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PART 1

Your Marketing Masterclass


Introduction

Marketing is about the relationship between an organization and its marketplace, and in particular its customers and potential customers. Customers are the lifeblood of a business; without customers a business has no future. In order to succeed and make a profit, a business must therefore aim to identify and satisfy the needs of its customers. The purpose of marketing is to help the business achieve these aims. In this Part you will learn about the nature and techniques of successful marketing and how it can improve business performance.

Today’s business world is highly competitive and changing fast, and marketing, as a body of knowledge and best practice, must respond to these changes. However, there is one fundamental fact about marketing that remains constant: it is that, to become successful and remain successful, an organization must be better at meeting customers’ needs than the competition.


Chapter 1

What is marketing?



In this chapter we will set out to define marketing and to dispel some of the common misunderstandings regarding the meaning and nature of marketing. We will look at established UK and US definitions of marketing and some current European thinking about the definition of marketing for the twenty-first century. We will also summarize the history of marketing and how this business philosophy developed in response to increased competition.

We will consider the relationship between marketing and business performance and some of the key evidence to support the view that a ‘customer/marketing orientation’ can have a positive effect on profitability and performance.

We will also touch on the issue of competition and the need to consider the relationship between our customers/potential customers and our competitors in any discussion of our approach to marketing our business. We will return to this theme in more detail later in Part 1.

Finally in this chapter we will look at marketing and the business as a whole, and identify some of the key behaviours of businesses that have effectively (and profitably) made the customer/marketing orientation the basis of their operations.



Defining marketing

In essence, marketing is a relatively simple concept but at its root lies a fundamental approach to directing a business. Its simplicity can lead to the real meaning of marketing being misunderstood or misconstrued – and this can lull us into a false sense of security. And, if we don’t understand what marketing is, we had better hope that our competitors don’t know either – because, if they do, they will have a competitive advantage over us.

A good way to explain marketing is to start by dispelling two common misunderstandings regarding its meaning and nature.

•  Marketing is just a posh name for selling. WRONG! A sale is often the ultimate objective of a marketing strategy, but marketing covers a much broader range of activities than just the sale event. Selling is the exchange of a product or service for, most commonly, a monetary value. Selling can be viewed as the last step in the marketing process. If marketing has been effective, it should make selling ‘easier’ (although selling is never easy!) because promotional and sales effort will have been directed at those customer groups who have a perceived need for the company’s offering.

•  Marketing just means advertising. WRONG! Promotion (including advertising) is a strategic activity that focuses on transmitting informative and/or persuasive messages via a medium or range of media to defined target audiences. In simple terms promotion is, again, part of the marketing strategy (as we will see later). This potential misunderstanding is further compounded when news media talk about a ‘marketing gimmick’ when they mean a ‘promotional gimmick’.


Some definitions of marketing

The UK Chartered Institute of Marketing (CIM) says that

‘Marketing is the management process responsible for identifying, anticipating and satisfying consumers’ requirements profitably.’

The American Marketing Association (AMA) defines marketing as:

‘The process of planning and executing the conception, pricing, promotion, and distribution of ideas, goods, and services to create exchanges that satisfy individual and organizational objectives.’

Both of these definitions are manifestations of the prevailing view of what constitutes marketing. However, a number of commentators are now suggesting that it is time to redefine marketing for the twenty-first century. For instance, one suggested definition, from C. Grönroos of the Swedish School of Economics, Helsinki, is:

‘Marketing is to establish, develop and commercialize long-term customer relationships, so that the objectives of the parties involved are met. This is done by mutual exchange and keeping of promises.’

It is worth noting that both the AMA and Grönroos definitions refer to ‘exchange’. At the heart of marketing is the process of enabling individuals and organizations to obtain what they need and want through exchanges with others.

For the purposes of this book a simple, usable definition might be:

‘Marketing is the identification and anticipation of customers’ needs and the profitable satisfaction of those needs.’



In essence, marketing is a business philosophy that says it is easier to achieve your business objectives if you understand and meet customers’ needs. Customers should be the raison d’être of the business.

There are four key issues encompassed in our simple definition:

‘Marketing is the identification and anticipation of customers’ needs and the profitable satisfaction of those needs.’

1  Identification To be truly marketing oriented, a business must identify customer needs. Marketing research linked to marketing decision making is the hallmark of a marketing-oriented company.

2  Satisfaction Customers must feel that the benefits offered by the company’s products or services meet their needs. If this does not happen, there is little opportunity for repeat sales.

