5 X

V. ARHTREF - =R
X7 -PHEF
W= T RETF

6 M5

13571
. St FUS ,
N LELEL BT
—eeeeeee———
Business Marketing Strategy

Cases, Concepts, and Applications

V. Kasturi Rangan
Benson P. Shapiro
Rowland T. Moriarty, Jr.

B HILWE ARSI
M McGraw-Hill ki 2 5



BEEMRE (CIP) ¥#E
S EH R RAL MESMA: RN/ (X)) ZM (Rangan, V. K.) ¥3F —
KE: RILMEBREH R, 1998.8
(ERR B AT £ B RO BE)
ISBN 7 - 81044 - 460 - 3

T4 .2 M.eVER-THEHFE-XX N.F274

B A B 1R CIP BT (98) %R 19558 &
TTERNREENGEEIES: EF06-1998-141 5

V. Kasturi Rangan, Benson P. Shapiro, Rowland T. Moriarty, Jr.: Business Mar-

keting Strategy: Cases, Concepts, and Applications

Copyright © 1993 by Richard D. Irwin, Inc.

This edition is published jointly by McGraw-Hill Book Co. and Dongbei University of Fi-
nance & Economics Press, for sale in P. R. China only.

All Rights Reserved.

A HISCF R McGraw-Hill H iR2A R FARIEM 2R H A G148 H s, (UR E
BAME, REHREBEFA, ABUEATRDR., EHERABRHEMIRLS

IR AE, fRBR.

AR AL 2 K 2 IR At
McGraw-Hill H B2 7] AIRIHIR
AL & K % W IR AL RAT
(REWRBABLLE 2175 MBESAD  116025)
X TEEREXERA MK HHEFEEGR T ELE

Fras: 787x1092 X 1716 FH: 1280 FF E¥H: 54 #HR. 2
1998 £ 8 A% 1 IR 1998 4 8 H % 1 WEIR

KURE: FLE HER:. 8 T

EH. 82.00 7T
ISBN 7 - 81044 - 460 - 3/F+1143



H R E 8IS

 BAMERR-AEENER, RAKNALE, BRBMAERE, §
BFREEE, ERRALELRE - REFEEF, ATEHER, —W L
FREEEZF, EXRHI, TERFTLEGEE-BRAGEE, AR
MBA (Master of Business Administration, #BHF#HEH “TRHEEMIE") HF
AETFHRARERHFT RATRENRN, —FUAZREHAHTEEH. B
PEAESBRERS, R —hER SR ERGITIE “EHEFE (Cases
Methods) Z#BAR T 40 FHHBFEX, FUIRANRERELR,

VAR MBA BT ARG LASHRF IR EERL AR (Gradu-
ate School of Business Administration, Harvard University, &% & #& Harvard
Business School, B “&hHFKR”), AN LR ERZ L L EHABZH T F
FeP BT E, HBAFREIE—NELOEE, CEATEHFHRBELT
SR MBAKFTHH HE, BHAHFRMBALCERALHRLLEFER—
RAEHY “EFRE, A TRERTERBR AN FRERMEZ
Sh, TZRPANTHRE—BHRARET &,

FREFPE, ABNTERFTHLT “WEARRER”, EARERLBRY
W, BMNBELEFH S, #THET —FBIEHERIN LB HFREY
HEGRE, FRANBEETERTAFEAS, BB, RNELESE
FE|Z5A, B A i 2% MBA A TRERHAHBHEL (¥
FF) BARENTER, ABELERETERLTALLR MBA, £2HE)|A A
(ETP) Vit fe o XA L 098ME L, ARDADETEEZTAEIGE
FRERS T RTR—-BEELH, |

SFAR AP B ELAARR . MF. BB BBRARRST T AE
e RE, BiFT KitHdREHE, HAN14E0LB0!

