  because  they  are  much  less
expensive than field sales personnel who require expenses such asexpensive than field sales personnel who require expenses such as
car,  travel,  meals,  lodgings  and etc.  Training expenses  of  insidecar,  travel,  meals,  lodgings  and etc.  Training expenses  of  inside
salespersons are also less than are field salespersons.salespersons are also less than are field salespersons.

5.5. The Missionary Salesperson: The Missionary Salesperson: these are who work with industrialthese are who work with industrial
customers and middlemen in a consulting or advisory capacity ascustomers and middlemen in a consulting or advisory capacity as
opposed  to  selling  per  se.  They  help  a  customer  with  technicalopposed  to  selling  per  se.  They  help  a  customer  with  technical
assistance  training  customer  employees  in  the  operation  ofassistance  training  customer  employees  in  the  operation  of
machinery  and  equipment,  training  distributor  with  inventorymachinery  and  equipment,  training  distributor  with  inventory
control, and other similar functions.control, and other similar functions.

To be effective in the industrial market, any industrial salesperson wouldTo be effective in the industrial market, any industrial salesperson would
have to possess the following forms of knowledge.have to possess the following forms of knowledge.

 an understanding of customer's business operationsan understanding of customer's business operations
 an  understanding  of  the  product  well  enough to  relate  them toan  understanding  of  the  product  well  enough to  relate  them to

problems faced by the customersproblems faced by the customers
 an understanding of the buying influences involved in buying thean understanding of the buying influences involved in buying the

product in each customer firmproduct in each customer firm
 knowledge of buying influences as individuals and understanding ofknowledge of buying influences as individuals and understanding of

what motivates each of them. This implies that buying influenceswhat motivates each of them. This implies that buying influences
not only affect the industrial salespersons in terms of their formalnot only affect the industrial salespersons in terms of their formal
responsibilities but also in terms of their personal characteristicsresponsibilities but also in terms of their personal characteristics
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such  as  interests,  attitudes,  opinions,  feelings,  preferences,such  as  interests,  attitudes,  opinions,  feelings,  preferences,
prejudices and so forth.prejudices and so forth.

 knowledge   of  competitions:  it  is  necessary  to  know  who  theknowledge   of  competitions:  it  is  necessary  to  know  who  the
competitors  are  as  well  as  their  products,  their  prices,  servicecompetitors  are  as  well  as  their  products,  their  prices,  service
capabilities, ability to deliver when promised, advertising and salescapabilities, ability to deliver when promised, advertising and sales
promotion techniques,  approaches used by their  salespeople andpromotion techniques,  approaches used by their  salespeople and
the like.the like.

9.3.1 Sales Management in the Industrial Market9.3.1 Sales Management in the Industrial Market
The use of sales people in the promotional mix requires the managementThe use of sales people in the promotional mix requires the management
of those sales people. This is the function of sales management in theof those sales people. This is the function of sales management in the
industrial market and the executive in charge of this area is the salesindustrial market and the executive in charge of this area is the sales
manager.  Sales  management,  a  highly  complex  area,  includes  themanager.  Sales  management,  a  highly  complex  area,  includes  the
following tasks:following tasks:

 developing  a  sales  plan  consistent  with  the  company's  overalldeveloping  a  sales  plan  consistent  with  the  company's  overall
marketing planmarketing plan

 setting of sales objectivessetting of sales objectives
 setting up sales budgets and forecastssetting up sales budgets and forecasts
 organizing  the  sales  force  by  product  lines,  customer  groupsorganizing  the  sales  force  by  product  lines,  customer  groups

regions and so onregions and so on
 organizing of the in-house company sales department to work withorganizing of the in-house company sales department to work with

the  salespersons  in  the  field,  including  sales  analysis,  insidethe  salespersons  in  the  field,  including  sales  analysis,  inside
salespersons, clerks, and the likesalespersons, clerks, and the like

 appointing regional and/or district sales managers if requiredappointing regional and/or district sales managers if required
 writing of the job description for field salespersons writing of the job description for field salespersons 
 recruiting and hiring salespersonsrecruiting and hiring salespersons
 training salespersons and defining sales territories and setting salestraining salespersons and defining sales territories and setting sales

quotesquotes
 assigning salespersons to those territories assigning salespersons to those territories 
 evaluating salespersons to those territoriesevaluating salespersons to those territories
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 transferring  salespersons  to  other  territories  and/or  to  newtransferring  salespersons  to  other  territories  and/or  to  new
positions.positions.

 Promoting and motivating salespersons to increase their sales Promoting and motivating salespersons to increase their sales 
 Terminating salespersons who cannot produce.Terminating salespersons who cannot produce.

These tasks indicate that sales management is a rather specific area andThese tasks indicate that sales management is a rather specific area and
is not to be confused with marketing management. Where the marketingis not to be confused with marketing management. Where the marketing
manager is responsible for the entire marketing program of the company,manager is responsible for the entire marketing program of the company,
the sales manager is responsible for the personal sales aspects, as onethe sales manager is responsible for the personal sales aspects, as one
part of the marketing program.part of the marketing program.

9.3.2 Formulating Industrial Selling Strategy9.3.2 Formulating Industrial Selling Strategy
If it is assumed that personal selling is an appropriate component in anIf it is assumed that personal selling is an appropriate component in an
industrial marketing manager's promotional mix, a selling strategy mustindustrial marketing manager's promotional mix, a selling strategy must
be developed that is consistent with corporate and marketing objectives,be developed that is consistent with corporate and marketing objectives,
the company's overall marketing strategy and marketing plan, and withthe company's overall marketing strategy and marketing plan, and with
the  substrategies  of  product,  price  and  channel.  With  thesethe  substrategies  of  product,  price  and  channel.  With  these
considerations in mind, a sales strategy would be developed based up onconsiderations in mind, a sales strategy would be developed based up on
the following criteria:the following criteria:

 Define specifically in terms of those customer firms whom theDefine specifically in terms of those customer firms whom the
sales force will be expected to call.sales force will be expected to call.

 Determine where these customer plants are located by countyDetermine where these customer plants are located by county
and by the size of the company.and by the size of the company.

 Determine the size of the markets in terms of potential salesDetermine the size of the markets in terms of potential sales
of the companies defined in the above two steps.of the companies defined in the above two steps.

 Establish sales territories based on market potentials and onEstablish sales territories based on market potentials and on
geographic limitations.geographic limitations.

 Establish sales quotes and profit objectives for each of theEstablish sales quotes and profit objectives for each of the
defined  territories  based  on  the  sales  potential  and  competitivedefined  territories  based  on  the  sales  potential  and  competitive
constraints involved in each territory.constraints involved in each territory.
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 Determine how the defined territories will  be covered; howDetermine how the defined territories will  be covered; how
many regional and/or district sales managers, if any, shall be usedmany regional and/or district sales managers, if any, shall be used
and where they will be headquartered. and where they will be headquartered. 

 Determine  specifically  what  buying  influences  must  beDetermine  specifically  what  buying  influences  must  be
reached  by  the  salespeople  if  they  are  to  sell  effectively,  andreached  by  the  salespeople  if  they  are  to  sell  effectively,  and
determine what their influencing motives are.determine what their influencing motives are.

 On  the  basis  of  the  products  to  be  sold  and  the  buyerOn  the  basis  of  the  products  to  be  sold  and  the  buyer
characteristics  involved,  develop  a  job  description  for  the  fieldcharacteristics  involved,  develop  a  job  description  for  the  field
salesperson  specifically  outlining  his/her  duties,  responsibilities,salesperson  specifically  outlining  his/her  duties,  responsibilities,
requirements, and other such factors.requirements, and other such factors.

 Formulate a compensation plan that is attractive, motivating,Formulate a compensation plan that is attractive, motivating,
realistic  and  compatible  with  the  products  being  sold,  therealistic  and  compatible  with  the  products  being  sold,  the
customer's expectations, the breadth and depth of the market, thecustomer's expectations, the breadth and depth of the market, the
time  required  to  close  the  sale,  etc  in  the  form  of  salary,time  required  to  close  the  sale,  etc  in  the  form  of  salary,
commission,  bonuses  and  others  both  to  attract  and  retaincommission,  bonuses  and  others  both  to  attract  and  retain
salespersons.salespersons.

 Recruit, select, hire and train salesperson and assign them toRecruit, select, hire and train salesperson and assign them to
the defined territories.the defined territories.

 Motivate  the  salespersons,  evaluating  their  performance  inMotivate  the  salespersons,  evaluating  their  performance  in
the light of the job description and the sales objectives, transferringthe light of the job description and the sales objectives, transferring
them when necessary, promoting when appropriate and replacingthem when necessary, promoting when appropriate and replacing
when necessary.when necessary.

 Being  flexible  and  modifying  all  the  above  steps,  as  theBeing  flexible  and  modifying  all  the  above  steps,  as  the
occasion requires. occasion requires. 

This formats is admittedly superficial, but time and space do not permitThis formats is admittedly superficial, but time and space do not permit
an extensive and exhaustive analysis of the industrial sales managers job.an extensive and exhaustive analysis of the industrial sales managers job.
Personal selling, as with products and channels, is not an entity in and ofPersonal selling, as with products and channels, is not an entity in and of
itself. To be effective, personal selling must be integrated into the entireitself. To be effective, personal selling must be integrated into the entire
marketing plan and marketing strategy.marketing plan and marketing strategy.

9.4 ADVERTISING IN THE INDUSTRIAL MARKET9.4 ADVERTISING IN THE INDUSTRIAL MARKET
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In  a  general  sense,  advertising  is  advertising  whether  it  be  in  theIn  a  general  sense,  advertising  is  advertising  whether  it  be  in  the
consumer market or the industrial market. It is basically a communicationconsumer market or the industrial market. It is basically a communication
process that aims to reach and influence people with its message. Theprocess that aims to reach and influence people with its message. The
type  of  influence  might  be  educational,  persuasive,  or  cognitive.  Thetype  of  influence  might  be  educational,  persuasive,  or  cognitive.  The
general objective of advertising is to bring about some kind of change in ageneral objective of advertising is to bring about some kind of change in a
target market – a change in awareness, the level of knowledge, attitude,target market – a change in awareness, the level of knowledge, attitude,
or whatever. This kind of desired change is positive, but advertising isor whatever. This kind of desired change is positive, but advertising is
also used to maintain levels of awareness or levels of knowledge, and soalso used to maintain levels of awareness or levels of knowledge, and so
on.on.

Advertising is characterized by its non-personal mass appeal. In a way, itAdvertising is characterized by its non-personal mass appeal. In a way, it
is the other end of the communication spectrum from personal selling. Inis the other end of the communication spectrum from personal selling. In
the  industrial  market,  advertising  is  a  much  cheaper  form  ofthe  industrial  market,  advertising  is  a  much  cheaper  form  of
communication than personal selling and as such, can perform certaincommunication than personal selling and as such, can perform certain
tasks much more economically  than can company salespeople.  On thetasks much more economically  than can company salespeople.  On the
other hand, industrial marketing frequently requires personal contact ifother hand, industrial marketing frequently requires personal contact if
sales  are to  be  consummated.  Industrial  buyers  rarely  buy goods andsales  are to  be  consummated.  Industrial  buyers  rarely  buy goods and
services initially through advertising alone. This means that advertisingservices initially through advertising alone. This means that advertising
can perform some of the previously discussed promotion tasks better thancan perform some of the previously discussed promotion tasks better than
can  the  salesperson,  but  the  latter  can  perform  other  tasks  morecan  the  salesperson,  but  the  latter  can  perform  other  tasks  more
effectively than can advertising. This almost naturally leads to a blendingeffectively than can advertising. This almost naturally leads to a blending
of  the two components,  although many industrial  marketing managersof  the two components,  although many industrial  marketing managers
probably fail to realize it.probably fail to realize it.
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9.4.1 Advertising's Roles in Industrial Marketing9.4.1 Advertising's Roles in Industrial Marketing
Industrial advertising's roles differ from the roles played by advertising inIndustrial advertising's roles differ from the roles played by advertising in
the consumer market. Consumer marketing managers are often able tothe consumer market. Consumer marketing managers are often able to
use advertising alone to bring a prospective customer all the way fromuse advertising alone to bring a prospective customer all the way from
awareness to the closing of the sale and even use advertising to keep thatawareness to the closing of the sale and even use advertising to keep that
customer sold.  In most cases,  industrial  advertisement cannot do this.customer sold.  In most cases,  industrial  advertisement cannot do this.
Product  complexities  and buyer  expectations require personal  contact.Product  complexities  and buyer  expectations require personal  contact.
This alters advertising's role in the industrial market. The following areThis alters advertising's role in the industrial market. The following are
some of the major roles played by advertising in the industrial market.some of the major roles played by advertising in the industrial market.

-- To  create  a  favorable  climate  for  personal  sales:To  create  a  favorable  climate  for  personal  sales: it  plays  a it  plays  a
foundation  prior  to  the  sales  person's  call.  It  believes  in  thefoundation  prior  to  the  sales  person's  call.  It  believes  in  the
statement,  "I  do  not  know  who  you  are,  your  company,  yourstatement,  "I  do  not  know  who  you  are,  your  company,  your
company's  product,  you  company's  customers,  reputations,  etc..company's  product,  you  company's  customers,  reputations,  etc..
before advertising."before advertising."

-- To stimulate derived demand:To stimulate derived demand: because of the volatility of a derived because of the volatility of a derived
demand  in  the  industrial  market,  many  industrial  marketingdemand  in  the  industrial  market,  many  industrial  marketing
managers use advertising to stimulate demand for the products ofmanagers use advertising to stimulate demand for the products of
their customers, thus bolstering direct industrial demand.their customers, thus bolstering direct industrial demand.

-- To project  a  favorable  corporate  image:To  project  a  favorable  corporate  image: owing  to  the  furor  and owing  to  the  furor  and
concern  brought  about  by  environmentalists  and  others  in  theconcern  brought  about  by  environmentalists  and  others  in  the
ecology  movement  that  has  developed  in  recent  years,  manyecology  movement  that  has  developed  in  recent  years,  many
industrial companies have used advertising to project a favorableindustrial companies have used advertising to project a favorable
image to the public.image to the public.

-- To provide the most economical promotional mix:To provide the most economical promotional mix: advertising plays advertising plays
a  major  role  in  industrial  marketing.  Because  it  can  reducea  major  role  in  industrial  marketing.  Because  it  can  reduce
promotional costs, often without any detrimental effects.promotional costs, often without any detrimental effects.

-- To reach inaccessible buying influences:To reach inaccessible buying influences: for various reasons, these for various reasons, these
buying influences refuse to see salespeople and they may still exertbuying influences refuse to see salespeople and they may still exert
considerable  influence  on  products  being  purchased  by  theirconsiderable  influence  on  products  being  purchased  by  their
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companies.  These  people,  however,  may  read  trade  publicationscompanies.  These  people,  however,  may  read  trade  publications
and general business journals and reached by advertising.and general business journals and reached by advertising.

-- To reach unknown buying influences:To reach unknown buying influences: there are other times when there are other times when
field sales people do not know all of their buying influences. This isfield sales people do not know all of their buying influences. This is
often the case (a) whit new salespeople or (b) new customers, but itoften the case (a) whit new salespeople or (b) new customers, but it
can  even  be  true  with  experienced  salespeople  where  customercan  even  be  true  with  experienced  salespeople  where  customer
corporate  reorganizations  and  the  like  have  shuffled  buyingcorporate  reorganizations  and  the  like  have  shuffled  buying
influences.influences.

9.4.2 Media in the Industrial Market9.4.2 Media in the Industrial Market
Almost  all  types  of  advertising  media  have been used at  one time orAlmost  all  types  of  advertising  media  have been used at  one time or
another by industrial advertisers but the following three types have foundanother by industrial advertisers but the following three types have found
the widest application:the widest application:

1.1. Space advertising: it includes general magazines, general businessSpace advertising: it includes general magazines, general business
publications  and  trade  journal  publications.  If  they  are  properlypublications  and  trade  journal  publications.  If  they  are  properly
selected  they  can  reach  all  the  buying  influences  with  a  messageselected  they  can  reach  all  the  buying  influences  with  a  message
appropriate for each.appropriate for each.

The value of trade, general business and general magazine publication toThe value of trade, general business and general magazine publication to
reach  the  intended  buying  influences  in  defined  customer  firms.  Itreach  the  intended  buying  influences  in  defined  customer  firms.  It
depends on questions like the following:depends on questions like the following:

 What is the publication's circulation?What is the publication's circulation?
 Who specifically reads it? This is concerned with readership.Who specifically reads it? This is concerned with readership.
 How good is its editorial content?How good is its editorial content?
 How good are its articles? This is concerned with value of articles?How good are its articles? This is concerned with value of articles?
 How much are its advertising costs?How much are its advertising costs?

In  selecting  space  media,  the  industrial  marketing  manager  andIn  selecting  space  media,  the  industrial  marketing  manager  and
advertising manager should be guided by three factors. These are:advertising manager should be guided by three factors. These are:

 to  reach  as  many  people  as  possible  in  those  companies  in  theto  reach  as  many  people  as  possible  in  those  companies  in  the
defined target marketsdefined target markets
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 to reach as many of the known buying influences as possible with into reach as many of the known buying influences as possible with in
those customer firms, andthose customer firms, and

 to accomplish both of these at the most reasonable cost.to accomplish both of these at the most reasonable cost.

2.2. Direct  mail  advertising:  it  is  the  second  most  used  advertisingDirect  mail  advertising:  it  is  the  second  most  used  advertising
medium that can be defined as any printed or processed form directedmedium that can be defined as any printed or processed form directed
to selected individuals by controlled distribution. There are three basicto selected individuals by controlled distribution. There are three basic
types of direct mail. These are: types of direct mail. These are: 

i)i) Direct mail advertising, which is basically the sameDirect mail advertising, which is basically the same
as  other  advertising  except  that  it  utilizes  the  direct  mailas  other  advertising  except  that  it  utilizes  the  direct  mail
medium – the advertising copy may be identical to that usedmedium – the advertising copy may be identical to that used
in space advertising.in space advertising.

ii)ii) Direct  mail  sales  promotion  that  tries  to  get  theDirect  mail  sales  promotion  that  tries  to  get  the
respondent to react in some manner, such as obtain leads forrespondent to react in some manner, such as obtain leads for
salespeople,  to  open  the  door  for  salespeople,  to  get  thesalespeople,  to  open  the  door  for  salespeople,  to  get  the
respondent  to  identify  him/herself  by  offering  furtherrespondent  to  identify  him/herself  by  offering  further
information and so non.information and so non.

iii)iii) Direct mail selling where the sender actually triesDirect mail selling where the sender actually tries
to sell via mail with no personal selling involved. This type isto sell via mail with no personal selling involved. This type is
not as common in the industrial market as the first two types,not as common in the industrial market as the first two types,
but it can be used effectively with established customers whobut it can be used effectively with established customers who
know and trust the advertiser.know and trust the advertiser.

Direct  mail  can  be  effective  industrial  advertising  medium  whenDirect  mail  can  be  effective  industrial  advertising  medium  when
prospective buying influences can be identified and located by name. It isprospective buying influences can be identified and located by name. It is
an  extremely  selective  and  flexible  medium.  Almost  any  format  oran  extremely  selective  and  flexible  medium.  Almost  any  format  or
approach can be used with direct mail, which is not the case with otherapproach can be used with direct mail, which is not the case with other
media.  Industrial  companies  have used direct  mail  to  send brochures,media.  Industrial  companies  have used direct  mail  to  send brochures,
catalog sheets, letters, bulletins, folders, sales manuals, price lists andcatalog sheets, letters, bulletins, folders, sales manuals, price lists and
even samples. No other advertising medium offers such flexibility.even samples. No other advertising medium offers such flexibility.

139



However, direct mail can be wasteful and expensive if prospects cannotHowever, direct mail can be wasteful and expensive if prospects cannot
be pinpointed. "Nothing wastes money and time faster than untargetedbe pinpointed. "Nothing wastes money and time faster than untargeted
direct mail marketing campaign." Therefore, to compile a mailing list:direct mail marketing campaign." Therefore, to compile a mailing list:

-- prospective firms must be identified and specially locatedprospective firms must be identified and specially located
-- buying influences must be identifiedbuying influences must be identified
-- those buying influences must be identified by name.those buying influences must be identified by name.

3.3. Industrial  directory  advertising:  this  is  also  called  an  industrialIndustrial  directory  advertising:  this  is  also  called  an  industrial
buyer's guide. An industrial directory lists supply sources for variousbuyer's guide. An industrial directory lists supply sources for various
products (that are intended for use as buying guides in industry). If aproducts (that are intended for use as buying guides in industry). If a
purchasing agent wishes to purchase a certain product, that personpurchasing agent wishes to purchase a certain product, that person
may refer to a directory to find out who could supply such a product.may refer to a directory to find out who could supply such a product.