3  Profitable Profit is an obvious business objective, and part of the ‘consideration’ (to use a term from contract law) for satisfying customer needs is to make a profit. In addition, for a business to survive and satisfy customer needs in the future, profit is essential.

4  Anticipation Part of what marketing needs to do is study customers’ behaviour and attitudes to make it possible to predict how changes will affect future demand for products and services.

It is also important to stress that, when establishing and maintaining customer relationships, the seller gives a set of promises based on the performance of a product or service offered, i.e. the benefits inherent in the offering that the seller believes are matched to the needs of the customer. In return the buyer promises to meet his/her commitment in the exchange, generally some form of payment. Promise is a key component of marketing, not only during the first purchase but also as central to the ongoing relationship between buyers and sellers.

One way to get a better understanding is to take a brief look at the history of marketing.

A history of marketing

Some argue that marketing has been in existence whenever and wherever there have been buyers and sellers, i.e. a market. However, it is generally considered that marketing, as we understand it, developed when competition for customers intensified.

Before and during the Industrial Revolution (roughly 1750–1850 in the UK), goods were relatively scarce and producers could sell all that they could produce. The focus was therefore on production and distribution at the lowest cost. This approach to organizing a business is often referred to as a ‘production orientation’.

From the late nineteenth and early twentieth centuries, competition grew and the focus turned to selling what could be produced, by persuading buyers to choose the seller’s product, regardless of whether it was the best match to the customer’s needs. A clear problem with this approach is that, if the product does not meet the customer’s needs, they will not purchase it again. Consequently, there will be no repeat sales and this will impact on the survival of the business. This approach to organizing a business is often referred to as a ‘sales orientation’.

From the 1950s onwards, most markets displayed intense competition for customers, and this competition drove the need to understand and satisfy customers’ needs if the business was to succeed. In essence, this approach puts the customer at the centre of a firm’s thinking and strategy, an approach to organizing a business that we often refer to as a ‘customer or marketing orientation’.

Marketing was once seen as the preserve of fast-moving consumer goods (FMCG) companies; now marketing and its techniques can be found in most industries. Even the public sector and charities are embracing the marketing orientation. In not-for-profit environments the main differences are that the objectives of the organization may not be expressed in terms of profitability or market share, and there is generally no real ‘competitive’ element.

In addition, marketing became an important academic subject – there is a reference to ‘marketing’ in a course syllabus at Ohio State University from 1921 – and is a central plank of management education, both undergraduate and postgraduate, across the world. I recently googled the term ‘marketing MBA’ and got 87.8 million results!

It is important to point out that, even now, ‘production-oriented’ and ‘sales-oriented’ organizations can still be identified in some business sectors. This situation seems to be related to:

•  the nature of the particular market environments of these sectors, e.g. large purchase values, very small number of customers, complex contractual arrangements

•  the attitudes/perceptions of senior management in these sectors.

Perhaps such management has been sceptical about whether marketing helps improve business performance and has therefore been reluctant to adopt the customer/marketing orientation.

Marketing and business performance

Both managers and academics have long been exercised by the ‘value’ of marketing to a business. In other words, if your business is marketing oriented, will you be more profitable than businesses that are not?

From a manager’s perspective, the issue is straightforward: why should you invest any scarce resource (including time and money) in marketing unless there is evidence that it will make you more profitable?

Academics have also focused on this issue, not only to support managers (by seeking to distil best practice) but also to understand the fundamental relationships between independent variables (such as what we do) and dependent variables (the results of what we do).

Academic research in this area began seriously in the 1970s. Probably one of the most important studies was the Profit Impact of Market Strategies (PIMS) study from Harvard University. The basis of the study was a huge survey and a large multiple regression model. It started with hundreds of independent variables that were considered to affect the key dependent variables (i.e. profit and return on investment (ROI), often referred to as return on capital employed (ROCE) in the UK) and finished up with 37 variables that explained most (80 per cent) of the causal effect. The study identified that profit margins and ROI are strongly, and positively, related to four key variables:

1  business share of the target market, relative to the share held by the top three competitors (relative market share)

2  customer rating of product/service performance, relative to competitors (customer perceived relative quality)

3  asset productivity, measured in terms of value added/capital employed

4  employee productivity, measured in terms of real value added per person.

As might be expected, a range of variables influences profitability, including those associated with the relationship between the business and its marketplace (including customers and competitors) and others within the firm (such as asset productivity and employee productivity, both related to the effective management of the business).