ARBRRELRE
1998 4 8 A



The Irwin Series in Marketing

Gilbert A. Churchill, Jr., Consulting Editor
. University of Wisconsin, Madison

Alreck & Settle
The Survey Research Handbook, 2/E

Arens & Bovee .
Contemporary Advertising, 5/E

Bearden, Ingram, & LaForge
Marketing: Principles & Perspectives, I/E

Belch & Belch

Introduction to Advertising and Promotion:

An Integrated Marketing Communications
Perspective, 3/E

Berkowitz, Kerin, Hartley, & Rudelius
Marketing, 4/E

Bernhardt & Kinnear
Cases in Marketing Management, 6/E

Bonoma & Kosnik
Marketing Management: Text & Cases, 1/E

Boyd, Walker, & Larréché
Marketing Management: A Strategic
Approach, 2/E

Burstiner
Basic Retailing, 2/E

Cadotte
The Market Place: A Strategic Marketing
Simulation, 1/E

Cateora
International Marketing, 8/E

Churchill, Ford, & Walker
Sales Force Management, 4/E

Cole & Mishler.
Consumer and Business Credit Management, 10/E

Cravens
Strategic Marketing, 4/E

Cravens & Lamb
Strategic Marketing Management Cases, 4/E

Crawford
New Products Management, 4/E

Dillon, Madden, & Firtle
Essentials of Marketing Research, I/E

Dillon, Madden, & Firtle
Marketing Research in a Marketing
Environment, 3/E

Engel, Warshaw, & Kinnear
Promotional Strategy, 8/E

Faria, Nulsen, & Roussos
Compete!, 4/E

Futrell
ABC’s of Selling, 4/E

Futrell
Fundamentals of Selling, 4/E

Hawkins, Best, & Coney
Consumer Behavior, 6/E

Lambert & Stock
Strategic Logistics Management, 3/E

Lehmann & Winer
Analysis for Marketing Planning, 3/E

Lehmann & Winer
Product Management, I/E

Levy & Weitz
Retailing Management, 2/E

Mason, Mayer, & Ezell
Retailing, 5/E

Mason, Mayer, & Wilkinson
Modern Retailing, 6/E

Mason & Perreault
The Marketing Game!, 2/E

McCarthy & Perreauit
Basic Marketing: A Global-Managerial
Approach, 11/E



McCarthy & Perreault
Essentials of Marketing: A Global-Managerial
Approach, 6/F

Meloan & Graham
International and Global Marketing Concepts and
Cases, I/E

Patton

Sales Force: A Sales Management Simulation
Game, I/E

Peter & Donnelly
A Preface to Marketing Management, 6/E

Peter & Donnelly

Marketing Management: Knowledge and Skills,
4/E

Peter & Olson
Consumer Behavior and Marketing Strategy, 3/E

Peter & Olson
Understanding Consumer Behavior, 1/E

Quelch
Cases in Product Management, 1/E

Quelch, Dolan, & Kosnik
Marketing Management: Text & Cases, 1/E

Quelch & Farris
Cases in Advertising and Promotion
Management, 4/E

Quelch, Kashani, & Vandermerwe
Cases in European Marketing Management, 1/E

Smith & Quelch
Ethics in Marketing, 1/E

Stanton, Buskirk, & Spiro
Management of a Sales Force, 9/E

Thompson & Stappenbeck
The Marketing Strategy Game, 1/E

Walker, Boyd, & Larréché
Marketing Strategy: Planning and
Implementation, 1/E

Weitz, Castleberry, & Tanner
Selling: Building Partnerships, 2/E



Preface

This book is based on the extremely successful business marketing course at the
Harvard Business School. We three co-authors have taught the course for over a
decade and a half, from the mid-70s to the early 90s, and almost every year it has
been among the best rated of the second-year MBA electives.

In organizing the book, we mulled over the several frameworks used in the past
years. The most obvious way to organize the material appeared to be by marketing
mix topics, such as market segmentation, customer selection, product policy, pric-
ing, channels of distribution, and so on. What we found, however, was that second-
year MBA students, having studied the principles of marketing by the marketing
mix framework in the core course, realize that it is highly interactive and are anx-
ious and eager to jump ahead and take a holistic view of the marketing function.
Moreover, we have seen from our various consulting experiences that marketing de-
cisions are integrative, and rarely separable as an exclusive market selection or pric-
ing or distribution issue. So from both a pedagogical point of view and a practitioner
point of view, the classic marketing mix organization did not appeal to us very
much.