Directories  are  used  as  reference  material  by  buyers  and  buyingDirectories  are  used  as  reference  material  by  buyers  and  buying
influences. Advertisements in directories are more permanent. Buyers doinfluences. Advertisements in directories are more permanent. Buyers do
refer directories when they make decisions. They are a highly crediblerefer directories when they make decisions. They are a highly credible
medium and a basic buying tool. However, advertising in directories ismedium and a basic buying tool. However, advertising in directories is
coasty and many industrial companies do not purchase them for thesecoasty and many industrial companies do not purchase them for these
reasons.  Directories  are  also  read  by  competitors  that  fractionalizereasons.  Directories  are  also  read  by  competitors  that  fractionalize
advertising readership. Advertisings placed in directories will not reachadvertising readership. Advertisings placed in directories will not reach
prospective companies not purchasing those directories.prospective companies not purchasing those directories.

The three media of space advertising, direct mail, and industrial directoryThe three media of space advertising, direct mail, and industrial directory
advertising  comprise  the  bulk  of  industrial  advertising.  Althoughadvertising  comprise  the  bulk  of  industrial  advertising.  Although
newspapers,  radio,  and  television  are  used  at  times,  they  are  notnewspapers,  radio,  and  television  are  used  at  times,  they  are  not
considered  of  major  importance  in  industrial  advertising.  Industrialconsidered  of  major  importance  in  industrial  advertising.  Industrial
advertisements must reach the buying influences, and if they do not, theyadvertisements must reach the buying influences, and if they do not, they
are  of  little  value  to  the  marketing  manager.  In  the  minds  of  mostare  of  little  value  to  the  marketing  manager.  In  the  minds  of  most
industrial  marketing  managers  and  their  advertising  managers,  spaceindustrial  marketing  managers  and  their  advertising  managers,  space
advertising in trade publications and direct mail offer the best chances ofadvertising in trade publications and direct mail offer the best chances of
communicating with these buying influences.communicating with these buying influences.
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9.5 SALES PROMOTION IN THE INDUSTRIAL MARKET9.5 SALES PROMOTION IN THE INDUSTRIAL MARKET

In many industrial firms, little difference is made between advertising andIn many industrial firms, little difference is made between advertising and
sales promotion.  Often the two areas are handled as one –  there is  asales promotion.  Often the two areas are handled as one –  there is  a
single budget out of which allocations to both areas are made, and onesingle budget out of which allocations to both areas are made, and one
manager is responsible for both areas. In other companies, advertisingmanager is responsible for both areas. In other companies, advertising
and  sales  promotion  are  separate  departments,  each  having  its  ownand  sales  promotion  are  separate  departments,  each  having  its  own
department head who reports directly to the marketing manager. In thisdepartment head who reports directly to the marketing manager. In this
part, sales promotion shall be defined to include those non-personal areaspart, sales promotion shall be defined to include those non-personal areas
of promotion other than advertising. Four areas account for a lion shareof promotion other than advertising. Four areas account for a lion share
of  what  industrial  firms  spend  in  their  sales  promotion  budgets.  Aof  what  industrial  firms  spend  in  their  sales  promotion  budgets.  A
discussion of each of these areas may help to provide more insight intodiscussion of each of these areas may help to provide more insight into
the use of sales promotion in the industrial promotional mix.the use of sales promotion in the industrial promotional mix.

9.5.1 Catalogs9.5.1 Catalogs
They  are  complete  or  comprehensive  printed  information  about  aThey  are  complete  or  comprehensive  printed  information  about  a
product, designed for demonstration and/or reference work. The catalogproduct, designed for demonstration and/or reference work. The catalog
is  a  reference  form  of  promotion.  Buyers  and  buying  influences  inis  a  reference  form  of  promotion.  Buyers  and  buying  influences  in
industry keep catalogs in their plants and when purchasing opportunitiesindustry keep catalogs in their plants and when purchasing opportunities
come up, they refer to their catalogs, for comparisons of specification,come up, they refer to their catalogs, for comparisons of specification,
prices, terms, etc., to screen potential suppliers.prices, terms, etc., to screen potential suppliers.

Effective use of the catalog depends upon how well it is prepared, howEffective use of the catalog depends upon how well it is prepared, how
well  it  is  distributed,  and  the  use  sales  force  makes  of  it.  A  poorlywell  it  is  distributed,  and  the  use  sales  force  makes  of  it.  A  poorly
prepared  catalog  soon  loses  credibility  regardless  of  how  well  it  isprepared  catalog  soon  loses  credibility  regardless  of  how  well  it  is
distributed to those who could use it. Moreover, distributed to those who could use it. Moreover, 

-- the practical value of a catalog increase if it is perfectly organizedthe practical value of a catalog increase if it is perfectly organized
-- it  must  reach  those  buying  influences  making  decision  overit  must  reach  those  buying  influences  making  decision  over

distribution  whereas  under  distribution  brings  about  opportunitydistribution  whereas  under  distribution  brings  about  opportunity
losses because, the catalogs do not reach the key buying influenceslosses because, the catalogs do not reach the key buying influences
who specify competitive products.who specify competitive products.

-- Salespeople must be properly trained to use the catalog in the field.Salespeople must be properly trained to use the catalog in the field.
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Note that catalog promotion is constantly in house with the customer,Note that catalog promotion is constantly in house with the customer,
and the buying influences use catalogs as references much as they useand the buying influences use catalogs as references much as they use
industrial directories. Nevertheless, catalogs are a relatively high pricedindustrial directories. Nevertheless, catalogs are a relatively high priced
promotional  medium and their  cost  further  increases  when effectivelypromotional  medium and their  cost  further  increases  when effectively
distributed. distributed. 

9.5.2 Tradeshows 9.5.2 Tradeshows 
They are a common form of industrial sales promotion. This is about theThey are a common form of industrial sales promotion. This is about the
oldest form of industrial promotion and its origin can be traced back tooldest form of industrial promotion and its origin can be traced back to
medieval times. When artisans exhibited their wares at fairs. In generalmedieval times. When artisans exhibited their wares at fairs. In general
sense,  today's  tradeshow  is  still  an  industrial  fair,  complete  in  manysense,  today's  tradeshow  is  still  an  industrial  fair,  complete  in  many
instances will all the characteristics of any fair. Tradeshows have a basicinstances will all the characteristics of any fair. Tradeshows have a basic
characteristics different from all other forms of industrial promotion:characteristics different from all other forms of industrial promotion:

 they bring the customer to the company as opposed tothey bring the customer to the company as opposed to
the opposite, resulting in a concentration of  customers that mightthe opposite, resulting in a concentration of  customers that might
not be achieved in any other manner.not be achieved in any other manner.

 Often the tradeshows in an industry bring the bulk ofOften the tradeshows in an industry bring the bulk of
buyers  and  buying  influences  under  one  roof  for  the  expressbuyers  and  buying  influences  under  one  roof  for  the  express
purpose of shopping.purpose of shopping.

 Tradeshow promotion has concentrated power as doesTradeshow promotion has concentrated power as does
no other form of industrial promotion.no other form of industrial promotion.

Analysts  of  trade  show  promotion,  however,  shows  that  there  is  noAnalysts  of  trade  show  promotion,  however,  shows  that  there  is  no
universal  acceptance  of  tradeshows  as  an  industrial  sales  promotionuniversal  acceptance  of  tradeshows  as  an  industrial  sales  promotion
medium.  Industrial  marketing  managers  who  believe  in  them  do  somedium.  Industrial  marketing  managers  who  believe  in  them  do  so
strongly  and use them extensively.  Those who do not  believe in  themstrongly  and use them extensively.  Those who do not  believe in  them
appear  to  be  just  as  strong  in  their  convictions.  Industrial  marketingappear  to  be  just  as  strong  in  their  convictions.  Industrial  marketing
managers do not appear to be indifferent toward tradeshow promotion –managers do not appear to be indifferent toward tradeshow promotion –
they either like them or they do not. The result is that a relatively smallthey either like them or they do not. The result is that a relatively small
number of industrial companies appear to account for most trade shownumber of industrial companies appear to account for most trade show
promotion.promotion.
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Tradeshows  in  general  continue  to  experience  strong  increase  inTradeshows  in  general  continue  to  experience  strong  increase  in
attendance, in number of exhibitors, in an amount of space sold at theattendance, in number of exhibitors, in an amount of space sold at the
show. Despite  materials  shortages,  fuel  shortages,  recession,  inflation,show. Despite  materials  shortages,  fuel  shortages,  recession,  inflation,
higher  prices,  and all  the  rest  tradeshows continue to  be  used as  anhigher  prices,  and all  the  rest  tradeshows continue to  be  used as  an
industrial marketing tool.industrial marketing tool.

Thus, the value of tradeshow promotion can be best understood with theThus, the value of tradeshow promotion can be best understood with the
following objectives in mind: following objectives in mind: 

-- meeting potential customersmeeting potential customers
-- accumulating a mailing listaccumulating a mailing list
-- introducing new products introducing new products 
-- discovering new applications for existing productsdiscovering new applications for existing products
-- demonstrating non-portable equipmentsdemonstrating non-portable equipments
-- hiring new personnel andhiring new personnel and
-- establishing new representatives and dealers.establishing new representatives and dealers.

It is highly unlikely that any other single form of industrial  promotionIt is highly unlikely that any other single form of industrial  promotion
could be used to accomplish such objectives effectively and economically.could be used to accomplish such objectives effectively and economically.

9.5.3 Dealer and Distributor Materials9.5.3 Dealer and Distributor Materials
Some part of an industrial sales promotion budgets go towards dealerSome part of an industrial sales promotion budgets go towards dealer
and distributor materials that manufacturers provide to their middlemenand distributor materials that manufacturers provide to their middlemen
to help the latter promote effectively in their local markets. Typical ofto help the latter promote effectively in their local markets. Typical of
such materials are:such materials are:

-- Point of Purchase (POP) displays for dealer showroomsPoint of Purchase (POP) displays for dealer showrooms
-- Technical bulletinsTechnical bulletins
-- Dealer sales kitsDealer sales kits
-- Specialty advertising items such as calendars and business giftsSpecialty advertising items such as calendars and business gifts
-- Direct mail stuffersDirect mail stuffers
-- Price listsPrice lists
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For  any  manufacturers  using  distributors  and/or  manufacturers'For  any  manufacturers  using  distributors  and/or  manufacturers'
representatives in its channel of distribution, this form of promotion isrepresentatives in its channel of distribution, this form of promotion is
virtually a necessity if any degree of control is to be exercised over localvirtually a necessity if any degree of control is to be exercised over local
promotion at the middleman level.promotion at the middleman level.

9.5.4 Publicity and Public Relations9.5.4 Publicity and Public Relations
There  is  often  confusion  regarding  these  two  activities  and  theirThere  is  often  confusion  regarding  these  two  activities  and  their
functions. Publicity is defined as "non personal stimulation of demand forfunctions. Publicity is defined as "non personal stimulation of demand for
a product, service or business unit by planting commercially significanta product, service or business unit by planting commercially significant
new about it in a published medium or obtaining favorable presentationnew about it in a published medium or obtaining favorable presentation
of it  on radio, television, or stage that is not paid for by the sponsor.of it  on radio, television, or stage that is not paid for by the sponsor.
Properly used publicity can be a good supplement to advertising – it canProperly used publicity can be a good supplement to advertising – it can
be used as a tool to help build a favorable corporate image and such canbe used as a tool to help build a favorable corporate image and such can
contribute indirectly to company sales.contribute indirectly to company sales.

Public relations, on the other hand, can be defined as "the deliberate,Public relations, on the other hand, can be defined as "the deliberate,
planned,  and  sustained  effort  to  establish  and  maintain  mutualplanned,  and  sustained  effort  to  establish  and  maintain  mutual
understanding between an organization and its public. Public relations isunderstanding between an organization and its public. Public relations is
broader in scope than publicity  and is  aimed not  only  at  present  andbroader in scope than publicity  and is  aimed not  only  at  present  and
potential  customers,  but  also  at  stockholders,  employees,  government,potential  customers,  but  also  at  stockholders,  employees,  government,
voters and other such groups.voters and other such groups.

In many industrial companies publicity and public relations are lumpedIn many industrial companies publicity and public relations are lumped
together and assumed to be the same even though there are technicaltogether and assumed to be the same even though there are technical
differences. Regardless, this type of promotion can be very productive todifferences. Regardless, this type of promotion can be very productive to
the marketing manager believing in the corporate promotion approach.the marketing manager believing in the corporate promotion approach.

9.6 FORMULATING INDUSTRIAL PROMOTIONAL STRATEGY9.6 FORMULATING INDUSTRIAL PROMOTIONAL STRATEGY

In  the  final  analysis,  the  task  of  industrial  marketing  manager  is  toIn  the  final  analysis,  the  task  of  industrial  marketing  manager  is  to
integrate personal selling, advertising and sales promotion into an overallintegrate personal selling, advertising and sales promotion into an overall
promotional  mix  that  communicates  effectively  with  the  market  beingpromotional  mix  that  communicates  effectively  with  the  market  being
sought.  This  mix  must  be  consistent  with  corporate  and  marketingsought.  This  mix  must  be  consistent  with  corporate  and  marketing
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objectives,  the  firm's  marketing  strategy  and  marketing  plan.  In  theobjectives,  the  firm's  marketing  strategy  and  marketing  plan.  In  the
formulation of such a promotional strategy, the following format might beformulation of such a promotional strategy, the following format might be
considered:considered:

 Defining specifically  those  customer  firms to  be  reached by  theDefining specifically  those  customer  firms to  be  reached by  the
company's promotional strategy.company's promotional strategy.

 Defining specifically the buying influences (if possible by name andDefining specifically the buying influences (if possible by name and
position) that must be reached by the company's promotion.position) that must be reached by the company's promotion.

 Determining the size of the market (the number and concentrationDetermining the size of the market (the number and concentration
of customer firms to be reached).of customer firms to be reached).

 Defining specifically the objectives of each promotional component.Defining specifically the objectives of each promotional component.
What is the objective of personal selling? Advertising? And salesWhat is the objective of personal selling? Advertising? And sales
promotion?promotion?

 Determining specifically what message is to be communicated toDetermining specifically what message is to be communicated to
each  buying  influence  by  position.  What  does  each  of  the  keyeach  buying  influence  by  position.  What  does  each  of  the  key
buying influences required to make a decision on the product?buying influences required to make a decision on the product?

 Selecting  the  proper  medium  or  combination  of  media  mostSelecting  the  proper  medium  or  combination  of  media  most
capable of registering the intended message with the key buyingcapable of registering the intended message with the key buying
influences at the most reasonable cost.influences at the most reasonable cost.

 Recognizing  how  many  buying  influences  in  the  target  firmsRecognizing  how  many  buying  influences  in  the  target  firms
already know or are aware of the basic promotional message beingalready know or are aware of the basic promotional message being
communicated. This is to determine the effectiveness of promotion.communicated. This is to determine the effectiveness of promotion.

 Determining the methods by which the promotional efforts will beDetermining the methods by which the promotional efforts will be
evaluated. If  personal selling, advertising or sales promotion areevaluated. If  personal selling, advertising or sales promotion are
used, how will its contribution be measured?used, how will its contribution be measured?

 Determining  the  budget  required  to  implement  the  promotionalDetermining  the  budget  required  to  implement  the  promotional
strategy  defined  and  adjust  according  to  constraints  andstrategy  defined  and  adjust  according  to  constraints  and
promotional objectives.promotional objectives.

Check Your Progress ExercisesCheck Your Progress Exercises
1.1. Advertising and sales promotion in the industrial market are oftenAdvertising and sales promotion in the industrial market are often

seen as support functions for personal selling. Explain.seen as support functions for personal selling. Explain.
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2. Identify and explain the four major areas of sales promotion.Identify and explain the four major areas of sales promotion.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
3.3. Indicate  the  differences  between  industrial  and  consumerIndicate  the  differences  between  industrial  and  consumer

promotional strategies.promotional strategies.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
4.4. define  sales  management  and  differentiate  between  salesdefine  sales  management  and  differentiate  between  sales

management and marketing management.management and marketing management.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

9.7 SUMMARY9.7 SUMMARY

Promotional strategy is of major importance to the industrial marketingPromotional strategy is of major importance to the industrial marketing
manager  because,  in  many  instances,  product  specifications  makemanager  because,  in  many  instances,  product  specifications  make
competitive  products  very  similar  and  price  stabilization  objective  ofcompetitive  products  very  similar  and  price  stabilization  objective  of
industrial competitors bring about non-price competition. This means thatindustrial competitors bring about non-price competition. This means that
the real areas of competition take place in promotion.the real areas of competition take place in promotion.

The role of sales force in actuating the marketing concept makes it theThe role of sales force in actuating the marketing concept makes it the
primary emphasis in the industrial  marketer's promotional mix. That theprimary emphasis in the industrial  marketer's promotional mix. That the
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sales  force  plays  such  a  principal  role  in  promotion  depicts  a  majorsales  force  plays  such  a  principal  role  in  promotion  depicts  a  major
difference between industrial and consumer marketing and mandates thedifference between industrial and consumer marketing and mandates the
necessity of understanding the environment with in which sales peoplenecessity of understanding the environment with in which sales people
operate and the functions of sales management. How effective, efficient,operate and the functions of sales management. How effective, efficient,
and professional sales people operate in their environment depends onand professional sales people operate in their environment depends on
how well they are managed.how well they are managed.

Moreover, emphasis is given to complete the promotional strategy andMoreover, emphasis is given to complete the promotional strategy and
show how advertising and sales promotion are integrated with personalshow how advertising and sales promotion are integrated with personal
sales  in  the  formulation  of  industrial  promotion.  Advertising,  salessales  in  the  formulation  of  industrial  promotion.  Advertising,  sales
promotion,  and publicity play an important part  in the communicationpromotion,  and publicity play an important part  in the communication
strategy  of  industrial  marketers.  These  variables,  however,  must  bestrategy  of  industrial  marketers.  These  variables,  however,  must  be
carefully coordinated with personal selling if they are to contribute to thecarefully coordinated with personal selling if they are to contribute to the
overall effectiveness of communication strategy. Industrial advertising isoverall effectiveness of communication strategy. Industrial advertising is
used  to  reach  unknown  or  inaccessible  buying  influences,  to  createused  to  reach  unknown  or  inaccessible  buying  influences,  to  create
awareness  of  the  company,  to  enhance the  sales  call,  to  increase  theawareness  of  the  company,  to  enhance the  sales  call,  to  increase  the
overall  effectiveness  of  the  selling  effort,  and  to  support  distributors'overall  effectiveness  of  the  selling  effort,  and  to  support  distributors'
effort.  While  media  usage  generally  differs  from  that  used  in  theeffort.  While  media  usage  generally  differs  from  that  used  in  the
consumer market,  the same principles  apply  in developing advertisingconsumer market,  the same principles  apply  in developing advertising
and other promotional strategy.and other promotional strategy.
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9.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE9.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer to Sections 9.3 and 9.4Refer to Sections 9.3 and 9.4
2.2. Refer to Section 9.5 of item 9.5.1 to 9.5.4Refer to Section 9.5 of item 9.5.1 to 9.5.4
3.3. Refer to Section 9.2Refer to Section 9.2
4.4. Refer to Section 9.3 of item 9.3.1Refer to Section 9.3 of item 9.3.1
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UNIT 10: PRICING STRATEGY IN INDUSTRIAL MARKETINGUNIT 10: PRICING STRATEGY IN INDUSTRIAL MARKETING

ContentsContents
10.010.0  Aims and Objectives Aims and Objectives
10.110.1  Introduction Introduction
10.210.2  What is a Price What is a Price
10.310.3  The Importance of Price The Importance of Price
10.410.4  Pricing in the Industrial Market Pricing in the Industrial Market
10.510.5  Factors Influencing Industrial Pricing Decisions Factors Influencing Industrial Pricing Decisions

10.5.110.5.1 Customer DemandCustomer Demand
10.5.210.5.2 The Nature of Derived DemandThe Nature of Derived Demand
10.5.310.5.3 CompetitionCompetition
10.5.410.5.4 Cost ConsiderationsCost Considerations
10.5.510.5.5 Company Pricing ObjectivesCompany Pricing Objectives
10.5.610.5.6 Company Top ManagementCompany Top Management

10.610.6  Major Areas of Industrial Pricing Major Areas of Industrial Pricing
10.710.7  Pricing Strategies Pricing Strategies
10.810.8  Summary Summary
10.910.9  Answer to Check Your Progress Exercise Answer to Check Your Progress Exercise

10.0 AIMS AND OBJECTIVES10.0 AIMS AND OBJECTIVES

After reading the unit you must be able:After reading the unit you must be able:
-- to  understand  the  importance  and  nature  of  price  in  industrialto  understand  the  importance  and  nature  of  price  in  industrial

marketingmarketing
-- to explore the relevant pricing strategies in industrial marketingto explore the relevant pricing strategies in industrial marketing
-- to  point  out  the  actors  that  play  an  important  role  in  pricingto  point  out  the  actors  that  play  an  important  role  in  pricing

decisions.decisions.