What seems to be clear from the PIMS study is that high market share is an important predictor of business performance. This is achieved by providing customers with the products/services that deliver benefits that they perceive match their needs best and this, fundamentally, is what marketing is all about. The second variable, customer perceived relative quality, confirms this: to be a leader in any market you must have a better offering than that of your competitors. So marketing, as a business philosophy and as a way of organizing a business, is one important independent variable affecting the key dependent variables of profit margin and ROI.

Researchers then turned their attention to the relationship between ‘customer/marketing orientation’ (i.e. the implementation of the marketing concept encapsulated in our definition set out above) and business performance. During the 1990s a number of key studies were published and most indicate a positive, if sometimes weak, relationship between customer/marketing orientation and business performance.

What we can say is that the evidence shows that a customer/marketing orientation is associated with improved business performance.
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Customer/marketing orientation cannot deliver improved business performance on its own; all other elements of the business, including operational management, financial management and human resources management, must be managed in an effective way to contribute to the overall performance of the business.
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The four ‘big ideas’ in marketing

1  Exchange At the heart of marketing is the process of enabling individuals and organizations to obtain what they need and want through exchanges with others.

2  Promise In establishing and maintaining customer relationships, the seller gives a set of promises based on the performance of a product or service offered. In return, the buyer promises to meet his/her commitment in the exchange, generally some form of payment.

3  Matching Marketing matches the benefits in the organization’s offerings with the customer’s needs.

4  ‘Customer’ or ‘marketing’ orientation A business that is customer (or marketing) oriented puts customer needs at the centre of their thinking and strategy.



Customers and the competition

One important aspect of the real-world situation we have not addressed yet is competition. So far, the customer/marketing orientation has placed the customer as the focus of the business. This seems intuitively acceptable – if we understand and meet customers’ needs, we should win their business – but while we are focusing on customers, so are our competitors. Consequently, any effective marketing strategy must take into account our competition and the relationship between them and our customers/potential customers.

The first issue to consider is the nature of the customers’ perceived needs – the customer/marketing orientation. Customers will seek to identify the best match of benefits to their perceived needs and in doing so will make judgements about the various offerings available to them.

In addition, customers will consider the price of each competitor’s offering along with the benefits they perceive in each offering. In essence, customers will make a value judgement – which offering provides the most benefits at the lowest price.

We will return to these issues in more detail later.

Marketing and the business

A reasonable question to ask at this stage is this: if a customer/marketing orientation is linked to profitability, what is it we have to do to make it operational (and therefore effective) in our business?

A wide range of studies has distilled five key behaviours that characterize businesses which have effectively (and profitably) made customer/marketing orientation the operational basis of their businesses.

1  Market sensing

This is the foundation of an effective customer/marketing orientation. We must know what our customers’ needs are and, to do this, we need to use a range of sources including direct contact with our customers and tools like marketing research (which we will look at later). In addition, we know that we do not live in a static environment so therefore we need to track changes in customers’ needs.

2  Quality focus

The PIMS research highlighted the relationship between product/service quality and business performance, and the message is that the business must seek to improve product/service quality to maintain a competitive differential. Clearly, this must include monitoring competitive actions.

3  Internal ‘marketing’

It was once said that ‘Marketing is too important to be left to the marketing department’ and, like many humorous quotes, this has a strong basis in reality. While specialist marketing-related functions still exist, in many modern businesses large marketing departments have been replaced by a business-wide focus on satisfying customer needs. Quite simply, all employees must know what they have to do to satisfy customers’ needs, must be able to do it and must be motivated to do it.

4  Adaptive response

We all know that we live in a time of rapid change and it is therefore critical that businesses are flexible and able to adapt to changing market conditions and customer needs. This includes understanding how broader political, economic, social and technological factors impact on our customers and competitors.

5  External relationships

It is all too easy for business managers to feel they must focus all their attention on matters within the business but, as we have seen, the success of the business depends on how we interact with the outside world. Constructing effective means of two-way communication with customers is therefore paramount. This can be as simple as ensuring that customers are encouraged to tell the business about problems or any gaps in meeting their needs to using sophisticated barcode/customer loyalty card data analysis and customer satisfaction research. Managers need to identify and focus on key account relationships (KAR), i.e. those accounts that are responsible for the majority of the business. Such KARs could be with your main customers or perhaps your major distributors/retailers.
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Customer relationship management (CRM) programmes are designed to formalize the process of customer/business relationships, with customer retention often a key objective. A number of software companies provide bespoke software to support the CRM function.
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Summary

Developed as a strategic response to intensified competition for customers, marketing is a relatively simple concept but a fundamental approach to directing a business.