At the other extreme, we were also aware of business-to-business marketing
curriculums that have tended to specialize by distinctive topic areas. The notion of
industrial buying behavior, for example, was quite important and widely researched
and taught in the late 70s and early. 80s. The topic of distribution channels rose in
prominence in the mid-80s. Then in the late 80s, high-tech marketing became the
rage. We did not want to specialize this book by any such interest focus either, be-
cause its primary purpose is to serve students, professionals, and practitioners who
practice business marketing across a wide range of industry settings. What we
sought was a pedagogically wholesome and managerially motivating framework
that would appeal to a broad cross section of business marketers. Our organization
of the book, therefore, has a very simple logic: the product life cycle.
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Preface

Business-to-business marketing concepts and challenges vary in importance
over the life cycle of the product. While the process of new product development is
critical early on, the task of managing the order fulfillment cycle is more important
at the tail end of the life cycle. Similarly, while the task of selecting and building a
sales-and-distribution channel is of paramount importance in the early stage, issues
of channel management and distribution cost efficiency become more important in
the later stage. The book, therefore, has three core modules—"Managing New Prod-
ucts,” “Managing Mature Products,” and “Managing Product Market Diversity”—to
reflect the market maturation process. Within each of these core sections there are a
variety of conceptual issues that cut across the entire spectrum of the marketing mix.
The organizing framework is simple, it is holistic, and it treats the marketing mix as
interactive and integrative, yet at the same time special topics and issues facing
business marketers are picked up at appropriate points in the product life cycle. For
example, in the “Managing Mature Products” module, there is an extensive discus-
sion on how to manage the commoditization trend. The challenges and scope of
business-to-business marketing are set out and the basic concepts in customer seg-
mentation and organization buying behavior are reviewed in the opening section,
“Introduction.”

This book has an equal representation of readings and cases. They work to-
gether to complement each other. The readings are almost evenly split between
practical applications and thoughtful conceptual frameworks. Similarly, the cases
reflect a range of strategic/conceptual issues as well as those that address tactics and
implementation. While each of the four sections has been written to represent a co-
gent collection of challenging conceptual and practical material, the articles may be
read as stand-alone pieces and are intended to be of value to graduate students as
well as practicing managers who think and deal daily with issues and problems such
as those portrayed in the book.

The cases have been chosen for their strong managerial underpinnings and
therefore to some extent are protected from the passage of time. They vary from
small entrepreneurial start-ups such as Ring Medical to global conglomerates such
as Northern Telecom and GE Plastics. The range of products also vary widely, from
traditional heavy industrial products to high-technology components. We provide a
brief overview of each of the cases and readings in the book in Chapter 1 (see Tables
1 and 2 on pages 13-14).