10.1 INTRODUCTION10.1 INTRODUCTION
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The  fourth  strategy  in  marketing  involves  the  pricing  of  goods  andThe  fourth  strategy  in  marketing  involves  the  pricing  of  goods  and
services in the marketplace. This is not to imply that pricing takes placeservices in the marketplace. This is not to imply that pricing takes place
only after markets have been defined, their potential assessed, productsonly after markets have been defined, their potential assessed, products
produced,  channels  selected  and  implemented,  and  promotionalproduced,  channels  selected  and  implemented,  and  promotional
programs  introduced.  To  proceed  through  all  these  phases  and  thenprograms  introduced.  To  proceed  through  all  these  phases  and  then
decide upon a price can be tantamount to marketing disaster if the pricedecide upon a price can be tantamount to marketing disaster if the price
that will be paid by the market is less than the costs involved to producethat will be paid by the market is less than the costs involved to produce
and market the product in question. In other words, pricing strategy isand market the product in question. In other words, pricing strategy is
not  necessarily  the  last  sub-strategy  for  the  marketing  manager  tonot  necessarily  the  last  sub-strategy  for  the  marketing  manager  to
consider  in  putting  together  the  overall  strategy.  Pricing  should  beconsider  in  putting  together  the  overall  strategy.  Pricing  should  be
considered when the product is in the screening stage and those productsconsidered when the product is in the screening stage and those products
whose costs will exceed prices commanded in the market place should bewhose costs will exceed prices commanded in the market place should be
screened out on this basis.screened out on this basis.

In  a  properly  executed  marketing  strategy,  the  demand scheduled beIn  a  properly  executed  marketing  strategy,  the  demand scheduled be
known before the product is actually mass produced. The prospects ofknown before the product is actually mass produced. The prospects of
producing  and  marketing  a  product  and  hoping  the  price  in  theproducing  and  marketing  a  product  and  hoping  the  price  in  the
marketplace will be high enough to generate required profit objectivesmarketplace will be high enough to generate required profit objectives
leave a great deal to be desired. Therefore, although this unit will coverleave a great deal to be desired. Therefore, although this unit will cover
the fourth marketing sub-strategy  of  pricing,  this  does  not  imply  thatthe  fourth marketing sub-strategy  of  pricing,  this  does  not  imply  that
pricing is the fourth in importance in the formulation of overall marketingpricing is the fourth in importance in the formulation of overall marketing
strategy.strategy.

10.2 WHAT IS A PRICE?10.2 WHAT IS A PRICE?

Price is a relatively simple term, but it is not simple in its interpretation.Price is a relatively simple term, but it is not simple in its interpretation.
From a marketing point of view, price is the value placed on a good orFrom a marketing point of view, price is the value placed on a good or
service by customers at some point in time. It is important that the wordservice by customers at some point in time. It is important that the word
value be emphasized strongly. A product or service place in the marketvalue be emphasized strongly. A product or service place in the market
with  a  price  higher  or  lower  than  the  value  perceived  by  potentialwith  a  price  higher  or  lower  than  the  value  perceived  by  potential
customers does not really contain the customer orientation necessary tocustomers does not really contain the customer orientation necessary to
market that good or service. This value may be subjective,  and it  canmarket that good or service. This value may be subjective,  and it  can
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change  at  a  moment's  notice.  Nevertheless,  not  to  include  customerchange  at  a  moment's  notice.  Nevertheless,  not  to  include  customer
values into the pricing decision is in error. Yet a great many goods andvalues into the pricing decision is in error. Yet a great many goods and
services are priced with little or not market input or even suspicion ofservices are priced with little or not market input or even suspicion of
customer  perceived  value.  Many  manufacturers  take  the  cost  of  thecustomer  perceived  value.  Many  manufacturers  take  the  cost  of  the
product, and on a margin, and call that the price. Although this may be aproduct, and on a margin, and call that the price. Although this may be a
simple way to price, it lacks reality in that it does not take into account:simple way to price, it lacks reality in that it does not take into account:

-- market conditionmarket condition
-- excess production capacityexcess production capacity
-- competitive pricescompetitive prices
-- available substitutes and their pricesavailable substitutes and their prices
-- product differencesproduct differences
-- phase of the product lifecycle and growth rate of the marketphase of the product lifecycle and growth rate of the market
-- whether other prices are rising, stable or fallingwhether other prices are rising, stable or falling
-- market share and the market's ability to buymarket share and the market's ability to buy
-- the market's expectation and competitor responses to pricethe market's expectation and competitor responses to price
-- industry changes.industry changes.

When it is recalled also that in marketing a product or service is a wantWhen it is recalled also that in marketing a product or service is a want
satisfier, it is most logical to assume that the pricing of that same productsatisfier, it is most logical to assume that the pricing of that same product
or service should be consistent with want satisfaction and thus relevantor service should be consistent with want satisfaction and thus relevant
to customer value. In this material, price will be defined as value to theto customer value. In this material, price will be defined as value to the
customer and pricing shall mean the process of determining this valuecustomer and pricing shall mean the process of determining this value
and  then  converting  it  into  dollars  and  cents  and  then  makingand  then  converting  it  into  dollars  and  cents  and  then  making
comparisons in the marketplace.comparisons in the marketplace.

10.3 THE IMPORTANCE OF PRICE10.3 THE IMPORTANCE OF PRICE

Price can be extremely critical part of the marketing strategy of manyPrice can be extremely critical part of the marketing strategy of many
companies. It is useful:companies. It is useful:

 to produce a proper product for a market segmentto produce a proper product for a market segment
 to get it into an effective channel of distributionto get it into an effective channel of distribution
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 to promote it in an effective mannerto promote it in an effective manner
 to get market acceptance for a productto get market acceptance for a product
 to offset competitive thrusts when price competition play ato offset competitive thrusts when price competition play a

major partmajor part
 to  determine  the  firm's  revenue  and  financial  position  into  determine  the  firm's  revenue  and  financial  position  in

general.general.

The  importance  of  price  differs  appreciably  in  the  marketing  mix  ofThe  importance  of  price  differs  appreciably  in  the  marketing  mix  of
different industrial companies. For instance price has been found to be andifferent industrial companies. For instance price has been found to be an
extremely  important  in  the  life  truck  industry  specially  with  small  toextremely  important  in  the  life  truck  industry  specially  with  small  to
medium sized products.medium sized products.

All  told,  there  are  enough  reasons  why  price  cannot  be  ignored  andAll  told,  there  are  enough  reasons  why  price  cannot  be  ignored  and
cannot be handled as a marketing residual activity. Proper or impropercannot be handled as a marketing residual activity. Proper or improper
pricing strategy can often determine the success of an entire marketingpricing strategy can often determine the success of an entire marketing
strategy. It is not an area to be taken lightly by the marketing manager,strategy. It is not an area to be taken lightly by the marketing manager,
and it requires very specific criteria – criteria much more specific thanand it requires very specific criteria – criteria much more specific than
the other three sub-strategies.  To miss a price by two or three cents canthe other three sub-strategies.  To miss a price by two or three cents can
often lead to rejection in the marketplace.often lead to rejection in the marketplace.
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10.4 PRICING IN THE INDUSTRIAL MARKET10.4 PRICING IN THE INDUSTRIAL MARKET

  
The role of price in the industrial market is basically similar to the roleThe role of price in the industrial market is basically similar to the role
price plays in the consumer market, although there are some distinct,price plays in the consumer market, although there are some distinct,
important differences. For example, many industrial buyers rate price aimportant differences. For example, many industrial buyers rate price a
much  less  important  buying  consideration  that  certainty  of  delivery,much  less  important  buying  consideration  that  certainty  of  delivery,
quality  of  the  products,  service  provisions  by  the  manufacturer  andquality  of  the  products,  service  provisions  by  the  manufacturer  and
technical assistance. For those buyers, it makes little sense to buy lower-technical assistance. For those buyers, it makes little sense to buy lower-
priced products if the suppliers cannot deliver on time and in the quantitypriced products if the suppliers cannot deliver on time and in the quantity
required  or  if  their  product  quality  is  lower,  and  so  forth.  With  arequired  or  if  their  product  quality  is  lower,  and  so  forth.  With  a
production process, these factors add to cost rather than save money.production process, these factors add to cost rather than save money.

Another factor affecting the role of price for some industrial marketingAnother factor affecting the role of price for some industrial marketing
managers  is  the  bidding  process.  In  bidding  situations,  because  allmanagers  is  the  bidding  process.  In  bidding  situations,  because  all
bidders must conform to specifications, price may be the deciding factorbidders must conform to specifications, price may be the deciding factor
in a sale. Million dollar orders can be lost because of $50 differences inin a sale. Million dollar orders can be lost because of $50 differences in
bids. The bidding process puts tremendous pressure on some industrialbids. The bidding process puts tremendous pressure on some industrial
marketing managers and their pricing analysts. The bidding process hasmarketing managers and their pricing analysts. The bidding process has
brought  about  the  use  of  bidding  models  and  other  sophisticatedbrought  about  the  use  of  bidding  models  and  other  sophisticated
approaches to the pricing of industrial products. approaches to the pricing of industrial products. 

An additional factor involved with the pricing of industrial  products isAn additional factor involved with the pricing of industrial  products is
negotiation.  Many industrial  products  are  marketed at  a  price  agreednegotiation.  Many industrial  products  are  marketed at  a  price  agreed
upon  by  both  buyer  and  seller  by  negotiation  between  the  two.  Toupon  by  both  buyer  and  seller  by  negotiation  between  the  two.  To
understand better how this works, an example might be helpful. Assumeunderstand better how this works, an example might be helpful. Assume
that  a  purchasing  director  wishes  to  purchase  a  line  of  originalthat  a  purchasing  director  wishes  to  purchase  a  line  of  original
manufactured products. He then contacts appropriate suppliers to bid onmanufactured products. He then contacts appropriate suppliers to bid on
the  components.  Requests  for  proposals  are  sent  to  the  suppliersthe  components.  Requests  for  proposals  are  sent  to  the  suppliers
requesting unit  prices by size and in various quantities in accordancerequesting unit  prices by size and in various quantities in accordance
with specifications in the bids. The quotations that come back will almostwith specifications in the bids. The quotations that come back will almost
always  vary  by  unit  price  and  overall  price.  This  is  what  negotiationalways  vary  by  unit  price  and  overall  price.  This  is  what  negotiation
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means, and it is very common in industrial marketing, even in biddingmeans, and it is very common in industrial marketing, even in bidding
situations.situations.

Derived demand also affects pricing's role in industrial marketing. ForDerived demand also affects pricing's role in industrial marketing. For
example,  an  automobile  manufacturer  will  only  purchase  componentexample,  an  automobile  manufacturer  will  only  purchase  component
parts such as batteries, tires, and so on, when there is demand for itsparts such as batteries, tires, and so on, when there is demand for its
product. Thus, when auto sales drop off, the demand for auto componentproduct. Thus, when auto sales drop off, the demand for auto component
parts also drops off, regardless of price. In other words, derived demandparts also drops off, regardless of price. In other words, derived demand
has the effect of making price less influential than it might be. What thishas the effect of making price less influential than it might be. What this
means  is  that  the  industry  price  elasticity  of  demand  is  relativelymeans  is  that  the  industry  price  elasticity  of  demand  is  relatively
inelastic, but the demand for the product of each supplier in that industryinelastic, but the demand for the product of each supplier in that industry
may well be relatively elastic, as the negotiation process has indicated.may well be relatively elastic, as the negotiation process has indicated.

Still another factor involved in industrial pricing is that prices chargedStill another factor involved in industrial pricing is that prices charged
and prices actually paid may be quite different. In the consumer market,and prices actually paid may be quite different. In the consumer market,
sticker  prices  and  actual  prices  paid  are  generally  the  same.  In  thesticker  prices  and  actual  prices  paid  are  generally  the  same.  In  the
industrial  market,  it  is  often impossible  to  determine the  actual  priceindustrial  market,  it  is  often impossible  to  determine the  actual  price
paid. To illustrate, many industrial marketing management start off withpaid. To illustrate, many industrial marketing management start off with
their list prices, which are those prices actually printed on their pricetheir list prices, which are those prices actually printed on their price
lists. But none of their customers may eventually pay those list prices.lists. But none of their customers may eventually pay those list prices.
Net prices, or prices actually paid, are determined from list prices minusNet prices, or prices actually paid, are determined from list prices minus
such  factors  as  cash  discounts,  trade  and  quantity  discounts,  salessuch  factors  as  cash  discounts,  trade  and  quantity  discounts,  sales
rebates, geographic freight differences and so on. What it all amounts torebates, geographic freight differences and so on. What it all amounts to
is that it is often impossible to determine who paid what for what, andis that it is often impossible to determine who paid what for what, and
thus actual prices paid are often a mystery.thus actual prices paid are often a mystery.

All this implies that although pricing plays about the same role in bothAll this implies that although pricing plays about the same role in both
the consumer and industrial markets, there are differences in the actualthe consumer and industrial markets, there are differences in the actual
practice of pricing in the two markets.practice of pricing in the two markets.

10.5 FACTORS INFLUENCING INDUSTRIAL PRICING DECISIONS10.5 FACTORS INFLUENCING INDUSTRIAL PRICING DECISIONS
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There is no simplistic approach to the industrial pricing decision. Rather,There is no simplistic approach to the industrial pricing decision. Rather,
this  decision  depends  on  multiple  factors,  and  consideration  must  bethis  decision  depends  on  multiple  factors,  and  consideration  must  be
given to the interaction of given to the interaction of 

-- customer demand customer demand 
-- the nature of derived demandthe nature of derived demand
-- competitioncompetition
-- cost and profits relationshipcost and profits relationship
-- company pricing objectivescompany pricing objectives
-- company top managementcompany top management
-- government regulationgovernment regulation

Each of these dimensions is independently and jointly significant in theEach of these dimensions is independently and jointly significant in the
pricing decision.pricing decision.

10.5.1 Customer Demand10.5.1 Customer Demand
The  demand  for  virtually  all-industrial  products  is  derived  from  theThe  demand  for  virtually  all-industrial  products  is  derived  from  the
demand  and  production  of  some  consumer  end  product.  As  a  result,demand  and  production  of  some  consumer  end  product.  As  a  result,
industrial buyers are more concerned with the questions of whom to buyindustrial buyers are more concerned with the questions of whom to buy
from and why than whether or not to buy (this ignores the "make-or-buy"from and why than whether or not to buy (this ignores the "make-or-buy"
decision).  In  turn,  the  industrial  marketer  usually  worries  more aboutdecision).  In  turn,  the  industrial  marketer  usually  worries  more about
influencing the more immediate industrial demand than about stimulatinginfluencing the more immediate industrial demand than about stimulating
demand in the consumer market.demand in the consumer market.

However, the industrial market is diverse and complex. A single productHowever, the industrial market is diverse and complex. A single product
may be used in many different applications and have varying usage levelsmay be used in many different applications and have varying usage levels
across  individual  firms  and  market  segments.  The  importance  of  theacross  individual  firms  and  market  segments.  The  importance  of  the
product  to  buyers'  end  products  may  also  vary.  For  these  reasons,product  to  buyers'  end  products  may  also  vary.  For  these  reasons,
potential  demand,  sensitivity  to  price,  and  potential  profitability  differpotential  demand,  sensitivity  to  price,  and  potential  profitability  differ
across market segments. In setting price to influence demand therefore,across market segments. In setting price to influence demand therefore,
industrial marketers must understand:industrial marketers must understand:

-- how products are usedhow products are used
-- recognize the potential customer benefitsrecognize the potential customer benefits
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-- examine the cost of owning and using the products andexamine the cost of owning and using the products and
-- determine product values from the customer's perspectivedetermine product values from the customer's perspective

Analyzing  customer  benefits:Analyzing  customer  benefits: in  evaluating  competing  suppliers, in  evaluating  competing  suppliers,
organizational buyers assess the benefits of each suppliers total offeringorganizational buyers assess the benefits of each suppliers total offering
in  relation  to  the  price  quoted.  However,  the  various  buying decisionin  relation  to  the  price  quoted.  However,  the  various  buying decision
influencers with in the firm emphasize different benefit and, thus, do notinfluencers with in the firm emphasize different benefit and, thus, do not
all  value  the  product  identically.  Product  benefits  may  be  functional,all  value  the  product  identically.  Product  benefits  may  be  functional,
operational, financial or personal.operational, financial or personal.

Functional benefits involve product design characteristics, aspects thatFunctional benefits involve product design characteristics, aspects that
might  be  particularly  attractive  to  technical  personal.  Operationalmight  be  particularly  attractive  to  technical  personal.  Operational
benefits focus on product attributes such as reliability and consistencybenefits focus on product attributes such as reliability and consistency
and are usually deemed important by manufacturing and quality controland are usually deemed important by manufacturing and quality control
people. people. 

Financial  benefits  center  on  favorable  credit  terms  and  cost  savingFinancial  benefits  center  on  favorable  credit  terms  and  cost  saving
opportunities that are important to purchasing managers and controllers.opportunities that are important to purchasing managers and controllers.
Personal  benefits  involve  such  factors  as  reduced  risk,  organizationalPersonal  benefits  involve  such  factors  as  reduced  risk,  organizational
status, and the personal satisfaction of doing a job well. These benefitsstatus, and the personal satisfaction of doing a job well. These benefits
might impact the decision of any influences.might impact the decision of any influences.

Analyzing  customer  costs:Analyzing  customer  costs: in  addition  to  weighing  benefits, in  addition  to  weighing  benefits,
organizational  customers assess  the  costs  associated with owning andorganizational  customers assess  the  costs  associated with owning and
using the product. By applying lifecycle costing, a method that calculatesusing the product. By applying lifecycle costing, a method that calculates
the total  cost of a purchase over its life span, the buyer evaluates allthe total  cost of a purchase over its life span, the buyer evaluates all
relevant costs. Maintenance, repair, operating costs and useful productrelevant costs. Maintenance, repair, operating costs and useful product
life are included in lifecycle costing analysis.life are included in lifecycle costing analysis.

Price Sensitivity:Price Sensitivity: product value is related to the buyer's sensitivity to product value is related to the buyer's sensitivity to
price. Price sensitivity varies with purchasers, overtime, and from one setprice. Price sensitivity varies with purchasers, overtime, and from one set
of circumstances to another. For instance, the buyer who can pass on theof circumstances to another. For instance, the buyer who can pass on the
cost of a purchase (to a subsequent customer) is less likely to be pricecost of a purchase (to a subsequent customer) is less likely to be price
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sensitive than one who cannot. Product price may be less important tosensitive than one who cannot. Product price may be less important to
engineers  than  performance  variables,  less  important  than  reliableengineers  than  performance  variables,  less  important  than  reliable
delivery to  manufacturing personnel,  and less  important  than supplierdelivery to  manufacturing personnel,  and less  important  than supplier
innovation to top management.innovation to top management.

10.5.2 The Nature of Derived Demand10.5.2 The Nature of Derived Demand
Derived demand means that sales to an original equipment manufacturerDerived demand means that sales to an original equipment manufacturer
(OEM) ultimately depend on the level of customer demand for products(OEM) ultimately depend on the level of customer demand for products
that  the  OEM  makes.  Total  quantity  demanded  by  the  OEM  forthat  the  OEM  makes.  Total  quantity  demanded  by  the  OEM  for
component parts, raw material, capital equipment, and ancillary servicescomponent parts, raw material, capital equipment, and ancillary services
will  increase  only  as  a  result  of  increased  purchases  by  end  productwill  increase  only  as  a  result  of  increased  purchases  by  end  product
users. Because of the relatively distant relationship between an industrialusers. Because of the relatively distant relationship between an industrial
supplier and ultimate consumer, what was a direct relationship betweensupplier and ultimate consumer, what was a direct relationship between
price  and  quantity  demanded  in  the  consumer  market  becomes  anprice  and  quantity  demanded  in  the  consumer  market  becomes  an
indirect and often reversed relationship. For the supplier, a number ofindirect and often reversed relationship. For the supplier, a number of
non-price  contingencies  can  work  to  reverse  the  theoreticalnon-price  contingencies  can  work  to  reverse  the  theoretical
price/quantity relationship.price/quantity relationship.