In essence, marketing is a business philosophy that says it is easier to achieve your business objectives if you understand and meet customers’ needs, and research indicates that marketing improves business performance. Customers should be the raison d’être of the business.

Four ‘big ideas’ are central to marketing: exchange, promise, matching, and customer or marketing orientation. Another key aspect of strategic marketing is our competitors, who are also interacting with our customers/potential customers.

Finally, there are five key behaviours that characterize businesses which have effectively (and profitably) made customer/marketing orientation the operational basis of their businesses: market sensing, quality focus, internal marketing, adaptive response and external relationships.


Fact-check (answers at the back)

 1.   Why can the meaning of marketing be misunderstood?



	a)   Because it is a relatively simple concept but a fundamental approach to directing a business
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	b)   It is not related to the real world of business
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	c)   It is a complex academic subject
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	d)   It is only relevant to the US market
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 2.   How can marketing be defined?



	a)   As a posh word for selling
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	b)   It is the same as advertising and promotion
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	c)   As the identification and anticipation of customers’ needs and the profitable satisfaction of those needs
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	d)   None of the above
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 3.   What is the business philosophy of marketing?



	a)   Spending the most on advertising guarantees you a profit
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	b)   It is easier to achieve your business objectives if you understand and meet customer needs
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	c)   Customers will buy whatever you can produce
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	d)   You only have to convince the customer once to be successful
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 4.   Persuading buyers to choose the seller’s product regardless of whether it is the best match to the customers’ needs is known as what?



	a)   Production orientation
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	b)   Sales orientation

	[image: image]




	c)   Customer or marketing orientation

	[image: image]




	d)   Retail orientation
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 5.   Why did companies start to embrace marketing from the 1950s onwards?



	a)   There were more advertising media, such as TV, available
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	b)   Advertising agencies had been invented

	[image: image]




	c)   Most markets displayed intense competition for customers

	[image: image]




	d)   Mail order was a new sales method
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 6.   What does the Profit Impact of Market Strategies (PIMS) study?



	a)   The relationship between strategy and profit
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	b)   The characteristics of the best managers
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	c)   The size of the US export market
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	d)   The differences between capitalist and communist systems
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 7.   What are the two marketing outcomes that PIMS identified as strongly and positively related to profitability?



	a)   Brand logo and colour
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	b)   Relative market share and customer perceived relative value
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	c)   Size and frequency of advertisements
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	d)   Range and content of sponsorship deals
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 8.   Why must a marketing strategy take the competition into account?



	a)   The rate of change in society is so fast
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	b)   They too are focusing on our customers/potential customers
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	c)   International trade is important
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	d)   The Internet is important
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 9.   What are market sensing, quality focus, internal ‘marketing’, adaptive response and external relationships?



	a)   Terms used in new product testing
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	b)   Sales management techniques
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	c)   Key behaviours of businesses that have effectively made customer/marketing orientation an operational basis of their businesses
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	d)   None of the above
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 10. What is a key concept of the customer/marketing orientation?



	a)   Exchange
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	b)   Promise
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	c)   Matching process
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	d)   All of the above
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Chapter 2

Marketing and the customer



We have learned that the customer is at the heart of the customer/marketing orientation and that it is easier to achieve our business objectives if we understand and meet customers’ needs. Clearly, customers are very important to a business and to the development of marketing thought, and now we will focus on customers as individuals and as organizations.

We will begin by considering customers’ motives, values and attitudes and how these influence the way they perceive their needs, and look at customer behaviour as a problem-solving process and the stages involved in that. We shall also review the differences between individual customers and organizational customers and look at the importance of decision-making units (DMUs) in the latter. We will review the importance of market segmentation and look at the ways in which markets can be segmented.

Finally, we will consider the impact of political, economic, social and technological (PEST) drivers that shape the world in which customers exist and therefore have a major influence on customers’ behaviour.



Who are our customers?

A good place to start is with the question, ‘Who are our customers?’ At first sight this might seem a simple question. Our customers are the people who buy our products or services. Customers can be individuals, families, small and medium-sized businesses, public limited companies (PLCs), government departments, and so on. It is possible, therefore, to divide customers into two broad markets:

•  consumer markets – e.g. individuals and families

•  organizational or business-to-business (B2B) markets – e.g. businesses, not-for-profit/charitable organizations and government departments.