As is obvious from the table of contents, in a venture of this magnitude several
people contribute to the product. We would like to thank Tom Bonoma for “Major
Sales: Who Really Does the Buying?” and also his coauthored piece, “How to Seg-
ment Industrial Markets.” We are grateful to our colleagues Steven Wheelwright
and Kim Clark for allowing us to use their article “Creating Project Plans to Focus
Product Development™; to Dorothy Leonard-Barton, Edith Wilson, and John Doyle
for releasing “Commercializing Technology: Understanding User Needs”; to Bob
Dolan for letting us have his Northern Telecom case series, as well as his article “In-
dustrial Market Research: Beta Test Site Management”; to Melvyn Menezes for his
“Xerox Corporation: The Customer Satisfaction Program,” as well as the Techsonic
Industries, Inc. case; to Jeffrey Rayport for the Rank Xerox case; to Anirudh Dhebar
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for “Intel Corporation: Going into OverDrive™”; to Frank Cespedes for our use of
“Once More: How Do You Improve Customer Service?” as well as his co-authored
case “Becton Dickinson & Company: VACUTAINER® Systems Division”; to Ray
Corey for his coauthored Ingersoll-Rand case; and to Jay Misra and Cliff Fitzgerald
for letting us revise their original Rolm case. We would like to thank our other col-
leagues who coauthored several of the articles that are contained in this book,
namely, Gordon Swartz, John Sviokla, Elliott Ross, Ursula Moran, Tom Kosnik,
Nitin Nohria, Barbara Jackson, Kevin Bartus, Eric Beinhocker, George Bowman,
Raphael Carty, Craig Cline, Kim Crawford, Christopher Fay, Joseph Finegold,
Bruce Isaacson, Susan Lasley, Robert Lightfoot, David May, Krista McQuade,
Steven Michael, Dominic Palmer, Jon Serbin, Paresh Shah, Jon Skofic, and Joep
VanThiel. While many people contributed to it, the manuscript itself was put to-
gether by Susan Brumfield and Morgan McCurdy, our cheerful assistants. A special
thanks to them, especially Susan Brumfield, who carefully proofread our manu-
scripts and efficiently coordinated the production process with our publishers. At
Richard D. Irwin, we owe our appreciation to Paula Buschman, who firmly and ef-
fectively guided our project, and to Steve Patterson for his encouragement, commit-
ment, and support.

Our gratitude in no small measure is due to Dean John McArthur for encourag-
ing field research and case writing, the backbone of this book and several of the arti-
cles we have written. We appreciate the Division of Research at the Harvard
Business School for so generously funding our field research and for giving us per-
mission to use the cases and articles. We thank the Harvard Business Review, Jour-
nal of Marketing, Business Horizons, Sloan Management Review, and Industrial
Marketing Management for granting permission to use a number of articles that
were originally published in their journals. And last but not least we would like to
thank our students over the various years who have helped us refine our thinking by
their active class participation. This helped us work through the concepts carefully
and helped in clarifying and enhancing our communication of them.

The book itself, however, would not have been possible without the help of the
case protagonists, practitioners, and managers who kept us challenged by directing
us to topical issues and problems. We are forever indebted to them for their time and
their willingness to share a slice of their professional lives with us.

This book is gratefully dedicated to the several people who inspired and influ-
enced our personal and professional lives. That list is long and obviously different
for each of us. In this volume, we would like to acknowledge: Vijayaraghavan and
Sushila Raghavan, Balaji Chakravarthy, Gopal Rathnam, and Prabha Sridhar (V.
Kasturi Rangan); Ernest L. and Rose P. Shapiro, and Sidney and Rose Weinstock
(Benson P. Shapiro); and Rowland T. Moriarty, Sr., and Nancy and William Fitz
{Rowland T. Moriarty, Jr.).
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Scope and Challenge of
Business-to-Business
Marketing

This chapter identifies six key linkages that distinguish business-to-business market-
ing: three with respect to the external environment (i.e., derived demand, complex
buying process, and concentrated customer base) and three with respect to the in-
ternal organization (emphasis on technology, high level of customization, and order
fulfillment mechanism). These linkages give rise to unique challenges in the analysis
and execution of marketing decisions. After these challenges are discussed. the or-
ganization of the book is explained. The three core sections, following this introduc-
tory section, reflect the product life cycle theme: managing new products, managing
mature products, and managing product market diversity.

Industrial or business-to-business marketing is the marketing of goods and services
to commercial enterprises, governments, and other nonprofit institutions for use in
the goods and services that they, in turn, produce for resale to other industrial cus-
tomers.' Implicit in this definition is the type of customer in business-to-business
markets as well as the use of the goods purchased. In industrial markets, goods are
usually bought for enhancement and subsequent resale, whereas in consumer mar-
kets, goods are bought for their final consumption or use.