Consider the following situation. A supplier to a large, quality-orientedConsider the following situation. A supplier to a large, quality-oriented
OEM  reduces  price  in  an  attempt  to  increase  its  share  of  business.OEM  reduces  price  in  an  attempt  to  increase  its  share  of  business.
Instead, its volume declines further. The OEM has had reservations aboutInstead, its volume declines further. The OEM has had reservations about
the supplier's product and sees that price reduction as confirmation ofthe supplier's product and sees that price reduction as confirmation of
inferiority. Less technically oriented ultimate consumer might not haveinferiority. Less technically oriented ultimate consumer might not have
had the same reservations.had the same reservations.

10.5.3 Competition10.5.3 Competition
Existing and potential competition inevitably affects pricing strategy byExisting and potential competition inevitably affects pricing strategy by
setting  an  upper  limit.  Research  indicates  that  "competitive  –  levelsetting  an  upper  limit.  Research  indicates  that  "competitive  –  level
pricing"  is  regarded  by  the  majority  of  firms  as  the  most  importantpricing"  is  regarded  by  the  majority  of  firms  as  the  most  important
pricing strategy. The amount of latitude a firm has in its pricing decisionpricing strategy. The amount of latitude a firm has in its pricing decision
depends largely on the degree to which it can differentiate its product independs largely on the degree to which it can differentiate its product in
the  minds  of  buyers.  As  it  is  indicated  previously,  price  is  only  onethe  minds  of  buyers.  As  it  is  indicated  previously,  price  is  only  one
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element  of  the  buyer's  cost/benefit  analysis.  A  product  that  iselement  of  the  buyer's  cost/benefit  analysis.  A  product  that  is
differentiated  by  its  functional  design,  the  supplier's  reputation  fordifferentiated  by  its  functional  design,  the  supplier's  reputation  for
dependable service, or technical innovation can command a higher price.dependable service, or technical innovation can command a higher price.

Pricing  strategy  is  also  influenced  by  the  anticipated  reactions  ofPricing  strategy  is  also  influenced  by  the  anticipated  reactions  of
competitors  to  pricing  decisions.  In  contemplating  price  changes,competitors  to  pricing  decisions.  In  contemplating  price  changes,
therefore, competitive responses must be considered. Price reductions ontherefore, competitive responses must be considered. Price reductions on
products  that  are  relatively  undifferentiated  are  generally  metproducts  that  are  relatively  undifferentiated  are  generally  met
immediately  by  all  suppliers,  resulting  in  little  shift  in  market  share.immediately  by  all  suppliers,  resulting  in  little  shift  in  market  share.
However,  this  is  not  always  the  case.  The  following  are  factors  thatHowever,  this  is  not  always  the  case.  The  following  are  factors  that
determine a competitor's ability to react to a price reduction: determine a competitor's ability to react to a price reduction: 

-- costscosts
-- time to reacttime to react
-- existing commitmentsexisting commitments
-- relative sales volumerelative sales volume
-- existing operating capacityexisting operating capacity

Price  leadership:  Price  leadership:  when  initiating  price  increases  the  marketer  mustwhen  initiating  price  increases  the  marketer  must
predict how competitors will react. A price increase that is not followedpredict how competitors will react. A price increase that is not followed
by  competitors  will  most  likely  lead  to  a  loss  of  market  share.  Forby  competitors  will  most  likely  lead  to  a  loss  of  market  share.  For
competitors to follow a price increase, they must believe that:competitors to follow a price increase, they must believe that:

-- total demand will not be reduced by the increasetotal demand will not be reduced by the increase
-- other major suppliers will also follow the increase, andother major suppliers will also follow the increase, and
-- the initiator of the price increase is acting intelligently and in thethe initiator of the price increase is acting intelligently and in the

best interest of all suppliers.best interest of all suppliers.
Most  major  industries  are  oligopolistic  –  a  market  structure  with  fewMost  major  industries  are  oligopolistic  –  a  market  structure  with  few
sellers  –  (for  example,  basic  metals,  chemicals,  glass,  automobiles,sellers  –  (for  example,  basic  metals,  chemicals,  glass,  automobiles,
electronic systems, and machine products).  When the firm operates inelectronic systems, and machine products).  When the firm operates in
such an industry and is not a dominant source, it normally cannot inducesuch an industry and is not a dominant source, it normally cannot induce
its major competitors to follow a price increase. On the other hand, aits major competitors to follow a price increase. On the other hand, a
price reduction often brings swift reaction, even an undercutting. Marketprice reduction often brings swift reaction, even an undercutting. Market
leaders  can  usually  induce  their  competitors  to  follow  both  priceleaders  can  usually  induce  their  competitors  to  follow  both  price
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increases and reductions. Because total demand for industrial goods isincreases and reductions. Because total demand for industrial goods is
often inelastic due to its derived nature, market volume is not increasedoften inelastic due to its derived nature, market volume is not increased
by price reductions, but an individual firm's market share will certainlyby price reductions, but an individual firm's market share will certainly
suffer unless it remains price competitive.suffer unless it remains price competitive.

Price  leaders  cannot  always  dictate  prices  in  the  market.  Since  thePrice  leaders  cannot  always  dictate  prices  in  the  market.  Since  the
general price level tends to reflect both supply and demand pressures,general price level tends to reflect both supply and demand pressures,
leaders have only limited power; however, the price leader does act asleaders have only limited power; however, the price leader does act as
the  dominant  reference point  among competing sellers.  This  does  notthe  dominant  reference point  among competing sellers.  This  does  not
imply that other firms do not influence price levels.  Smaller firms canimply that other firms do not influence price levels.  Smaller firms can
develop  technologically  superior  products  or  innovative  marketingdevelop  technologically  superior  products  or  innovative  marketing
programs that impact pricing strategies for all competing firms.programs that impact pricing strategies for all competing firms.

10.5.4 Cost Consideration10.5.4 Cost Consideration
Competition typically set the upper limitation on the price the industrialCompetition typically set the upper limitation on the price the industrial
marketing manager can charge, and cost normally determines the lowermarketing manager can charge, and cost normally determines the lower
limitation. To price without considering cost makes little sense, and fewlimitation. To price without considering cost makes little sense, and few
industrial  prices do so.  On the contrary,  too many managers use costindustrial  prices do so.  On the contrary,  too many managers use cost
almost exclusively as the basis of the prices they will charge. The fixedalmost exclusively as the basis of the prices they will charge. The fixed
and variable costs of producing the product are determined, and then aand variable costs of producing the product are determined, and then a
desired profit margin is tacked on for the final selling price. Basically, thisdesired profit margin is tacked on for the final selling price. Basically, this
type of pricing amounts to total emphasis on the company's supply curvetype of pricing amounts to total emphasis on the company's supply curve
and  almost  no  emphasis  on  the  demand  curve.  In  spite  of  its  almostand  almost  no  emphasis  on  the  demand  curve.  In  spite  of  its  almost
obvious  shortcomings,  pricing  based  on  cost  is  widely  used.  As  mostobvious  shortcomings,  pricing  based  on  cost  is  widely  used.  As  most
studies indicated that a lion share of industrial companies used a "coststudies indicated that a lion share of industrial companies used a "cost
plus" pricing system. Cost plus pricing appears to be widely used by thoseplus" pricing system. Cost plus pricing appears to be widely used by those
industrial companies that do little research on their pricing. Studies haveindustrial companies that do little research on their pricing. Studies have
shown that many firms employ cost plus pricing based on past cost datashown that many firms employ cost plus pricing based on past cost data
and future cost estimates plus a recognized profit margin that remainsand future cost estimates plus a recognized profit margin that remains
stable overtime and is thus considered normal for those operations.stable overtime and is thus considered normal for those operations.

159



In  addition,  many  industrial  companies  marketing  to  the  governmentIn  addition,  many  industrial  companies  marketing  to  the  government
have used forms of "cost plus" pricing such as cost plus fixed fee, costhave used forms of "cost plus" pricing such as cost plus fixed fee, cost
incentive contracts, cost plus incentive fee, cost plus award fee, cost only,incentive contracts, cost plus incentive fee, cost plus award fee, cost only,
and cost sharing contracts. Needless to say, when prices are made underand cost sharing contracts. Needless to say, when prices are made under
these constraints, cost is the basic element in the prices charged.these constraints, cost is the basic element in the prices charged.

The  point  being  made  here  is  not  that  industrial  marketing  managerThe  point  being  made  here  is  not  that  industrial  marketing  manager
should price via the "cost  plus" method,  but  rather that  cost must beshould price via the "cost  plus" method,  but  rather that  cost must be
incorporated into the final price with the other elements such as demand,incorporated into the final price with the other elements such as demand,
competition  and  so  on.  The  most  common  method  for  achieving  thiscompetition  and  so  on.  The  most  common  method  for  achieving  this
integration  is  by  break-even  analysis.  In  simple  terms,  break-evenintegration  is  by  break-even  analysis.  In  simple  terms,  break-even
analysis tells the manager how many units must be sold at a given priceanalysis tells the manager how many units must be sold at a given price
to breakeven or to cover total costs.to breakeven or to cover total costs.

Breakeven is a common financial tool and does not require an in-depthBreakeven is a common financial tool and does not require an in-depth
analysis in this unit. To employ this concept, the marketing manager mustanalysis in this unit. To employ this concept, the marketing manager must
know  the  fixed  and  variable  costs  involved  with  the  production  andknow  the  fixed  and  variable  costs  involved  with  the  production  and
marketing of a single product and also the price under consideration.marketing of a single product and also the price under consideration.

IllustrationIllustration
Assume  the  manager  of  a  company  marketing  an  original  equipmentAssume  the  manager  of  a  company  marketing  an  original  equipment
manufactured component part wish to price that part at Birr 25 each.manufactured component part wish to price that part at Birr 25 each.
Given fixed costs of Birr 400,000 and variable costs of Birr 10 per unit,Given fixed costs of Birr 400,000 and variable costs of Birr 10 per unit,
how many units  must  he/she sell  to breakeven? The answer is  26,666how many units  must  he/she sell  to breakeven? The answer is  26,666
units must be sold the computation is as followsunits must be sold the computation is as follows

At breakeven point: At breakeven point: Total RevenueTotal Revenue  = Total Costs = Total Costs
PQ PQ = TFC + TVC= TFC + TVC
25Q25Q = 400,000 + 10Q= 400,000 + 10Q
25Q – 10Q 25Q – 10Q = 400,000= 400,000
Q = Q = 400,000400,000
          15          15
Q = Q = 26,666 Units26,666 Units
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priceprice

    Q = Quantity sold    Q = Quantity sold
TFC = Total Fixed TFC = Total Fixed 
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If  the  manager  drops  his/her  price  to  Birr  20  per  unit  and  his  costsIf  the  manager  drops  his/her  price  to  Birr  20  per  unit  and  his  costs
remain the same, he/she must sell 40,000 units to breakeven. Given thoseremain the same, he/she must sell 40,000 units to breakeven. Given those
same costs and a price of Birr 30, per unit, he must then sell 20,000 unitssame costs and a price of Birr 30, per unit, he must then sell 20,000 units
to breakeven. The real value of such analysis becomes apparent whento breakeven. The real value of such analysis becomes apparent when
units required to breakeven at each price are compared with units thatunits required to breakeven at each price are compared with units that
will be demanded at each price as determined by customer demand.will be demanded at each price as determined by customer demand.

10.5.5 Company Pricing Objectives10.5.5 Company Pricing Objectives
Pricing decisions of the marketing manager must be in accordance withPricing decisions of the marketing manager must be in accordance with
company  pricing  objectives,  and  the  latter  will  differ  according  tocompany  pricing  objectives,  and  the  latter  will  differ  according  to
company and industry. There are five common pricing objectives used bycompany and industry. There are five common pricing objectives used by
different companies in the world, and these apply to industrial marketingdifferent companies in the world, and these apply to industrial marketing
firms as well as to consumer marketing firms. These objectives are:firms as well as to consumer marketing firms. These objectives are:

 pricing to achieve a target return on investmentpricing to achieve a target return on investment
 stabilization of price and marginstabilization of price and margin
 pricing to maintain or improve market positionpricing to maintain or improve market position
 pricing to meet or follow competition, andpricing to meet or follow competition, and
 pricing related to product differentiation.pricing related to product differentiation.

Most  companies  have  primary  pricing  objectives  and  secondary  orMost  companies  have  primary  pricing  objectives  and  secondary  or
collateral  pricing  objectives.  It  is  interesting  to  note  that  pricecollateral  pricing  objectives.  It  is  interesting  to  note  that  price
stabilization is quite common as a secondary objective and reinforces thestabilization is quite common as a secondary objective and reinforces the
points made earlier in regard to customer and derived demand. The mainpoints made earlier in regard to customer and derived demand. The main
point, however, is to realize that the company pricing objectives affectpoint, however, is to realize that the company pricing objectives affect
pricing  decisions  being  made  because  these  decisions  must  be  inpricing  decisions  being  made  because  these  decisions  must  be  in
agreement with the established objectives. It is also important to noteagreement with the established objectives. It is also important to note
that companies in the same basic industry, might have different pricingthat companies in the same basic industry, might have different pricing
objectives. It is also important to note that companies in the same basicobjectives. It is also important to note that companies in the same basic
industry, might have different pricing objectives. This implies that theirindustry, might have different pricing objectives. This implies that their
prices, even of identical products, may differ, not because of the productprices, even of identical products, may differ, not because of the product
or the customer involved, but because of the pricing objectives of eachor the customer involved, but because of the pricing objectives of each
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firm differ. The pricing decision of the manager or the pricing analystfirm differ. The pricing decision of the manager or the pricing analyst
must  integrate  these  objectives  in  to  demand,  competitive  and  costmust  integrate  these  objectives  in  to  demand,  competitive  and  cost
considerations.  Thus,  it  can  easily  be  seen  that  company-pricingconsiderations.  Thus,  it  can  easily  be  seen  that  company-pricing
objectives in the industrial market can greatly influence the actual priceobjectives in the industrial market can greatly influence the actual price
being charged on the product.being charged on the product.

10.5.6 Company Top Management10.5.6 Company Top Management
Top management in many industrial companies exert great influence overTop management in many industrial companies exert great influence over
prices attached to their products. Although the actual pricing decisionsprices attached to their products. Although the actual pricing decisions
are often made in the sales or marketing department, it is very commonare often made in the sales or marketing department, it is very common
for  those  prices  to  be  reviewed  in  some  manner  by  company  topfor  those  prices  to  be  reviewed  in  some  manner  by  company  top
management.  Most  survey  revealed  that  different  units  might  bemanagement.  Most  survey  revealed  that  different  units  might  be
responsible for pricing decisions in an industrial undertaking. This mayresponsible for pricing decisions in an industrial undertaking. This may
include sales or marketing departments, finance department, productioninclude sales or marketing departments, finance department, production
department  and  others.  But  in  all  cases  it  is  indicated  that  pricingdepartment  and  others.  But  in  all  cases  it  is  indicated  that  pricing
decisions were reviewed by senior management, and in most companies adecisions were reviewed by senior management, and in most companies a
committee is  assigned in  the review.  Moreover,  in  a  great  number ofcommittee is  assigned in  the review.  Moreover,  in  a  great  number of
companies, once prices are established, could only be changed by thosecompanies, once prices are established, could only be changed by those
people who are initially set them. Price is important, and it is somethingpeople who are initially set them. Price is important, and it is something
that  everyone  relates  to;  thus,  top  management  preferences,  desires,that  everyone  relates  to;  thus,  top  management  preferences,  desires,
expectations and whims: and the industrial marketing manager must beexpectations and whims: and the industrial marketing manager must be
able to anticipate these and be prepared to react to them if his or her ownable to anticipate these and be prepared to react to them if his or her own
pricing convictions differ from those of top management.pricing convictions differ from those of top management.
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10.5.7 Government10.5.7 Government
 Government at all levels, but particularly at the federal level, may have Government at all levels, but particularly at the federal level, may have
considerable influence on the pricing practices of industrial  marketingconsiderable influence on the pricing practices of industrial  marketing
managers.  This  is  a  complex area and cannot  be  covered in  full  in  amanagers.  This  is  a  complex area and cannot  be  covered in  full  in  a
material  of  this  size,  but  some  of  the  major  considerations  will  bematerial  of  this  size,  but  some  of  the  major  considerations  will  be
addressed.  Basically,  government  can  affect  an  industrial  company'saddressed.  Basically,  government  can  affect  an  industrial  company's
pricing in the following ways:pricing in the following ways:

 through taxes,  which can directly  and indirectly  affect  the  pricethrough taxes,  which can directly  and indirectly  affect  the  price
being chargedbeing charged

 through legislation or threat of legislationthrough legislation or threat of legislation
 through  sales  of  stockpiled  strategic  materials  such  as  copper,through  sales  of  stockpiled  strategic  materials  such  as  copper,

aluminum, and so onaluminum, and so on
 as  a  customer  and  usually  a  large  one,  government  can  exertas  a  customer  and  usually  a  large  one,  government  can  exert

influence on the prices of many industrial products and,influence on the prices of many industrial products and,
 through  the  threat  of  reduced  or  curtailed  purchases  if  a  pricethrough  the  threat  of  reduced  or  curtailed  purchases  if  a  price

increase by a supplier is enacted.increase by a supplier is enacted.

Development of some of these may be helpful for better understandingDevelopment of some of these may be helpful for better understanding
the role government plays in pricing in the industrial market.the role government plays in pricing in the industrial market.

As a customer, government also affects prices of some industrial goods. ItAs a customer, government also affects prices of some industrial goods. It
does so directly with such contracts as cost plus fixed fee, and so on,does so directly with such contracts as cost plus fixed fee, and so on,
where it indicates the price that will be charged. Indirectly, governmentwhere it indicates the price that will be charged. Indirectly, government
can  also  affect  prices  of  some  goods  in  the  industrial  market.  Forcan  also  affect  prices  of  some  goods  in  the  industrial  market.  For
example, an industrial firm selling the same product to both industrialexample, an industrial firm selling the same product to both industrial
customers and large government buying organizations may find that thecustomers and large government buying organizations may find that the
large  governmental  purchases  allow  the  firm  to  take  advantage  oflarge  governmental  purchases  allow  the  firm  to  take  advantage  of
economies of scale and produce to its industrial customers. In addition,economies of scale and produce to its industrial customers. In addition,
when government is a present customer, it can react to price increases bywhen government is a present customer, it can react to price increases by
threatening  to  stop  its  purchasing  from  the  supplier  enacting  thethreatening  to  stop  its  purchasing  from  the  supplier  enacting  the
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increase.  Obviously,  this threat has a definite influence on the pricingincrease.  Obviously,  this threat has a definite influence on the pricing
decisions involved.decisions involved.

In  summary,  industrial  prices  are  generally  a  compromise  betweenIn  summary,  industrial  prices  are  generally  a  compromise  between
demand or what the market will pay, what competition will allow, whatdemand or what the market will pay, what competition will allow, what
costs  will  permit,  what  is  consistent  with  company  pricing  objectives,costs  will  permit,  what  is  consistent  with  company  pricing  objectives,
what top management will agree to, and what government will allow. It iswhat top management will agree to, and what government will allow. It is
the task of the industrial marketing manager and those responsible forthe task of the industrial marketing manager and those responsible for
pricing to integrate somehow all of these constraints into a base price forpricing to integrate somehow all of these constraints into a base price for
each of this products.each of this products.
Pricing for profit requires  a  solid  understanding of  the markets  beingPricing for profit requires  a  solid  understanding of  the markets  being
served and the business profit economics, top management commitmentserved and the business profit economics, top management commitment
to  a  firm  pricing  policy,  exercise  of  an  enforcer's  tight  control  overto  a  firm  pricing  policy,  exercise  of  an  enforcer's  tight  control  over
individual  pricing  decisions  that  will  ensure  business  is  actuallyindividual  pricing  decisions  that  will  ensure  business  is  actually
conducted consistent with policy, and above all,  a clear understandingconducted consistent with policy, and above all,  a clear understanding
that  volume  is  not  the  key  profit  level  in  most  industrial  operations,that  volume  is  not  the  key  profit  level  in  most  industrial  operations,
especially those built around the relatively mature products that accountespecially those built around the relatively mature products that account
for the great bulk of industrial sales.for the great bulk of industrial sales.