Customers in consumer markets

We can all relate to customers in consumer markets – a subject that is often referred to as consumer behaviour – since we are all customers: we all buy products and services as individuals.

Our definition of marketing focuses on ‘customers’ needs’. Some writers distinguish between a ‘need’ and a ‘want’: they say a need is something fundamental to life, such as water, food, shelter, etc., whereas a want is a desire to possess something that is less important to life. The Concise Oxford English Dictionary defines a ‘need’ as ‘a want or requirement’ and a ‘want’ as ‘a desire, wish for possession, need’. For the purposes of understanding customers’ needs, we can assume that a need and a want are one and the same.

When considering how customers perceive their needs, we have to embrace some concepts and knowledge developed in disciplines such as psychology and sociology. We are going to look at customers’ motives, values and attitudes, and customer behaviour as a problem-solving process.

Motives

At the heart of a perceived need is a driver, a motive. Abraham Maslow produced a hierarchical structure of needs based on five core levels:
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At each level, different priorities exist in terms of the benefits a customer is seeking. The implication is that one must first satisfy basic needs before ascending to higher needs. Of course, one product or service may satisfy a number of different needs simultaneously. For example, a meal at a fashionable and expensive restaurant can meet a range of needs from physiological to ego and self-actualization.

Sex, in particular, transcends the levels of Maslow’s hierarchy. A basic biological drive, sex is also a more complex motive that can involve belongingness, ego and self-actualization.

Many of the products and services we purchase in modern economic markets have a significant element of the upper-level motives at the root of our perceived needs. Examples include clothing (designer clothes and shoes) and cars (luxury saloon cars, performance cars, ‘super cars’).

Values

Our motives are filtered through our values. Values can be defined as our broad preferences concerning appropriate courses of action or outcomes and reflect our sense of ‘good’ and ‘bad’. Our values develop in a number of ways but the family (socialization of children) is a major factor, along with school, religion and peer group influence.

For example, motives such as prestige and status (ego needs) would be manifested as different perceived needs in individuals with different values. We can take this example further if we consider the purchase of a prestige car: a customer whose values include a heightened sense of environmental issues is likely to have a different set of perceived needs from a customer who does not share that value. A hybrid vehicle would therefore not to be equally attractive to both customers.

Attitudes

Over time, we all develop a set of attitudes. Attitudes are a predisposition or a tendency to respond positively or negatively towards a certain stimulus – an idea, a person, a situation, a product, etc. Our attitudes incorporate both our motives and our values but are also influenced by our experiences.

For instance, following the tragedy at Hillsborough football stadium in Sheffield, England, in 1989, The Sun newspaper published an article accusing Liverpool fans of appalling behaviour on the day. There was no truth in these claims, and the people of Liverpool responded with justifiable anger. Sales of the newspaper on Merseyside plunged from 200,000 copies a day to just a couple of thousand. The Sun’s customers in Liverpool changed their attitude to the newspaper in a matter of days.

Behaviour

Customer behaviour has traditionally been seen as a problem-solving process. Implicit in this is that customers act in a logical manner when selecting solutions to their needs. The steps in the process are set out below.
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The problem-solving process

For some purchases (particularly more expensive ones) customers do actually follow such a process. However, for lower-cost (and therefore lower-risk) purchases evidence suggests that the decision process is significantly less rigorous. In addition, different customers go through more or less rigorous decision processes depending on their socio-economic and cultural situation.

Let’s look at the different stages of the process in detail.

1  Problem recognition

Problem recognition is the point at which a customer articulates their ‘perceived need’ (see our definition of marketing in Chapter 1). In reality, customers usually have a number of perceived needs that are important to them in meeting their overall needs. Such needs tend to have different levels of importance to them – the customer’s ‘hierarchy of needs’ – a ranked list of those needs that must be satisfied to convince the customer to buy.

For major purchases (like a home or a car) customers may have a long list of perceived needs, sometimes running into double figures. Marketers have spent considerable effort to both identify and rank customers’ needs in such situations. One important finding is that, even when there is a relatively long list of perceived needs, the actual purchase decision is often based on the three or four most important perceived needs.