Because most economic activity is directly or indirectly geared to serving con-
sumers’ needs, it is hard to estimate the size of the economy for industrial products
and services. Certain activities, however, do predominate in the industrial sector. for
example, chemicals, primary metals, and machinery manufacturing. One estimate
suggests that business-to-business activity represents about one-third of the U.S.
1989 GNP of $5,200 billion.” In less-developed economies, the percentage can be

V. Kasturi Rangan and Bruce Isaacson prepared this note.

Copyright © 1994 by the President and Fellows of Harvard College.

Harvard Business School note 594—125.

'E. Raymond Corey, Industrial Marketing Cases and Concepts, 4th ed. (Englewood Cliffs, N.J
Prentice Hall, 1991), p. xi.

*V. Kasturi Rangan and Bruce Isaacson, “What Is Industrial Marketing?" Harvard Business Schooi
note No. 592-012.
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even higher, because a thriving industrial sector, be it manufacturing or trading, is
needed first, so consumers will get products of acceptable quality and value.
Products sold in industrial markets are usually classified as:*

* Heavy equipment such as radiology instrumentation or diesel engines.
s Light equipment such as hand tools or personal computers.

o Systems such as database networks, where the equipment is of secondary
importance to the solution being delivered.

» Raw materials such as crude oil or cotton fiber.

» Processed materials such as rolled steel or plastic polymer that have
undergone further processing from raw materials.

» Consumable supplies such as coolants, abrasives, or medical syringes.
o Components such as electrical motors or disk drives.
* Services such as management consulting and contract maintenance.

The above categories are neither exhaustive nor mutually exclusive. They are
listed merely to suggest the scope and range of industrial products.

Aspects Distinguishing Industrial Marketing

The industrial marketing system can be considered in terms of two key linkages.
The first is the external interface between the seller’s marketing/sales function and
the end user. The second is the internal interface between the seller’s marketing/
sales function and its manufacturing operations (see Figure 1).

While each of these linkages is highly complex (e.g., the role of research and
development [R&D] in the internal interface and the role of distribution channels in
the external interface), the two sets of linkages serve as convenient handles to ex-
plore the major challenges of business-to-business marketing.

The External Linkages

The three important considerations with respect to external linkages are derived de-
mand, complex buying/selling process, and concentrated customer base.

Derived Demand. The demand for industrial products tends to be driven by
the primary demand for consumer goods. For example, an automobile is built
from hundreds of components—engines, wheels, the exterior body, the dash-
board, and so forth. Each of these in turn is the end result of a supply chain con-
sisting of many other components and raw materials. The dashboard, for

*This classification scheme is based on one offered by Robert W. Haas, Industrial Marketing Man-
agement (Boston: Kent Publishing Company, 1982), chap. 1.
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instance, is usually molded from a plastic called ABS. ABS is made from three
chemicals, one of which is styrene. The styrene is made from ethylene, and eth-
ylene from petroleum. Thus, the demand for each of these intermediate goods is
influenced by the consumer demand for automobiles. When the demand for au-
tomobiles slumps (or peaks), so does the demand for ABS. Although consumer
preferences, economic cycles, and social trends all affect industrial products de-
mand, given its derived nature, it is possible to estimate demand for industrial
products with a greater degree of rationality. Industrial firms must purchase in
anticipation of the economic and market conditions; industrial buying. there-
fore, has a longer-range orientation.*

Complex Buying/Selling Process. In consumer markets, the decision-making
unit purchasing any particular item is often the individual and is rarely larger than
the household. In industrial markets, the decision-making unit is usually much more
complex. The purchase of one piece of industrial equipment might involve a host of
departments, such as purchasing, engineering, finance, and manufacturing, and
might also require top-management approval. Generally, the complexity of the buy-
ing process is increased by the following factors:

* The influence of the formal organization.
+ The strategic importance of the item being purchased.

* The cost of the item being purchased.
* The complexity of the need being serviced.

‘Fred E. Webster, Industrial Marketing Management, 2nd ed. (New York: John Wiley & Sons,
1984), chap. 1, pp. 5-19.