Four  reasons  explain  why  industrial  companies  get  themselves  intoFour  reasons  explain  why  industrial  companies  get  themselves  into
pricing problems and poor profit resultspricing problems and poor profit results

i)i) failure to understand the market and the economics of businessfailure to understand the market and the economics of business
ii)ii)  failure to comprehend the economics of inflation failure to comprehend the economics of inflation
iii)iii) failure  to  tie  the  pricing  strategy  into  the  company's  totalfailure  to  tie  the  pricing  strategy  into  the  company's  total

business strategy; and business strategy; and 
iv)iv) failure  by  top  management  to  maintain  tight  control  overfailure  by  top  management  to  maintain  tight  control  over

individual pricing actions and decisions.individual pricing actions and decisions.

If  pricing  performances  are  to  improve,  one  authority  states  thatIf  pricing  performances  are  to  improve,  one  authority  states  that
industrial marketing managers need to:industrial marketing managers need to:

-- formulate specific growth and profit objectivesformulate specific growth and profit objectives
-- develop sound data pertaining to the cost of each product line develop sound data pertaining to the cost of each product line 
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-- carefully define company pricing policy and communicate it to thosecarefully define company pricing policy and communicate it to those
responsible for pricing decisions, andresponsible for pricing decisions, and

-- follow  through  to  ensure  that  the  pricing  policy  is  effectivelyfollow  through  to  ensure  that  the  pricing  policy  is  effectively
administered.administered.

10.6 MAJOR AREAS OF INDUSTRIAL PRICING10.6 MAJOR AREAS OF INDUSTRIAL PRICING

In addition to the more generalized aspects of industrial pricing, thereIn addition to the more generalized aspects of industrial pricing, there
are some particular areas of importance that must understood. Attentionare some particular areas of importance that must understood. Attention
will now be focused upon five major areas of industrial pricing that mustwill now be focused upon five major areas of industrial pricing that must
be understood if effective pricing is to take place. These areas are:be understood if effective pricing is to take place. These areas are:
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1.1. List and Net prices in industrial marketList and Net prices in industrial market
2.2. Return-on-investment (ROI) pricingReturn-on-investment (ROI) pricing
3.3. Bidding in the industrial marketBidding in the industrial market
4.4. Negotiation in the industrial market; andNegotiation in the industrial market; and
5.5. Leasing in the industrial marketLeasing in the industrial market

Since, there are important managerial areas, each will now be discussedSince, there are important managerial areas, each will now be discussed
in some detail.in some detail.

1. List and Net Prices1. List and Net Prices
Much of the difficulty in determining what prices are actually paid byMuch of the difficulty in determining what prices are actually paid by
industrial customers is caused by differences between list prices (what isindustrial customers is caused by differences between list prices (what is
specified on the price lists) and the net prices (those actually paid by thespecified on the price lists) and the net prices (those actually paid by the
customer). It is very common in industrial market, to discount from thecustomer). It is very common in industrial market, to discount from the
list price to arrive at the net price or prices to be actually charged. Thislist price to arrive at the net price or prices to be actually charged. This
concept is often misunderstood by those not in the industrial marketingconcept is often misunderstood by those not in the industrial marketing
area, but it does make sense. The industrial marketing manager prints uparea, but it does make sense. The industrial marketing manager prints up
one price list  for all  his or her products and distributes his  list  to allone price list  for all  his or her products and distributes his  list  to all
customers, regardless of their type or classification. A discount system iscustomers, regardless of their type or classification. A discount system is
then set up where by each customer type or classification is given certainthen set up where by each customer type or classification is given certain
discounts off that  list  for  the net  price to be charged.  In most  cases,discounts off that  list  for  the net  price to be charged.  In most  cases,
nobody  probably  ever  pays  the  list  price.  The  advantage  to  thenobody  probably  ever  pays  the  list  price.  The  advantage  to  the
manufacturer is that it allows the printing up of one list price sheet andmanufacturer is that it allows the printing up of one list price sheet and
the  use  of  it  almost  forever  –  any  price  changes  that  take  place  arethe  use  of  it  almost  forever  –  any  price  changes  that  take  place  are
accomplished by adjusting the discount system. Thus, cost of printing andaccomplished by adjusting the discount system. Thus, cost of printing and
reprinting price  lists  are eliminated.  This  is  a  considerable saving forreprinting price  lists  are eliminated.  This  is  a  considerable saving for
firms producing multiple product lines especially when production andfirms producing multiple product lines especially when production and
marketing costs are changing rapidly, in turn causing price changes. Inmarketing costs are changing rapidly, in turn causing price changes. In
addition,  the list  price concept allows competitors to hide their actualaddition,  the list  price concept allows competitors to hide their actual
prices,  at  least  to  a  degree.  Discounts  and  net  prices  are  guardedprices,  at  least  to  a  degree.  Discounts  and  net  prices  are  guarded
jealously and, although they can be found out, it is often with much effort.jealously and, although they can be found out, it is often with much effort.
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Thus, although the list price and net price concept does not appear toThus, although the list price and net price concept does not appear to
make much sense,  it  does  have logic,  and its  wide application  to  themake much sense,  it  does  have logic,  and its  wide application  to  the
pricing of many industrial products bears this out.pricing of many industrial products bears this out.

Types of DiscountsTypes of Discounts
The  discussion  in  the  above  section  refers  to  the  discount  given  toThe  discussion  in  the  above  section  refers  to  the  discount  given  to
different types of customers that is found in the industrial market. A moredifferent types of customers that is found in the industrial market. A more
complete listing of the types of discount used follows:complete listing of the types of discount used follows:

Trade discount:Trade discount: are those that are given to different classifications of are those that are given to different classifications of
customers and/or middlemen according to their trade or type of business.customers and/or middlemen according to their trade or type of business.

Cash  discountsCash  discounts:  are  those  given  to  encourage  rapid  payment  by:  are  those  given  to  encourage  rapid  payment  by
customers and to allow faster cash flow for the marketing manager's firm.customers and to allow faster cash flow for the marketing manager's firm.
Typical of these are such as 2/10 : n/30, where by the customer deductsTypical of these are such as 2/10 : n/30, where by the customer deducts
2% if it pays with in ten days of invoice and the full amount if it takes2% if it pays with in ten days of invoice and the full amount if it takes
longer.longer.

Quantity discountsQuantity discounts: are those given for the amount or quantity of goods: are those given for the amount or quantity of goods
purchased, either on individual orders or purchases over a longer periodpurchased, either on individual orders or purchases over a longer period
of time such as one year. The objective of such a discount is to encourageof time such as one year. The objective of such a discount is to encourage
customers to buy in large volumes. Typically, such discounts acceleratecustomers to buy in large volumes. Typically, such discounts accelerate
as the volume increases. For example, no discounts if under 25 units areas the volume increases. For example, no discounts if under 25 units are
purchased, 2% if between 26 and 50 units are purchased 4% if from 51 topurchased, 2% if between 26 and 50 units are purchased 4% if from 51 to
100 units are purchased, and so on. 100 units are purchased, and so on. 

Rebates:Rebates: are special kinds of quantity discount and are quite common in are special kinds of quantity discount and are quite common in
some industries.  The basic  difference between a  rebate  system and asome industries.  The basic  difference between a  rebate  system and a
longer time period quantity discount is when the buyer actually receiveslonger time period quantity discount is when the buyer actually receives
the discount. In the latter, discounts are given off list price on invoices. Inthe discount. In the latter, discounts are given off list price on invoices. In
the rebate system, the buyer receives an actual cash rebate at the end ofthe rebate system, the buyer receives an actual cash rebate at the end of
the designated time period based on sales volume during that period. Athe designated time period based on sales volume during that period. A
typical rebate system may work as follows. If a customer purchases lesstypical rebate system may work as follows. If a customer purchases less
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than $10,000 in equipment per year, it receives no rebate; if it purchasesthan $10,000 in equipment per year, it receives no rebate; if it purchases
between $10,000 and $25,000 it may receive a 2% cash rebate, if it buysbetween $10,000 and $25,000 it may receive a 2% cash rebate, if it buys
from $25,000 to $50,000 of equipment, the rebate may be 4%; and so on.from $25,000 to $50,000 of equipment, the rebate may be 4%; and so on.
The rebate is a cash incentive for encouraging larger purchases.The rebate is a cash incentive for encouraging larger purchases.

Geographic price differencesGeographic price differences: price differentials based on geographic: price differentials based on geographic
location of customers are not strictly discounts, but they do affect thelocation of customers are not strictly discounts, but they do affect the
final  prices  paid  by  customers.  Basically  this  amount  to  freightfinal  prices  paid  by  customers.  Basically  this  amount  to  freight
considerations, which may increase the actual price paid by the customer,considerations, which may increase the actual price paid by the customer,
depending on how far the goods must be shipped.depending on how far the goods must be shipped.

Fob  considerationsFob  considerations:  f.o.b  points  actually  affect  the  prices  paid  by:  f.o.b  points  actually  affect  the  prices  paid  by
industrial customers, although it can be argue that whether a product isindustrial customers, although it can be argue that whether a product is
shipped f.o.b destination or f.o.b shipping point,  it  is  immaterial  in asshipped f.o.b destination or f.o.b shipping point,  it  is  immaterial  in as
much  as  the  final  price  paid  by  the  customer  will  be  the  same.  Tomuch  as  the  final  price  paid  by  the  customer  will  be  the  same.  To
illustrate, if the manufacturer ships f.o.b shipping point, it means that theillustrate, if the manufacturer ships f.o.b shipping point, it means that the
buyer  pays  the  invoice  price  plus  freight.  But  if  the  same  goods  arebuyer  pays  the  invoice  price  plus  freight.  But  if  the  same  goods  are
shipped f.o.b destination, it means that the seller ships freight prepaidshipped f.o.b destination, it means that the seller ships freight prepaid
and the buyer pays only the invoice price. It is however, highly unlikelyand the buyer pays only the invoice price. It is however, highly unlikely
that the manufacturer will absorb the freight in the latter case, and thethat the manufacturer will absorb the freight in the latter case, and the
invoice  price  includes  the  freight  in  almost  all  cases.  Differences  caninvoice  price  includes  the  freight  in  almost  all  cases.  Differences  can
arise,  however,  dependent  upon the  freight  or mode of  transportationarise,  however,  dependent  upon the  freight  or mode of  transportation
used-rail may be cheaper than truck, and so on. used-rail may be cheaper than truck, and so on. 

2. Return on Investment Pricing2. Return on Investment Pricing
Return on Investment (ROI) Pricing is common in the industrial market. AReturn on Investment (ROI) Pricing is common in the industrial market. A
rough estimate is that about one-half of the industrial companies in therough estimate is that about one-half of the industrial companies in the
world use some form of ROI in their pricing. Some firms use it for single-world use some form of ROI in their pricing. Some firms use it for single-
year purpose, and some use it for longer-run purposes. Some use it foryear purpose, and some use it for longer-run purposes. Some use it for
single products and some use it across the board for all products. Somesingle products and some use it across the board for all products. Some
firms use it as a rigid rule for pricing, whereas, others use it as a benchfirms use it as a rigid rule for pricing, whereas, others use it as a bench
mark for their pricing.mark for their pricing.
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There  is  a  lot  of  controversy  over  the  use  of  ROI  in  pricing  with  inThere  is  a  lot  of  controversy  over  the  use  of  ROI  in  pricing  with  in
industrial business firms. Much of this controversy centers about the wayindustrial business firms. Much of this controversy centers about the way
in which business-people actually use the concept in their pricing, andin which business-people actually use the concept in their pricing, and
much of it centers around the way in which ROI is calculated. There aremuch of it centers around the way in which ROI is calculated. There are
probably as many methods used to calculate ROI in the actual industrialprobably as many methods used to calculate ROI in the actual industrial
market as there are firms using the method. Since different industrialmarket as there are firms using the method. Since different industrial
firms may define the term as everyone seems to have his or her ownfirms may define the term as everyone seems to have his or her own
preferred  method  for  calculating  ROI,  comparisons  among  firms  andpreferred  method  for  calculating  ROI,  comparisons  among  firms  and
among industries are sometimes quite meaningless.among industries are sometimes quite meaningless.

Theoretically,  the  correct  method  for  computing  ROI  is  to  divide  theTheoretically,  the  correct  method  for  computing  ROI  is  to  divide  the
discounted  present  value  of  annual  future  revenues  by  the  initialdiscounted  present  value  of  annual  future  revenues  by  the  initial
investment.  This  method  can  be  adopted  to  the  pricing  of  industrialinvestment.  This  method  can  be  adopted  to  the  pricing  of  industrial
products and can be used to provide an estimate of ROI for bench-markproducts and can be used to provide an estimate of ROI for bench-mark
purposes.  Evidence indicates  that  most  business  people  use  ROI  as  apurposes.  Evidence indicates  that  most  business  people  use  ROI  as  a
screening device or a reference point for their pricing. What this means isscreening device or a reference point for their pricing. What this means is
that  they  will  define  a  required  ROI  and  then  attempt  to  determinethat  they  will  define  a  required  ROI  and  then  attempt  to  determine
whether or not various prices attached to their products or product lineswhether or not various prices attached to their products or product lines
will achieve that desired return on investment. If it does, they will acceptwill achieve that desired return on investment. If it does, they will accept
the product and the price and market it. If it does not and if costs cannotthe product and the price and market it. If it does not and if costs cannot
be adjusted favorably, they may decline not to market the product. This isbe adjusted favorably, they may decline not to market the product. This is
what is meant by bench – mark use of ROI in pricing.what is meant by bench – mark use of ROI in pricing.

ROI pricing is quite common in the industrial market for the followingROI pricing is quite common in the industrial market for the following
reasons:reasons:

-- It  allows the marketing manager to use the principles of  capitalIt  allows the marketing manager to use the principles of  capital
budgeting  in  the  pricing  of  products,  treating  new  products  asbudgeting  in  the  pricing  of  products,  treating  new  products  as
investments rather than as expenses.investments rather than as expenses.

-- The manager can treat new and existing products just as any otherThe manager can treat new and existing products just as any other
capital investment in which capital funds are expanded.capital investment in which capital funds are expanded.
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-- It permits managers to compare performances of products, productIt permits managers to compare performances of products, product
lines and so on.lines and so on.

Return on investment is not easy to implement, and its use can be risky ifReturn on investment is not easy to implement, and its use can be risky if
costs are not known precisely or if demand schedules are inaccurate or ifcosts are not known precisely or if demand schedules are inaccurate or if
improper ROI methods are used. But as can also be realized, with properimproper ROI methods are used. But as can also be realized, with proper
usage, such a model could prevent product losses through poor pricingusage, such a model could prevent product losses through poor pricing
that  does  not  even  permit  the  recapture  of  funds  expanded  in  thethat  does  not  even  permit  the  recapture  of  funds  expanded  in  the
product. In fact, for a price leader, return on investment pricing may beproduct. In fact, for a price leader, return on investment pricing may be
the most feasible method.the most feasible method.

3. Bidding in the Industrial Market3. Bidding in the Industrial Market
Many  industrial  marketing  transactions  are  conducted  through  theMany  industrial  marketing  transactions  are  conducted  through  the
inquiry/bid  system,  also  called  the  bidding process.  In  this  process,  ainquiry/bid  system,  also  called  the  bidding process.  In  this  process,  a
purchasing agent in a company desiring to buy certain products may sendpurchasing agent in a company desiring to buy certain products may send
requests for proposals, also called invitations to bid, to those companiesrequests for proposals, also called invitations to bid, to those companies
believed  capable  of  producing  the  product  involved.  Sometimes  thebelieved  capable  of  producing  the  product  involved.  Sometimes  the
request for proposals are sent only to selected firms on the buyer's bidrequest for proposals are sent only to selected firms on the buyer's bid
list, and at other times open bidding is encouraged where by any supplierlist, and at other times open bidding is encouraged where by any supplier
is free to bid. In bidding, the emphasis is placed upon price-the requestis free to bid. In bidding, the emphasis is placed upon price-the request
for proposal gives all the necessary data regarding the requirements offor proposal gives all the necessary data regarding the requirements of
the  prospective  buyer.  Such  factors  include  the  specifications  of  thethe  prospective  buyer.  Such  factors  include  the  specifications  of  the
product  involved,  terms  and  conditions  of  the  bid.  Bid  may  coverproduct  involved,  terms  and  conditions  of  the  bid.  Bid  may  cover
individual products or lines of products, and they may be for a single saleindividual products or lines of products, and they may be for a single sale
or for term contracts for a longer period of time. Buyers use the biddingor for term contracts for a longer period of time. Buyers use the bidding
system  because  they  feel  that  it  permits  them  to  obtain  the  mostsystem  because  they  feel  that  it  permits  them  to  obtain  the  most
reasonable price in the purchase of required goods and/or services. Inreasonable price in the purchase of required goods and/or services. In
accordance  with  the  conditions  of  the  request  for  proposal,  suppliersaccordance  with  the  conditions  of  the  request  for  proposal,  suppliers
must submit bids to the prospective purchases, stipulating their prices.must submit bids to the prospective purchases, stipulating their prices.
The bids are then analyzed by the buyer, and a choice is made on theThe bids are then analyzed by the buyer, and a choice is made on the
basis of price in awarding the sales contracts. basis of price in awarding the sales contracts. 

170



It  is  not  necessarily  the lowest  bidder that  gets the contract in manyIt  is  not  necessarily  the lowest  bidder that  gets the contract in many
cases,  as  some  companies  and  many  governmental  and  institutionalcases,  as  some  companies  and  many  governmental  and  institutional
customers award contracts on the basis of what is commonly referred tocustomers award contracts on the basis of what is commonly referred to
as the "lowest responsible bidder." This term is subject to interpretationas the "lowest responsible bidder." This term is subject to interpretation
by the individual purchaser, but basically it includes an assessment of theby the individual purchaser, but basically it includes an assessment of the
bidder's  ability  to  deliver  as  promised,  production  capabilities,  pastbidder's  ability  to  deliver  as  promised,  production  capabilities,  past
record and so on.record and so on.

For  the  bidding  process  to  take  place,  a  number  of  criteria  must  beFor  the  bidding  process  to  take  place,  a  number  of  criteria  must  be
present. These criteria are:present. These criteria are:

-- the item in question must be capable of being defined specifically sothe item in question must be capable of being defined specifically so
both buyer and seller are clear on what is involved.both buyer and seller are clear on what is involved.

-- There must be enough sellers to allow for bids to compete There must be enough sellers to allow for bids to compete 
-- The sellers must want the job and be willing to bid completelyThe sellers must want the job and be willing to bid completely
-- The  products  dollar  value  must  be  large  enough to  support  theThe  products  dollar  value  must  be  large  enough to  support  the

costs to both buyer and seller, andcosts to both buyer and seller, and
-- Sufficient time must be available for the bidding process to takeSufficient time must be available for the bidding process to take

place.place.

4. Negotiation in the Industrial Market4. Negotiation in the Industrial Market
As was developed in the preceding section, not all prices in the industrialAs was developed in the preceding section, not all prices in the industrial
market are the result of the bidding process. It is also common to findmarket are the result of the bidding process. It is also common to find
prices  arrived  at  through  the  process  of  negotiation.  Negotiation  isprices  arrived  at  through  the  process  of  negotiation.  Negotiation  is
defined as, "the process of working out a procurement and sales programdefined as, "the process of working out a procurement and sales program
together,  to  the  point  of  reaching a  mutually  satisfactory agreement."together,  to  the  point  of  reaching a  mutually  satisfactory agreement."
Negotiation typically takes place in the industrial market in more complexNegotiation typically takes place in the industrial market in more complex
buying  situations  in  which  buyer  and  seller  both  make  a  number  ofbuying  situations  in  which  buyer  and  seller  both  make  a  number  of
proposals and counterproposals before a price is agreed upon. Factorsproposals and counterproposals before a price is agreed upon. Factors
commonly involved in such negotiation process in addition to price are:commonly involved in such negotiation process in addition to price are:

-- servicesservices
-- technical assistancetechnical assistance
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-- delivery termsdelivery terms
-- product characteristics andproduct characteristics and
-- qualityquality

Most  major  purchases  and  contracts  in  the  industrial  market  areMost  major  purchases  and  contracts  in  the  industrial  market  are
negotiated.negotiated.

There are a number of reasons why negotiated pricing is popular in theThere are a number of reasons why negotiated pricing is popular in the
industrial market. Some of the major reasons are:industrial market. Some of the major reasons are:

 The  bidding  process  works  well  only  where  productThe  bidding  process  works  well  only  where  product
specification are airtight – where the buyer knows exactly what isspecification are airtight – where the buyer knows exactly what is
wanted.  Negotiation  permits  buyer  and  seller  to  work  out  anwanted.  Negotiation  permits  buyer  and  seller  to  work  out  an
arrangement, which is not possible with the bidding process.arrangement, which is not possible with the bidding process.

 Many  industrial  buyers  and  buying  influences  believe  thatMany  industrial  buyers  and  buying  influences  believe  that
negotiated  prices  come  closer  to  the  "right"  price  that  straightnegotiated  prices  come  closer  to  the  "right"  price  that  straight
forward bid prices.forward bid prices.

 Incase  where  new  products  are  involved  and/or  littleIncase  where  new  products  are  involved  and/or  little
manufacturing  experience  is  available,  sellers  often  prefer  tomanufacturing  experience  is  available,  sellers  often  prefer  to
negotiate.negotiate.

 Many  buyers  prefer  to  negotiate  because  with  goodMany  buyers  prefer  to  negotiate  because  with  good
negotiation tactics,  they can get  concessions from suppliers whonegotiation tactics,  they can get  concessions from suppliers who
really want the business.really want the business.

 Negotiation is also found in instances where a buyer requestsNegotiation is also found in instances where a buyer requests
bids but then finds none of them to be satisfactory.bids but then finds none of them to be satisfactory.

 With inflation, rising costs and shortages of materials manyWith inflation, rising costs and shortages of materials many
sellers prefer to negotiate price rather than be tied to a fixed bidsellers prefer to negotiate price rather than be tied to a fixed bid
price. This is especially true with longer term contracts, and price. This is especially true with longer term contracts, and 

 Even where the bidding process is used, it is common to fineEven where the bidding process is used, it is common to fine
negotiation taking place between the buyer and the winning bider.negotiation taking place between the buyer and the winning bider.
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Many buyers employ some interesting tactics in negotiating prices withMany buyers employ some interesting tactics in negotiating prices with
industrial  field salespeople and marketing managers.  For example,  theindustrial  field salespeople and marketing managers.  For example,  the
following tactical rules have been suggested to buyers:following tactical rules have been suggested to buyers:

 negotiate  only  your  home  ground  according  to  yournegotiate  only  your  home  ground  according  to  your
arrangementsarrangements

 let the supplier do most of the talkinglet the supplier do most of the talking
 when you talk, do not fumble over facts and figureswhen you talk, do not fumble over facts and figures
 do not get emotionaldo not get emotional
 if the supplier must retreat on a point, permit him or her to doif the supplier must retreat on a point, permit him or her to do

so gracefullyso gracefully
 avoid premature showdowns, andavoid premature showdowns, and
 satisfy the emotional needs of the people you are negotiatingsatisfy the emotional needs of the people you are negotiating

withwith

It should be apparent that an unaware salesperson or marketing managerIt should be apparent that an unaware salesperson or marketing manager
negotiating with a shrewd buyer employing these tactics could well endnegotiating with a shrewd buyer employing these tactics could well end
up on the short end of the price. Thus, the industrial marketing managerup on the short end of the price. Thus, the industrial marketing manager
must  realize  that  effective  negotiation requires  a  thorough knowledgemust  realize  that  effective  negotiation requires  a  thorough knowledge
and understanding of many factors and a well prepared presentation. and understanding of many factors and a well prepared presentation. 

5. Leasing in the Industrial Market5. Leasing in the Industrial Market
One other area that deserves some mention is leasing in the industrialOne other area that deserves some mention is leasing in the industrial
market. Leasing of capital equipment by industrial companies as opposedmarket. Leasing of capital equipment by industrial companies as opposed
to purchasing that capital  equipment is  a trend that has gained greatto purchasing that capital  equipment is  a trend that has gained great
momentum  in  the  past  few  years.  Thus,  for  any  industrial  companymomentum  in  the  past  few  years.  Thus,  for  any  industrial  company
marketing user type products, the concept of leasing rather than sellingmarketing user type products, the concept of leasing rather than selling
is something that should be considered. The argument is made that anyis something that should be considered. The argument is made that any
product that can be sold can also be leased. This appears to be true theproduct that can be sold can also be leased. This appears to be true the
following are types of products that have been or are being leased tofollowing are types of products that have been or are being leased to
industrial  customers:  printing  presses,  metal  fabricating  equipment,industrial  customers:  printing  presses,  metal  fabricating  equipment,
forklift trucks, oil well meter equipment, machine tools, dairy equipment,forklift trucks, oil well meter equipment, machine tools, dairy equipment,
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compressors, warehouse machinery, fallow rendering equipment, canningcompressors, warehouse machinery, fallow rendering equipment, canning
and  food-packing  equipment,  kelp-drying  ovens,  cargo-handlingand  food-packing  equipment,  kelp-drying  ovens,  cargo-handling
equipment, among others.equipment, among others.

For the industrial  marketing manager in any company marketing suchFor the industrial  marketing manager in any company marketing such
goods, leasing can be an alternative to selling those products to potentialgoods, leasing can be an alternative to selling those products to potential
customers, and leasing may allow the company to penetrate markets thatcustomers, and leasing may allow the company to penetrate markets that
might otherwise not exist for the company's product if it had to sell themmight otherwise not exist for the company's product if it had to sell them
outright. In simple terms, leasing may allow the customer pay for it overoutright. In simple terms, leasing may allow the customer pay for it over
a longer period of time. Basically, leasing expands the market base fora longer period of time. Basically, leasing expands the market base for
many high-priced industrial products.many high-priced industrial products.

The marketing manager must understand that leasing has both benefitsThe marketing manager must understand that leasing has both benefits
and disadvantages when viewed from the customer's perspective. On theand disadvantages when viewed from the customer's perspective. On the
benefit side:benefit side:

 Leasing can provide customers with up to 100% financing inLeasing can provide customers with up to 100% financing in
some instances.some instances.

 Leasing can help the customer obtain more favorable cashLeasing can help the customer obtain more favorable cash
flowsflows

 It  can  conserve  the  customers working capital,  giving thatIt  can  conserve  the  customers working capital,  giving that
customer more flexibilitycustomer more flexibility

 It is basically an alternative to borrowing, the customer if wellIt is basically an alternative to borrowing, the customer if well
financed may find that the cost of leasing is less than the cost offinanced may find that the cost of leasing is less than the cost of
borrowing the equivalent amount of money.borrowing the equivalent amount of money.

 Leasing can often help the customer protect itself against lossLeasing can often help the customer protect itself against loss
from product obsolescence.from product obsolescence.

 If  a  lease  is  properly  constructed,  it  provides  a  method ofIf  a  lease  is  properly  constructed,  it  provides  a  method of
financing equipment without showing debt on the lessee's balancefinancing equipment without showing debt on the lessee's balance
sheet thus customer a more favorable financial picture. sheet thus customer a more favorable financial picture. 

In summary, the customer gains from leasing because it avoids the cashIn summary, the customer gains from leasing because it avoids the cash
purchase price, avoids the interest and operating expenses, and yet takespurchase price, avoids the interest and operating expenses, and yet takes
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advantage  of  the  tax  shield  provided  by  lease  payments.  These  areadvantage  of  the  tax  shield  provided  by  lease  payments.  These  are
general  advantages  that  may  or  may  not  apply  to  specific  leasegeneral  advantages  that  may  or  may  not  apply  to  specific  lease
agreements.agreements.

There  are  also  disadvantages  to  the  customer's  leasing  industrialThere  are  also  disadvantages  to  the  customer's  leasing  industrial
equipment. Some of them are:equipment. Some of them are:

 In the long run, leasing usually requires a greater outlay ofIn the long run, leasing usually requires a greater outlay of
capital  than does debt  financing.  That  is,  the customer may paycapital  than does debt  financing.  That  is,  the customer may pay
more for the same equipment.more for the same equipment.

 Although the customer may view lease payments as operatingAlthough the customer may view lease payments as operating
expenses, they are, in fact, fixed payments that he/she must meet.expenses, they are, in fact, fixed payments that he/she must meet.

 Some  customers  also  take  great  pride  in  owning  theirSome  customers  also  take  great  pride  in  owning  their
businesses,  including  their  plant  and  equipment.  With  suchbusinesses,  including  their  plant  and  equipment.  With  such
customers, leasing is not seen as advantageous.customers, leasing is not seen as advantageous.

 Lease agreements can be hazardous if  the customer is notLease agreements can be hazardous if  the customer is not
careful. This is especially true if the equipment leased is subject tocareful. This is especially true if the equipment leased is subject to
rapid  obsolescence,  as  the  customer  can  be  tied  to  a  leaserapid  obsolescence,  as  the  customer  can  be  tied  to  a  lease
agreement whose duration exceeds the useful life of the equipment.agreement whose duration exceeds the useful life of the equipment.

A  study  of  executives  in  some  industrial  firms  found  that  six  factorsA  study  of  executives  in  some  industrial  firms  found  that  six  factors
affected their decision to lease rather than buy:affected their decision to lease rather than buy:

 leasing provides 100% deductibility of costsleasing provides 100% deductibility of costs
 leasing does not dilute ownership or controlleasing does not dilute ownership or control
 leasing allows for piecemeal financing of small acquisitionsleasing allows for piecemeal financing of small acquisitions
 the after tax cost of leasing is less than the after tax cost ofthe after tax cost of leasing is less than the after tax cost of

equityequity
 leasing  allows  for  the  pass  through  of  the  investment  taxleasing  allows  for  the  pass  through  of  the  investment  tax

credit to companies with low or heavily sheltered earnings; andcredit to companies with low or heavily sheltered earnings; and
 lease payments provide a greater tax shield than depreciationlease payments provide a greater tax shield than depreciation

or interest.or interest.
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Types of leases:Types of leases: although there are many types of industrial leases, they although there are many types of industrial leases, they
are usually one of two basic types. These are:are usually one of two basic types. These are:

1.1. The financial lease:The financial lease: is a purely financial mechanism which is is a purely financial mechanism which is
typically long or intermediate term and fully amortized over the termtypically long or intermediate term and fully amortized over the term
of the lease.of the lease.

2.2. The operating or service leaseThe operating or service lease: it is usually short term, not: it is usually short term, not
fully amortized, and it can be cancelled. The primary purpose of thefully amortized, and it can be cancelled. The primary purpose of the
service lease is to provide the customer with equipment, which is onlyservice lease is to provide the customer with equipment, which is only
needed for  short  periods  of  time.  Typically,  the  lesser  or  marketerneeded for  short  periods  of  time.  Typically,  the  lesser  or  marketer
provides maintenance, service, and other provisions which is why it isprovides maintenance, service, and other provisions which is why it is
called  a  service  lease.  Actually,  leasing plans are  developed to  thecalled  a  service  lease.  Actually,  leasing plans are  developed to  the
specific demands of the markets involved. specific demands of the markets involved. 

What all this means is that for the industrial marketing manager, thereWhat all this means is that for the industrial marketing manager, there
may be an alternative to pricing products and selling them outright. Thismay be an alternative to pricing products and selling them outright. This
alternative is to lease them to customers. Simply stated, leasing broadensalternative is to lease them to customers. Simply stated, leasing broadens
a company's product and service offering and expands its opportunity fora company's product and service offering and expands its opportunity for
profit.profit.

10.7 PRICING STRATEGIES10.7 PRICING STRATEGIES

Pricing  strategies  must  be  convinced  in  relation  to  overall  businessPricing  strategies  must  be  convinced  in  relation  to  overall  business
objectives and marketing strategy. The success of any business dependsobjectives and marketing strategy. The success of any business depends
on  a  blend  of  long  run  profit,  growth,  and  survival  objectives.  Price,on  a  blend  of  long  run  profit,  growth,  and  survival  objectives.  Price,
because of its influence on unit sales volume and profit margins, affectsbecause of its influence on unit sales volume and profit margins, affects
long run profit objectives. By contributing to a positive cash flow, pricelong run profit objectives. By contributing to a positive cash flow, price
helps to finance growth objectives. And maintaining profit ability throughhelps to finance growth objectives. And maintaining profit ability through
sound  pricing  practices  is  necessary  to  ensure  the  firm's  survivalsound  pricing  practices  is  necessary  to  ensure  the  firm's  survival
overtime. It should be recognized, however, that a diversified firm withovertime. It should be recognized, however, that a diversified firm with
multiple product lines can have several pricing strategies in operation atmultiple product lines can have several pricing strategies in operation at
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one  time.  They  must  be  consistent  with  one  another  as  well  as  withone  time.  They  must  be  consistent  with  one  another  as  well  as  with
overall marketing strategy.overall marketing strategy.

New Product IntroductionNew Product Introduction
Activities  associated  with  the  development  and  marketing  of  a  newActivities  associated  with  the  development  and  marketing  of  a  new
product (research, planning, testing, and market introduction) representproduct (research, planning, testing, and market introduction) represent
a substantial investment that the firm must eventually recover. How fasta substantial investment that the firm must eventually recover. How fast
a firm should attempt to recover its investment, however, depends on thea firm should attempt to recover its investment, however, depends on the
nature of the product and its projected life span, the strength of potentialnature of the product and its projected life span, the strength of potential
competition,  the  type  of  demand,  and  the  financial  strength  of  thecompetition,  the  type  of  demand,  and  the  financial  strength  of  the
company. Generally, two broad strategies are available in pricing a newcompany. Generally, two broad strategies are available in pricing a new
product:product:

1.1. Market Skimming: setting an artificially high price that the marketMarket Skimming: setting an artificially high price that the market
will not be able to sustain the long run and will not be able to sustain the long run and 

2.2. Market  Penetration:  setting  price  at  or  near  the  level  it  wouldMarket  Penetration:  setting  price  at  or  near  the  level  it  would
eventually reach after competition developed.eventually reach after competition developed.

Market skimming strategy:Market skimming strategy: it is charging an artificially high price and it is charging an artificially high price and
then  gradually  reducing  it  overtime,  has  the  advantage  of  generatingthen  gradually  reducing  it  overtime,  has  the  advantage  of  generating
greater profits per unit earlier than would be possible with a lower price.greater profits per unit earlier than would be possible with a lower price.
If development and marketing costs can be recovered before competitorsIf development and marketing costs can be recovered before competitors
enter,  surplus  earnings  can  be  used  for  product  improvement  andenter,  surplus  earnings  can  be  used  for  product  improvement  and
expansions into large-volume markets, thus reducing the average cost ofexpansions into large-volume markets, thus reducing the average cost of
producing. Unless late-arriving competitors achieve a real breakthroughproducing. Unless late-arriving competitors achieve a real breakthrough
in  product  design  or  processing,  they  will  be  at  a  cost  disadvantagein  product  design  or  processing,  they  will  be  at  a  cost  disadvantage
relative to the innovative firm.relative to the innovative firm.

The greatest disadvantage to market skimming is that the high marginsThe greatest disadvantage to market skimming is that the high margins
attract competition. A firm that has a successful price skimming strategyattract competition. A firm that has a successful price skimming strategy
can expect competitors to introduce similar products.can expect competitors to introduce similar products.

The following are conditions that favor price skimming: The following are conditions that favor price skimming: 
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-- product has a strong patent protection or other barriers to marketproduct has a strong patent protection or other barriers to market
entry entry 

-- genuine product innovation that is likely to represent substantialgenuine product innovation that is likely to represent substantial
value to potential usersvalue to potential users

-- buyers who are willing to pay a premium to enjoy the product'sbuyers who are willing to pay a premium to enjoy the product's
benefits.benefits.

-- a relatively short lifespan, so that a quick recovery of investment isa relatively short lifespan, so that a quick recovery of investment is
essentialessential

--  potential competitors are relatively weak or distant in time potential competitors are relatively weak or distant in time
-- uncertainty concerning the market's  price sensitivity.  Should theuncertainty concerning the market's  price sensitivity.  Should the

initial price proven to be in error, the firm can always lower price,initial price proven to be in error, the firm can always lower price,
whereas a low price may be difficult to raise.whereas a low price may be difficult to raise.

Market  Penetration  Strategy:Market  Penetration  Strategy: it  is  based  on  the  assumption  that it  is  based  on  the  assumption  that
demand for the product is highly elastic. By setting a relatively low price,demand for the product is highly elastic. By setting a relatively low price,
the firm hopes to stimulate market growth and capture a large share of it.the firm hopes to stimulate market growth and capture a large share of it.
The  advantage  is  that  penetration  pricing  tends  to  discourageThe  advantage  is  that  penetration  pricing  tends  to  discourage
competition, because there is less opportunity to reap an unusually highcompetition, because there is less opportunity to reap an unusually high
return on investment. Penetration pricing may also be sued to achievereturn on investment. Penetration pricing may also be sued to achieve
economies of  scale.  By  seeking a  dominant  market  share,  a  firm mayeconomies of  scale.  By  seeking a  dominant  market  share,  a  firm may
increase  both  its  scale  and  efficiency  of  operation,  realizing  lowerincrease  both  its  scale  and  efficiency  of  operation,  realizing  lower
production costs than competitors and thus, greater potential profits.production costs than competitors and thus, greater potential profits.

There are, however, two primary disadvantages to penetration pricing.There are, however, two primary disadvantages to penetration pricing.
First, a large volume must be sold before start-up costs are recovered.First, a large volume must be sold before start-up costs are recovered.
Thus, short run profits are sacrificed to gain market share and long runThus, short run profits are sacrificed to gain market share and long run
profits.  Second,  although  the  absolute  magnitude  of  profits  could  beprofits.  Second,  although  the  absolute  magnitude  of  profits  could  be
higher than that realized with a skimming strategy, the profit ratios (thehigher than that realized with a skimming strategy, the profit ratios (the
return on assets or investment, or the profit on sales) could be lower.return on assets or investment, or the profit on sales) could be lower.
Firms that judge their success on these ratios will be reluctant to use aFirms that judge their success on these ratios will be reluctant to use a
penetration strategy.penetration strategy.
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Conditions favorable to penetration pricing are outlined below:Conditions favorable to penetration pricing are outlined below:
-- the market appears to be highly price sensitivethe market appears to be highly price sensitive
-- unit  cost  of  production  and  distribution  fall  with  accumulatedunit  cost  of  production  and  distribution  fall  with  accumulated

outputoutput
-- strong potential competitors exist who are seeking new profitablestrong potential competitors exist who are seeking new profitable

venturesventures
-- the  firm's  primary  goal  is  significant  market  share  rather  thanthe  firm's  primary  goal  is  significant  market  share  rather  than

maximized short-term profitsmaximized short-term profits
-- the product has hidden or subtle benefits that will become obviousthe product has hidden or subtle benefits that will become obvious

only after useonly after use
-- the sale of complementary products will also increase.the sale of complementary products will also increase.

Skimming and penetration pricing strategies are only guides and cannotSkimming and penetration pricing strategies are only guides and cannot
be  applied  in  all  situations.  Some  situations  will  require  that  anbe  applied  in  all  situations.  Some  situations  will  require  that  an
intermediate price be set, somewhere between a high or low initial price.intermediate price be set, somewhere between a high or low initial price.
The  choice  of  an  appropriate  pricing  strategy  for  new  products  isThe  choice  of  an  appropriate  pricing  strategy  for  new  products  is
dependent upon the firm's objectives, the relevant customer segments,dependent upon the firm's objectives, the relevant customer segments,
the impact of price on the actions of present and future competition, costthe impact of price on the actions of present and future competition, cost
considerations, and appropriate distribution strategies.considerations, and appropriate distribution strategies.

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. What  are  the  differences  between  list  and  net  prices  in  theWhat  are  the  differences  between  list  and  net  prices  in  the

industrial market? Why are both used in the industrial marketing?industrial market? Why are both used in the industrial marketing?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
……………………………………………………………………………………………………………………………………………………………………………………………………

2.2. Negotiated  pricing  occurs  in  the  industrial  market  because  bidNegotiated  pricing  occurs  in  the  industrial  market  because  bid
pricing is not appropriate for all industrial marketing transactions. Dopricing is not appropriate for all industrial marketing transactions. Do
you agree? Why or why not?you agree? Why or why not?
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
……………………………………………………………………………………………………………………………………………………………………………………………………

3.3. explain the importance of pricing in the industrial marketing.explain the importance of pricing in the industrial marketing.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
……………………………………………………………………………………………………………………………………………………………………………………………………

4.4. Identify and give brief definitions for all the factors that influenceIdentify and give brief definitions for all the factors that influence
pricing decisions.pricing decisions.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
……………………………………………………………………………………………………………………………………………………………………………………………………

5.5. Explain the basic pricing strategies for new product introductionsExplain the basic pricing strategies for new product introductions
in the industrial market.  in the industrial market.  

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
……………………………………………………………………………………………………………………………………………………………………………………………………

10.8 SUMMARY10.8 SUMMARY

Pricing is  the fourth major sub strategy involved in overall  marketingPricing is  the fourth major sub strategy involved in overall  marketing
strategy. It is important, however, to realize that pricing decisions muststrategy. It is important, however, to realize that pricing decisions must
be integrated with decisions regarding products, channels, and promotionbe integrated with decisions regarding products, channels, and promotion
through time and not simply at one point in time. Pricing is not somethingthrough time and not simply at one point in time. Pricing is not something
that  takes  place  after  products  have  been  manufactured,  channelsthat  takes  place  after  products  have  been  manufactured,  channels
established  and  promotional  campaigns  inaugurated  –  it  must  beestablished  and  promotional  campaigns  inaugurated  –  it  must  be
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considered simultaneously along with all the other functional marketingconsidered simultaneously along with all the other functional marketing
decisions  that  the  manager  has  to  make.  The  role  of  pricing  in  thedecisions  that  the  manager  has  to  make.  The  role  of  pricing  in  the
industrial  market  was  explained,  and  factors  influencing  the  actualindustrial  market  was  explained,  and  factors  influencing  the  actual
pricing decision were developed in depth.  The concept of  list  and netpricing decision were developed in depth.  The concept of  list  and net
pricing was covered. The concept of ROI pricing was explained and a ROIpricing was covered. The concept of ROI pricing was explained and a ROI
pricing  model  was  introduced.  Bidding  in  the  industrial  market  waspricing  model  was  introduced.  Bidding  in  the  industrial  market  was
examined  and  the  basic  bidding  model  was  developed.  The  area  ofexamined  and  the  basic  bidding  model  was  developed.  The  area  of
negotiated pricing was explained. Finally, the possible kinds of pricingnegotiated pricing was explained. Finally, the possible kinds of pricing
strategies in the industrial market was examined.strategies in the industrial market was examined.

10.9 ANSWER TO CHECK YOUR PROGRESS EXERCISE10.9 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer to Section 10.6 of item 1Refer to Section 10.6 of item 1
2.2. Refer to Section 10.6 of item 3 and 4Refer to Section 10.6 of item 3 and 4
3.3. Refer to Section 10.3Refer to Section 10.3
4.4. Refer to Section 10.5 of items 10.5.1 and 10.5.6Refer to Section 10.5 of items 10.5.1 and 10.5.6
5.5. Refer to Section 10.7Refer to Section 10.7
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UNIT  11:  INDUSTRIAL  MARKETING  PERFORMANCE:UNIT  11:  INDUSTRIAL  MARKETING  PERFORMANCE:
CONTROLLING AND EVALUATINGCONTROLLING AND EVALUATING

ContentsContents
11.011.0Aims and ObjectivesAims and Objectives
11.111.1IntroductionIntroduction
11.211.2Control and Evaluation DefinedControl and Evaluation Defined
11.311.3Levels of Marketing Control and Evaluation ActivityLevels of Marketing Control and Evaluation Activity
11.411.4Mechanisms for Marketing Control and EvaluationMechanisms for Marketing Control and Evaluation
11.511.5SummarySummary
11.611.6Answer to Check Your Progress ExercisesAnswer to Check Your Progress Exercises

11.0 AIMS AND OBJECTIVES11.0 AIMS AND OBJECTIVES

After reading the unit the student must be able:After reading the unit the student must be able:
-- to create an understanding of both control and evaluation as bothto create an understanding of both control and evaluation as both

relate to industrial marketing managementrelate to industrial marketing management
-- to  point  out  levels  of  marketing  that  should  be  controlled  andto  point  out  levels  of  marketing  that  should  be  controlled  and

evaluatedevaluated
-- to describe and illustrate useful mechanisms that may be used forto describe and illustrate useful mechanisms that may be used for

controlling and evaluating marketing management actions.controlling and evaluating marketing management actions.

11.1 INTRODUCTION11.1 INTRODUCTION

Industrial  marketing  planning  and  strategy  formulation  is  a  complexIndustrial  marketing  planning  and  strategy  formulation  is  a  complex
undertaking in that it involves coordinating many functions and tasks inundertaking in that it involves coordinating many functions and tasks in
response  to  changes  by  customers,  competitors,  suppliers  and  otherresponse  to  changes  by  customers,  competitors,  suppliers  and  other
involved  third  parties.  As  the  format  of  this  material  has  developed,involved  third  parties.  As  the  format  of  this  material  has  developed,
overall industrial marketing strategy requires the careful integration ofoverall industrial marketing strategy requires the careful integration of
products and/or services, channels, promotional efforts and prices. Theproducts and/or services, channels, promotional efforts and prices. The
marketing manager must attempt to determine which elements in his ormarketing manager must attempt to determine which elements in his or
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her overall strategy are effective and which are not. Marketing is simplyher overall strategy are effective and which are not. Marketing is simply
too complex an activity for any manager to ignore its interactions andtoo complex an activity for any manager to ignore its interactions and
results.  Without solid control and evaluation procedures, the industrialresults.  Without solid control and evaluation procedures, the industrial
marketing manager cannot determine where strategies and tactics aremarketing manager cannot determine where strategies and tactics are
working  effectively  or  where  they  are  in  error.  If  these  are  notworking  effectively  or  where  they  are  in  error.  If  these  are  not
discovered, corrective actions cannot take place and the result  is thatdiscovered, corrective actions cannot take place and the result  is that
errors compound and effective decisions go unnoticed.errors compound and effective decisions go unnoticed.

11.2 CONTROL AND EVALUATION DEFINED11.2 CONTROL AND EVALUATION DEFINED

The  terms  control  and  evaluation  are  sometimes  used  synonymously.The  terms  control  and  evaluation  are  sometimes  used  synonymously.
They are, however, different enough from a managerial perspective thatThey are, however, different enough from a managerial perspective that
their industrial meanings should be clarified.their industrial meanings should be clarified.

Control implies keeping on track or on target, and typically takes placeControl implies keeping on track or on target, and typically takes place
while  activities  or  programmes  are  in  progress.  Individual  managers,while  activities  or  programmes  are  in  progress.  Individual  managers,
such  as  product  or  sales  managers,  are  informed  when  meaningfulsuch  as  product  or  sales  managers,  are  informed  when  meaningful
deviations from objectives are observed. For example, a product managerdeviations from objectives are observed. For example, a product manager
may have an objective of achieving a 15 percent share of a particularmay have an objective of achieving a 15 percent share of a particular
market at the end of a specified time period, such as five years. Controlmarket at the end of a specified time period, such as five years. Control
would  be  involved  with  monitoring  progress  towards  that  specificwould  be  involved  with  monitoring  progress  towards  that  specific
objective.objective.

Evaluation is more diagnostic in nature and is concerned with reviewingEvaluation is more diagnostic in nature and is concerned with reviewing
results to determine how well objectives are or are not being achieved.results to determine how well objectives are or are not being achieved.
Evaluation is  aimed at  explaining differences that  are observed in theEvaluation is  aimed at  explaining differences that  are observed in the
control process.control process.

In actual practice, control and evaluation are usefully considered a singleIn actual practice, control and evaluation are usefully considered a single
interrelated process  of  detecting,  assessing and correcting differencesinterrelated process  of  detecting,  assessing and correcting differences
between desired and actual performance in various marketing activities.between desired and actual performance in various marketing activities.
From  here  on  control  and  evaluation  will  be  considered  on  a  singleFrom  here  on  control  and  evaluation  will  be  considered  on  a  single
process.process.
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11.3  LEVELS  OF  MARKETING  CONTROL  AND  EVALUATION11.3  LEVELS  OF  MARKETING  CONTROL  AND  EVALUATION
ACTIVITYACTIVITY

The interrelated process of control and evaluation can be applied to aThe interrelated process of control and evaluation can be applied to a
number of levels of marketing activity. These levels can range all the waynumber of levels of marketing activity. These levels can range all the way
from  a  company's  overall  marketing  strategy  or  plan  to  individualfrom  a  company's  overall  marketing  strategy  or  plan  to  individual
managers of marketing functions such as advertising, sales or marketingmanagers of marketing functions such as advertising, sales or marketing
research and may include the actions of outside organizations as well.research and may include the actions of outside organizations as well.
The  discussion  below  depicts  the  six  levels  of  marketing  control  andThe  discussion  below  depicts  the  six  levels  of  marketing  control  and
evaluation  that  may  be  found  into  industrial  marketing  firms.  Not  allevaluation  that  may  be  found  into  industrial  marketing  firms.  Not  all
companies use all six levels but a discussion of each is appropriate in thatcompanies use all six levels but a discussion of each is appropriate in that
all  may  be  involved  at  one  time  or  another  in  industrial  marketingall  may  be  involved  at  one  time  or  another  in  industrial  marketing
companies.companies.

Level 1:  Control and evaluation of overall marketing planning andLevel 1:  Control and evaluation of overall marketing planning and
strategystrategy
Referring back to unit 5, it  will  be recalled that the overall marketingReferring back to unit 5, it  will  be recalled that the overall marketing
strategy or marketing plan is an industrial company's basic approach tostrategy or marketing plan is an industrial company's basic approach to
its marketplace. Overall marketing strategy involves the identification ofits marketplace. Overall marketing strategy involves the identification of
market opportunities, selection of the most profitable markets, and themarket opportunities, selection of the most profitable markets, and the
determination of how the company should serve these selected markets indetermination of how the company should serve these selected markets in
a manner most consistent with company objectives. As was developed ina manner most consistent with company objectives. As was developed in
unit 5, strategy development is the most basic marketing activity and allunit 5, strategy development is the most basic marketing activity and all
other marketing decisions, programmes and tactics must be consistentother marketing decisions, programmes and tactics must be consistent
with this overall strategy. This being the case, control and evaluation ofwith this overall strategy. This being the case, control and evaluation of
the  overall  marketing  strategy  chosen  by  an  industrial  company  is  athe  overall  marketing  strategy  chosen  by  an  industrial  company  is  a
logical management function.logical management function.

The  control  and  evaluation  of  the  overall  marketing  strategy  or  planThe  control  and  evaluation  of  the  overall  marketing  strategy  or  plan
involves three basic considerations: involves three basic considerations: 

-- Is the marketing strategy being carried out at all?Is the marketing strategy being carried out at all?
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-- If it is being carried out, how well is it being implemented?If it is being carried out, how well is it being implemented?
-- Is the strategy that is being implemented really the most effectiveIs the strategy that is being implemented really the most effective

in terms of changing competitive and market conditions?in terms of changing competitive and market conditions?

These  considerations  are  of  more  than  passing  interest  –  they  areThese  considerations  are  of  more  than  passing  interest  –  they  are
essential to any realistic control and evaluation of an industrial marketingessential to any realistic control and evaluation of an industrial marketing
manager's overall strategy.manager's overall strategy.

Level 2: Control and Evaluation of profit centers and/or businessLevel 2: Control and Evaluation of profit centers and/or business
unit strategies.unit strategies.
Unit 5, discussed strategic planning and its ramifications for marketingUnit 5, discussed strategic planning and its ramifications for marketing
planning and strategy formulation. The Boston Consulting Group (BCG)planning and strategy formulation. The Boston Consulting Group (BCG)
recommended  that  multi  product,  multi  market  companies  createrecommended  that  multi  product,  multi  market  companies  create
"business units" or "profit centers" and then develop separate strategies"business units" or "profit centers" and then develop separate strategies
for  each  as  if  they  were  unrelated  entities.  The  composite  strategiesfor  each  as  if  they  were  unrelated  entities.  The  composite  strategies
would  then  be  compiled  into  an  overall  strategy,  but  each  would  bewould  then  be  compiled  into  an  overall  strategy,  but  each  would  be
evaluated independent of each other. Since each "business unit" wouldevaluated independent of each other. Since each "business unit" would
have its own portfolio of products and/or services, it would be controlledhave its own portfolio of products and/or services, it would be controlled
and evaluated on this basis.and evaluated on this basis.

This  type  of  control  and  evaluation  is  becoming  more  common  asThis  type  of  control  and  evaluation  is  becoming  more  common  as
industrial  firms adopt strategic  planning and focus more on "businessindustrial  firms adopt strategic  planning and focus more on "business
units" or "profit centers" rather than on industrial products. In a sense,units" or "profit centers" rather than on industrial products. In a sense,
this level of control and evaluation is similar to that involved with specificthis level of control and evaluation is similar to that involved with specific
programs and  many  of  the  points  that  relate  to  program control  andprograms and  many  of  the  points  that  relate  to  program control  and
evaluation are appropriate here.evaluation are appropriate here.

Level 3: Control and evaluation of specific marketing programsLevel 3: Control and evaluation of specific marketing programs
Within  an  overall  marketing  strategy  and  within  "business  unit"Within  an  overall  marketing  strategy  and  within  "business  unit"
strategies, it is common to find programmes developed to carryout thosestrategies, it is common to find programmes developed to carryout those
strategies.  A  program  is  the  blend  of  marketing  elements  such  asstrategies.  A  program  is  the  blend  of  marketing  elements  such  as
product, distribution, promotion and price and it is to this blend that theproduct, distribution, promotion and price and it is to this blend that the
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customer responds with a purchase. Program evaluation involves lookingcustomer responds with a purchase. Program evaluation involves looking
at the components of the individual program as a system rather than as aat the components of the individual program as a system rather than as a
collection of  unrelated parts.  All  elements should be considered in  ancollection of  unrelated parts.  All  elements should be considered in  an
interrelated  synergistic  fashion.  If  one  element  changes  (price  isinterrelated  synergistic  fashion.  If  one  element  changes  (price  is
increased due to rising costs), the effects will be felt on other elementsincreased due to rising costs), the effects will be felt on other elements
(product  quality  and  specifications,  channels,  distribution,  advertising(product  quality  and  specifications,  channels,  distribution,  advertising
and sales) as well as on the total program. It is in this light that individualand sales) as well as on the total program. It is in this light that individual
program control and evaluation should take place.program control and evaluation should take place.

An industrial company may employ a number of programs simultaneouslyAn industrial company may employ a number of programs simultaneously
within the same overall marketing strategy. But it is necessary to controlwithin the same overall marketing strategy. But it is necessary to control
and evaluate them individually to gain the proper perspective of  eachand evaluate them individually to gain the proper perspective of  each
program.program.

Program  control  and  evaluation  requires  the  marketing  manager  toProgram  control  and  evaluation  requires  the  marketing  manager  to
devote attention to several major concerns:devote attention to several major concerns:

-- how well  does each program concide with the company's  overallhow well  does each program concide with the company's  overall
strategy? Are some programs out of step with overall strategy? Arestrategy? Are some programs out of step with overall strategy? Are
some  programs  inconsistent  with  one  another  ro  even  mutuallysome  programs  inconsistent  with  one  another  ro  even  mutually
exclusive?exclusive?

-- How  effectively  are  resources  being  allocated  to  the  variousHow  effectively  are  resources  being  allocated  to  the  various
programs?  Should  some  programs  receive  more  attention  andprograms?  Should  some  programs  receive  more  attention  and
resources  while  others  could  succeed  with  less?  Is  the  fundingresources  while  others  could  succeed  with  less?  Is  the  funding
adequate to ensure the success of each program?adequate to ensure the success of each program?

-- How effective and efficient is the marketing mix in each program? IfHow effective and efficient is the marketing mix in each program? If
each program is  viewed as a system, the marketing mix of eacheach program is  viewed as a system, the marketing mix of each
program should be reviewed in terms of cost and effectiveness.program should be reviewed in terms of cost and effectiveness.

Program  control  and  evaluation  may  or  may  not  be  the  directProgram  control  and  evaluation  may  or  may  not  be  the  direct
responsibility of the industrial marketing manager, but it is always theresponsibility of the industrial marketing manager, but it is always the
ultimate responsibility of that manager. To illustrate,  when a companyultimate responsibility of that manager. To illustrate,  when a company
uses  product  managers,  marketing  managers  or  program  managers,uses  product  managers,  marketing  managers  or  program  managers,
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those individuals are typically responsible for controlling and evaluatingthose individuals are typically responsible for controlling and evaluating
their own programs. However, these people often are in turn responsibletheir own programs. However, these people often are in turn responsible
to the marketing manager. Thus, the latter is ultimately held responsibleto the marketing manager. Thus, the latter is ultimately held responsible
by  top  management  for  individual  program successes  and  failures.  Inby  top  management  for  individual  program successes  and  failures.  In
addition, the responsibility for controlling and evaluating the overall mixaddition, the responsibility for controlling and evaluating the overall mix
of individual programs is almost always given to the marketing manager.of individual programs is almost always given to the marketing manager.

Level 4: Control and Evaluation of Marketing FunctionsLevel 4: Control and Evaluation of Marketing Functions
Within  overall  strategy,  within  "business  unit"  strategies  and  withinWithin  overall  strategy,  within  "business  unit"  strategies  and  within
specific programs, marketing activities or functions are carried out byspecific programs, marketing activities or functions are carried out by
departments  such  as  sales,  advertising,  and marketing research.  Howdepartments  such  as  sales,  advertising,  and marketing research.  How
well each functional department performs is what is involved in controlwell each functional department performs is what is involved in control
and evaluation at this level. This is where strategy changes into tactics. Inand evaluation at this level. This is where strategy changes into tactics. In
product  strategy,  for  example,  attention  focuses  upon  specifications,product  strategy,  for  example,  attention  focuses  upon  specifications,
grades and models, service and warranties: in advertising the focus isgrades and models, service and warranties: in advertising the focus is
upon evaluating copy and media and in sales it is the number of calls,upon evaluating copy and media and in sales it is the number of calls,
orders and average order size obtained by sales force members.orders and average order size obtained by sales force members.

Control  and  evaluation  of  particular  marketing  functions  typicallyControl  and  evaluation  of  particular  marketing  functions  typically
requires  standards  peculiar  to  the  particular  function  involved.requires  standards  peculiar  to  the  particular  function  involved.
Advertising is not evaluated according to the same standards as thoseAdvertising is not evaluated according to the same standards as those
used in distribution or pricing. Usually, functional standards are stated inused in distribution or pricing. Usually, functional standards are stated in
terms of overall marketing goals such as market share or sales volumeterms of overall marketing goals such as market share or sales volume
growth, or in terms of more intermediate goals such as awareness andgrowth, or in terms of more intermediate goals such as awareness and
knowledge of product features among target market customers.knowledge of product features among target market customers.

Level  5:  Control  and  evaluation  of  individual  personnel  of  theLevel  5:  Control  and  evaluation  of  individual  personnel  of  the
marketing organizationmarketing organization
Individual  members  of  the  company's  marketing organization  typicallyIndividual  members  of  the  company's  marketing organization  typically
are  assigned  responsibilities  that  are  expected  to  contribute  to  theare  assigned  responsibilities  that  are  expected  to  contribute  to  the
achievement  of  functional  or  program  objectives.  Individuals  rangingachievement  of  functional  or  program  objectives.  Individuals  ranging
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from advertising managers, product managers and sales managers downfrom advertising managers, product managers and sales managers down
to field sales personnel are usually subject to control and evaluation.to field sales personnel are usually subject to control and evaluation.

There are basic reasons for control and evaluation of individual efforts. AThere are basic reasons for control and evaluation of individual efforts. A
major reason is to identify areas where performance may be improved.major reason is to identify areas where performance may be improved.
Another reason is to provide information regarding personnel decisionsAnother reason is to provide information regarding personnel decisions
such as promotion salary adjustments, and even termination. The point issuch as promotion salary adjustments, and even termination. The point is
that  while  many  industrial  marketing  managers  do  not  like  to  applythat  while  many  industrial  marketing  managers  do  not  like  to  apply
control and evaluation to subordinates, it is necessary for many reasons.control and evaluation to subordinates, it is necessary for many reasons.

Standards for assessing individual performance are often derived fromStandards for assessing individual performance are often derived from
the person's present job description (what he or she is expected to do)the person's present job description (what he or she is expected to do)
and from the job description of the next highest job to which the personand from the job description of the next highest job to which the person
might be promoted. might be promoted. 

Three types of standards are commonly used:Three types of standards are commonly used:
1.1. Hard standardsHard standards: are those that refers to precise numbers such as: are those that refers to precise numbers such as

sales volume, quotas or contribution to profit. sales volume, quotas or contribution to profit. 
2.2. Soft standardsSoft standards: are those that involve factors such as personality: are those that involve factors such as personality

character, initiative, judgment and organizing ability.character, initiative, judgment and organizing ability.
3.3. Task specific standardsTask specific standards: standards that are directly related to short: standards that are directly related to short

term problems or projects are also commonly used. For example, aterm problems or projects are also commonly used. For example, a
field  sales  representative  may  be  expected  to  set  up  25  newfield  sales  representative  may  be  expected  to  set  up  25  new
industrial distributors within one year for a new industrial product.industrial distributors within one year for a new industrial product.
Such task specific standards may be both "hard" and "soft" but areSuch task specific standards may be both "hard" and "soft" but are
tied directly to defined projects rather than overall performance.tied directly to defined projects rather than overall performance.

Level 6: Control and evaluation of outside marketing organizationsLevel 6: Control and evaluation of outside marketing organizations
Since  many  industrial-marketing  managers  make  use  of  outsideSince  many  industrial-marketing  managers  make  use  of  outside
organizations,  control  and  evaluation  of  these  organizations  is  aorganizations,  control  and  evaluation  of  these  organizations  is  a
necessity. Typical of these are manufacturers representatives, industrialnecessity. Typical of these are manufacturers representatives, industrial
distributors, sales agents, common carriers, public warehouses, computerdistributors, sales agents, common carriers, public warehouses, computer
service  organizations,  and  advertising  agencies.  They  all  performservice  organizations,  and  advertising  agencies.  They  all  perform
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different  functions  and  thus  must  be  evaluated  according  to  differentdifferent  functions  and  thus  must  be  evaluated  according  to  different
standards.  The  company  evaluates  its  representatives  on  the  basis  ofstandards.  The  company  evaluates  its  representatives  on  the  basis  of
three criteria:three criteria:

i)i)the representative's selling and technical competencethe representative's selling and technical competence
ii)ii) the representative's ability to conduct a reputable, profitable andthe representative's ability to conduct a reputable, profitable and

enduring business, andenduring business, and
iii)iii) the representative's personal and character traits such as a goodthe representative's personal and character traits such as a good

health, lack of distracting personal problems, honesty, openness,health, lack of distracting personal problems, honesty, openness,
ability to work with others, reliability and integrity.ability to work with others, reliability and integrity.

These  standards  wouldn't  be  appropriate  for  evaluating  an  industrialThese  standards  wouldn't  be  appropriate  for  evaluating  an  industrial
distributor or an advertising agency where vastly different functions aredistributor or an advertising agency where vastly different functions are
performed. The amount of this type of control and evaluation is directlyperformed. The amount of this type of control and evaluation is directly
proportionate to the number of outside organizations used. Companiesproportionate to the number of outside organizations used. Companies
that  are  heavy  users  of  representatives  and/or  distributors  will  spendthat  are  heavy  users  of  representatives  and/or  distributors  will  spend
considerable time evaluating their performance.considerable time evaluating their performance.

11.4  MECHANISMS  FOR  MARKETING  CONTROL  AND11.4  MECHANISMS  FOR  MARKETING  CONTROL  AND
EVALUATIONEVALUATION

Following is a summary of some of the major mechanisms that may beFollowing is a summary of some of the major mechanisms that may be
used by the industrial marketing manager in the control and evaluation ofused by the industrial marketing manager in the control and evaluation of
strategies,  profit  centers,  programs,  functions,  personnel  and  outsidestrategies,  profit  centers,  programs,  functions,  personnel  and  outside
organizations.organizations.

i. Schedules and Control Chartsi. Schedules and Control Charts
Many industrial marketers use control charts to schedule key events andMany industrial marketers use control charts to schedule key events and
map outdates of  completion.  This unit  makes use of  PERT charts andmap outdates of  completion.  This unit  makes use of  PERT charts and
critical path analysis for their control and evaluation contributions.critical path analysis for their control and evaluation contributions.

Critical Path Method (CPM) is used in analyzing, assigned time frame andCritical Path Method (CPM) is used in analyzing, assigned time frame and
assigned to a function such as marketing, engineering, or manufacturing.assigned to a function such as marketing, engineering, or manufacturing.
Using  such  a  chart  the  marketing  manager  can  compare  actualUsing  such  a  chart  the  marketing  manager  can  compare  actual
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completion times with expected completion times and determine areascompletion times with expected completion times and determine areas
where variation is significant. In addition, where significant variance doeswhere variation is significant. In addition, where significant variance does
occur, it can be traced back to a specific area of responsibility.occur, it can be traced back to a specific area of responsibility.

Schedules  and  control  charts  are  useful  for  controlling  functionalSchedules  and  control  charts  are  useful  for  controlling  functional
activities and, when tied to responsibility centers, they can also be usedactivities and, when tied to responsibility centers, they can also be used
to  evaluate  personnel.  They  are  also  useful  in  monitoring  overallto  evaluate  personnel.  They  are  also  useful  in  monitoring  overall
marketing plans and programs where many separate activities must bemarketing plans and programs where many separate activities must be
coordinated for optimum impact. Finally, control charts can be used withcoordinated for optimum impact. Finally, control charts can be used with
quantitative standards to provide quantifiable performance standards. quantitative standards to provide quantifiable performance standards. 

ii. Reportsii. Reports
Another  common control  and  evaluation  technique  is  the  report.  LikeAnother  common control  and  evaluation  technique  is  the  report.  Like
other  organizations,  industrial  companies  use  various  reports  toother  organizations,  industrial  companies  use  various  reports  to
communicate  progress  and  results  among  employees.  These  types  ofcommunicate  progress  and  results  among  employees.  These  types  of
reports are most common:reports are most common:

1.1. Progress reportProgress report:: are usually short descriptive reports prepared at are usually short descriptive reports prepared at
dates of important events by managers responsible for completiondates of important events by managers responsible for completion
of  activities involved. They are widely used means of  controllingof  activities involved. They are widely used means of  controlling
scheduled  events  and  are  often  used  in  conjunction  with  PERTscheduled  events  and  are  often  used  in  conjunction  with  PERT
charts or other scheduling devices. charts or other scheduling devices. 

2.2. Activity  reports:Activity  reports: they  are  typically  are  used  by  managers  to they  are  typically  are  used  by  managers  to
evaluate  activities  performed  by  subordinates.  Perhaps  the  bestevaluate  activities  performed  by  subordinates.  Perhaps  the  best
known  activity  report  is  the  industrial  salesperson’s  call  reportknown  activity  report  is  the  industrial  salesperson’s  call  report
which outlines such factors as number of calls made, length of saleswhich outlines such factors as number of calls made, length of sales
call, amount of travel, person seen, and other such factors.call, amount of travel, person seen, and other such factors.

3.3. Informational reports:Informational reports: they are basically what the term implies – they are basically what the term implies –
they  are  reports  submitted  by  subordinates  to  inform  theirthey  are  reports  submitted  by  subordinates  to  inform  their
superiors  of  the  status  of  various  activities  or  circumstances.  Asuperiors  of  the  status  of  various  activities  or  circumstances.  A
common example is that money industrial sales representatives arecommon example is that money industrial sales representatives are
required to report on developments in their market areas. required to report on developments in their market areas. 
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The industrial marketing manager must be careful in the use of reportsThe industrial marketing manager must be careful in the use of reports
for control and evaluation purposes. Report gathering often becomes anfor control and evaluation purposes. Report gathering often becomes an
obsession and its value is diminished by the bulk of paperwork involved.obsession and its value is diminished by the bulk of paperwork involved.
Many  industrial  marketing  companies  have  incorporated  their  reportMany  industrial  marketing  companies  have  incorporated  their  report
gathering activities into their marketing information systems to facilitategathering activities into their marketing information systems to facilitate
more effective report processing and to reduce paperwork.more effective report processing and to reduce paperwork.

iii. Budgetsiii. Budgets
Budgets are developed, as parts of the planning process are also usefulBudgets are developed, as parts of the planning process are also useful
control and evaluation tools. As a marketing manager accounts for thecontrol and evaluation tools. As a marketing manager accounts for the
various  activities  that  will  comprise  his  or  her  overall  strategy,  thatvarious  activities  that  will  comprise  his  or  her  overall  strategy,  that
manager must also provide funding for those activities. This funding inmanager must also provide funding for those activities. This funding in
turn,  becomes the  marketing budget.  As  the  activities  are  performed,turn,  becomes the  marketing budget.  As  the  activities  are  performed,
their  actual costs may be compared with budgeted figures for  controltheir  actual costs may be compared with budgeted figures for  control
purposes.  A typical  budget may be the one-year budget where annualpurposes.  A typical  budget may be the one-year budget where annual
costs for each category are often subdivided by quarters, months or evencosts for each category are often subdivided by quarters, months or even
weeks  for  control  purposes.  Each  category’s  budget  level  may  thenweeks  for  control  purposes.  Each  category’s  budget  level  may  then
become a standard similar to that used in a control chart. As the managerbecome a standard similar to that used in a control chart. As the manager
compares actual expenditures with budgeted figures, variances betweencompares actual expenditures with budgeted figures, variances between
the two will be seen.the two will be seen.

Budget  control  is  most  appropriate  for  levels  of  marketing  activityBudget  control  is  most  appropriate  for  levels  of  marketing  activity
involving functions and individuals. At these levels, costs are best-isolatedinvolving functions and individuals. At these levels, costs are best-isolated
and traced to persons responsible. Where variances are observed, theyand traced to persons responsible. Where variances are observed, they
can often be identified quickly and remedied at these levels. can often be identified quickly and remedied at these levels. 
iv. Sales and Cost Analysisiv. Sales and Cost Analysis
Sales and cost analysis are used to discover weaknesses or unexpectedSales and cost analysis are used to discover weaknesses or unexpected
patterns in marketing results.  Typically,  overall  company sales may bepatterns in marketing results.  Typically,  overall  company sales may be
subdivided according to product types, customer type, geographic area orsubdivided according to product types, customer type, geographic area or
some other similar classification. Then, each classification is analyzed insome other similar classification. Then, each classification is analyzed in
terms of its sales and its cost considerations. The value of this approachterms of its sales and its cost considerations. The value of this approach
is that while overall sales volume and revenue may be acceptable, theis that while overall sales volume and revenue may be acceptable, the
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performance  of  individual  products  or  markets  may  not  be  nearly  asperformance  of  individual  products  or  markets  may  not  be  nearly  as
acceptable. Some breakdown however, is required to discover this. Foracceptable. Some breakdown however, is required to discover this. For
example, products A, B, C and H are good performers, but products D, E,example, products A, B, C and H are good performers, but products D, E,
F, G and I are actually losing money. This true picture would have beenF, G and I are actually losing money. This true picture would have been
overlooked if the manager had been satisfied with overall results and hadoverlooked if the manager had been satisfied with overall results and had
not  analyzed  the  contribution  of  individual  products.  Sales  and  costnot  analyzed  the  contribution  of  individual  products.  Sales  and  cost
analysis  aid  the  manager  in  deciding  which  areas  should  receiveanalysis  aid  the  manager  in  deciding  which  areas  should  receive
marketing attention and which are properly functioning.marketing attention and which are properly functioning.

Cost analysis is often difficult – much more so than sales analysis. TheCost analysis is often difficult – much more so than sales analysis. The
reason is that many costs are not chargeable to individual  categories.reason is that many costs are not chargeable to individual  categories.
This is particularly true of many overhead costs. Regardless of difficultiesThis is particularly true of many overhead costs. Regardless of difficulties
involved, cost analysis is seen by many industrial marketing managers asinvolved, cost analysis is seen by many industrial marketing managers as
a necessary element in control and evaluation. a necessary element in control and evaluation. 

v. Variance Analysisv. Variance Analysis
Variance analysis, which is an extension of sales and cost analysis, is theVariance analysis, which is an extension of sales and cost analysis, is the
process of identifying those factors that cause differences between actualprocess of identifying those factors that cause differences between actual
costs or sales and targeted costs or sales. Here, the manager comparescosts or sales and targeted costs or sales. Here, the manager compares
such specific factors as quantity sold, price per unit, profit contribution,such specific factors as quantity sold, price per unit, profit contribution,
and market share to find areas where large variances are in evidence.and market share to find areas where large variances are in evidence.
Where  major  variances  are  discovered,  they  are  further  analyzed  toWhere  major  variances  are  discovered,  they  are  further  analyzed  to
determine  reasons  for  such  divergence.  Then  action  may  be  taken todetermine  reasons  for  such  divergence.  Then  action  may  be  taken to
correct these variances in the future. correct these variances in the future. 

vi. Performance Appraisalsvi. Performance Appraisals
In many industrial marketing companies, the performance of individualIn many industrial marketing companies, the performance of individual
marketing  personnel  is  appraised  annually  by  one  or  more  superiors.marketing  personnel  is  appraised  annually  by  one  or  more  superiors.
Typically,  a  marketing  manager  must  appraise  performances  ofTypically,  a  marketing  manager  must  appraise  performances  of
subordinates  such  as  product  managers,  the  sales  manager,  thesubordinates  such  as  product  managers,  the  sales  manager,  the
advertising  manager,  and  the  marketing  research  manager.  Thoseadvertising  manager,  and  the  marketing  research  manager.  Those
managers  in  turn  must  evaluate  the  performances  of  their  staffmanagers  in  turn  must  evaluate  the  performances  of  their  staff
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employees.  Many approaches are used but the following three are theemployees.  Many approaches are used but the following three are the
most popular. most popular. 

Rating SystemsRating Systems: Rating systems are used predetermined seals defining: Rating systems are used predetermined seals defining
employee  and  job  characteristics.  Although  there  are  problems  withemployee  and  job  characteristics.  Although  there  are  problems  with
rating systems, they are used often in the evaluation of performance ofrating systems, they are used often in the evaluation of performance of
marketing personnel in industrial companies.marketing personnel in industrial companies.

Open-Ended  Evaluations:Open-Ended  Evaluations: another  form  of  individual  performance another  form  of  individual  performance
appraisal is the open-ended evaluation where by supervisors are requiredappraisal is the open-ended evaluation where by supervisors are required
to submit written evaluations in terms of such factors as “willingness toto submit written evaluations in terms of such factors as “willingness to
make decisions” or “need for specific instruction.” Two major problems,make decisions” or “need for specific instruction.” Two major problems,
however, may be involved: however, may be involved: 

-- considerable rater time is required; and considerable rater time is required; and 
-- much depends upon the rater’s writing skills – a rater who writesmuch depends upon the rater’s writing skills – a rater who writes

poorly could unknowingly jeopardize a subordinate’s appraisal.poorly could unknowingly jeopardize a subordinate’s appraisal.

Management by Objectives (MBO):Management by Objectives (MBO): Still another common performance Still another common performance
evaluation tool is the management by objectives or MBO tool. In the MBOevaluation tool is the management by objectives or MBO tool. In the MBO
process,  the  employee  and  the  supervisor  jointly  agree  upon  theprocess,  the  employee  and  the  supervisor  jointly  agree  upon  the
employee’s goals for the period involved. The MBO approach is the mostemployee’s goals for the period involved. The MBO approach is the most
individualized of the three methods that have been discussed. However,individualized of the three methods that have been discussed. However,
this same individualize approach requires considerable planning and timethis same individualize approach requires considerable planning and time
on the part of the supervisor. on the part of the supervisor. 

vii. Marketing Auditsvii. Marketing Audits
The most comprehensive control and evaluation process in marketing isThe most comprehensive control and evaluation process in marketing is
the  marketing  audit.  The  marketing  audit  is  defined  as,  “Athe  marketing  audit.  The  marketing  audit  is  defined  as,  “A
comprehensive, systematic, independent, and periodic examination of acomprehensive, systematic, independent, and periodic examination of a
company’s  or  a  business  unit’s,  activities  with  a  view to  determiningcompany’s  or  a  business  unit’s,  activities  with  a  view to  determining
problem areas and opportunities and recommending a plan of action toproblem areas and opportunities and recommending a plan of action to
improve  the  company’s  marketing  performance.”  Systematic  implies  aimprove  the  company’s  marketing  performance.”  Systematic  implies  a
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logical  framework  to  guide  the  audit:  comprehensive  means  that  alllogical  framework  to  guide  the  audit:  comprehensive  means  that  all

factors  influencing  marketing  performance  arefactors  influencing  marketing  performance  are considerable;  andconsiderable;  and

independent indicates that it is to be carried out objectively by peopleindependent indicates that it is to be carried out objectively by people
who do not have a vested interest in its outcome.who do not have a vested interest in its outcome.

Marketing  audits  are  complex  and  costly  and  constitute  a  majorMarketing  audits  are  complex  and  costly  and  constitute  a  major
undertaking. The overall audit is often broken down into sub audits suchundertaking. The overall audit is often broken down into sub audits such
as: as: 

-- a marketing environmenta marketing environment
-- a marketing strategy audita marketing strategy audit
-- a marketing organization audita marketing organization audit
-- a marketing systems audita marketing systems audit
-- a marketing productivity audita marketing productivity audit
-- a marketing function audit.a marketing function audit.

Thus the contents of a firm’s overall marketing audit will often parallelThus the contents of a firm’s overall marketing audit will often parallel
the  contents  of  its  marking  plan.  This  is  logical  in  that  the  audit  isthe  contents  of  its  marking  plan.  This  is  logical  in  that  the  audit  is
considered to the control element in the marketing plan. considered to the control element in the marketing plan. 

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. What is the difference between control and evaluation in industrialWhat is the difference between control and evaluation in industrial

marketing?marketing?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2. Why  is  it  necessary  for  the  industrial  marketing  manager  toWhy  is  it  necessary  for  the  industrial  marketing  manager  to

evaluate  marketing  personnel  as  well  as  to  evaluate  marketingevaluate  marketing  personnel  as  well  as  to  evaluate  marketing
strategies, programs; and activities?strategies, programs; and activities?

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
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3.3. Explain the roles played by budgets in control and evaluation in theExplain the roles played by budgets in control and evaluation in the
industrial market.industrial market.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
4.4. Define marketing audits and explain the major areas of applicationsDefine marketing audits and explain the major areas of applications

in marketing audits.in marketing audits.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

5.5. Identify  possible  and  common  standards  that  could  be  used  inIdentify  possible  and  common  standards  that  could  be  used  in
assessing  individual  performances;  and  give  explanation  withassessing  individual  performances;  and  give  explanation  with
examples.examples.

……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

11.5 SUMMARY11.5 SUMMARY

Marketing control and evaluation is the logical follow up of marketingMarketing control and evaluation is the logical follow up of marketing
planning  and  strategy  formulation.  Marketing  performances  must  beplanning  and  strategy  formulation.  Marketing  performances  must  be
evaluated in light of objectives to be achieved, acceptable standards ofevaluated in light of objectives to be achieved, acceptable standards of
performance,  opportunities  for  improvement,  variances  in  actual  andperformance,  opportunities  for  improvement,  variances  in  actual  and
forecasted performances, and redirected marketing efforts required. Thisforecasted performances, and redirected marketing efforts required. This
assessment may involve marketing control and evaluation processes atassessment may involve marketing control and evaluation processes at
six different levels:  overall  marketing and strategy; “Profit centers” orsix different levels:  overall  marketing and strategy; “Profit centers” or
“business  units”  strategy  specific  programmes  designed  to  carryout“business  units”  strategy  specific  programmes  designed  to  carryout
strategies;  marketing  tactics  or  functions  employed  to  implement  thestrategies;  marketing  tactics  or  functions  employed  to  implement  the
programs:  individual  marketing  personnel  responsible  for  performingprograms:  individual  marketing  personnel  responsible  for  performing
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activities and functions; and outside marketing organizations used by theactivities and functions; and outside marketing organizations used by the
company.company.

In controlling and evaluating marketing performances at  any or all  ofIn controlling and evaluating marketing performances at  any or all  of
these levels, a number of various tools and mechanisms may be used.these levels, a number of various tools and mechanisms may be used.
These include: schedules and control charts, reports, budgets, sales andThese include: schedules and control charts, reports, budgets, sales and
cost  analysis,  variance  analysis,  performance  appraisals,  and  thecost  analysis,  variance  analysis,  performance  appraisals,  and  the
marketing audit. Use of these tools was discussed in light of some of theirmarketing audit. Use of these tools was discussed in light of some of their
useful applications to industrial marketing effort is costly, complex, anduseful applications to industrial marketing effort is costly, complex, and
time consuming. Yet both are integral interrelated parts of the planningtime consuming. Yet both are integral interrelated parts of the planning
process and a necessity in effective industrial marketing management.process and a necessity in effective industrial marketing management.

11.6 ANSWER TO CHECK YOUR PROGRESS 11.6 ANSWER TO CHECK YOUR PROGRESS 

1.1. Refer to section 11.2Refer to section 11.2
2.2. Refer to section 1.3 starting from level 1 to 6Refer to section 1.3 starting from level 1 to 6
3.3. Refer to section 11.4 of item iii.Refer to section 11.4 of item iii.
4.4. Refer to section 11.4 of item vii.Refer to section 11.4 of item vii.
5.5. Refer to section 11.3 of level 5Refer to section 11.3 of level 5
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