2  Information search

The next stage can involve a wide range of activities, including looking at manufacturers’ brochures and advertisements, reviews in magazines and reports from specialist consumer advisory groups (such as Which?) and making online searches for user blogs. Personal contacts, such as family, friends and colleagues, and word-of-mouth are also important sources of information and help with forming opinions.

3  Evaluation of options

To evaluate the options, the customer compares the benefits of a number of solutions (our offering and our competitors’) against their perceived needs. The customer will decide which offering has the best match of benefits to their needs, and this will normally produce a ranking of best match to least good match. One element will be price.

The customer now has to decide which offering is the best value, i.e. represents the most benefits at the lowest price. This can be difficult for the customer when both the number of benefits and the price vary between offerings.


Second best?

During the 1970s a leading domestic durables manufacturer (we’ll call them ‘the client’) commissioned a research study that asked customers to rank their product and competitors’ products in terms of the best match to the respondents’ needs. In all the studies, the client’s product topped the list. However, they achieved poor market share figures. Further research identified that the reason for this apparent contradiction (i.e. we have the best match of benefits to the customers’ needs but they don’t buy our product) was that the price differential between the client’s product and the next best-ranked product was large enough to persuade customers to buy the second-ranked rather than the first-ranked offering.



4  Product choice

The penultimate stage in the problem-solving process, product choice, leads to the act of purchase. At this stage, buyers may experience pre-purchase anxiety, a worry about the ramifications of the act they are about to commit. Is it the right product for me? Can I afford it? Will my friends like it? In some cases this leads to the customer postponing a purchase decision. Marketers are obviously keen to minimize the effect of pre-purchase anxiety.

5  Outcomes

The final outcomes stage can be described as the ‘consumption’ stage, when the customer actually gets to consume the benefits carried by the offering. What we can see is that there are two stages when the customer is evaluating the product:

•  the pre-purchase stage up to and including the purchase

•  the post-purchase stage.

In the post-purchase stage the product must fulfil the promises made at the pre-purchase stage. Failure to do so will mean there is little likelihood of repeat purchase. This is an important business imperative: it is costly to ‘create’ a customer and, if we fail to satisfy them, we will provide an opportunity for our competitors.

Customers may also experience post-purchase anxiety – again experiencing the same worries that they may have had before the purchase. Marketers need to help customers deal with post-purchase anxiety by reinforcing the positive messages used at the pre-purchase stage. We will return to this later.

The customer decision is further complicated when the person who buys (i.e. pays for) the product or service is different from the person who consumes the product or service. For instance, when someone buys a present for another person, the buyer is not the consumer. In this situation the buyer is assessing whether the benefits they perceive in the offering will match the needs of the third party.

Other factors in decision making

Some of the current thinking about human decision making comes from the Nobel Prize winner Daniel Kahneman. In his book Thinking, Fast and Slow (2011) he presents evidence that humans are far from being ‘rational agents’ and are often inconsistent, emotional and biased in their decision making. Kahneman refers to two ‘systems’ of thinking. System Two is the conscious, thinking mind that considers, evaluates and reasons. System One, on the other hand, is responsible for the automatic and effortless mental response. System One works on as little or as much information as it has and is responsible for snap decisions regarding major courses of action including buying decisions. So System One thinking may lead a customer to select a product that they would reject if they adopted System Two thinking.

Neuromarketing is a further, parallel approach to looking at the brain from a marketing perspective. The term ‘neuromarketing’ is thought to have been coined by Ale Smidts of Erasmus University in the early 2000s and is the application of brain-scan technology, especially functional magnetic resonance imaging (fMRI), to marketing problems. One of the findings indicates that brain activity for an action begins about half a second before a person consciously decides to take an action. This suggests that we are not so much consciously ‘making’ a decision as becoming aware that a decision has been made. These are early days for neuromarketing and we can expect more developments soon.

Customers in organizational or B2B markets

It is generally considered that organizational markets differ from consumer markets in four key ways.

1  B2B markets have a relatively small number of customers – e.g. there are relatively few car manufacturers in Europe.

2  Demand for products and services is ‘derived demand’, i.e. derived from the need to meet organizational objectives rather than to be consumed for their own sake, as is the case in consumer markets – e.g. car manufacturers buy steel sheet not for its own sake but as a part of the process of producing cars for consumption by consumers.

3  Decision making concerned with specifying and procuring products and services is normally a complex interaction of individuals within and sometimes from outside the organization (including consultants) – e.g. technical staff will specify and buying professionals will procure.

4  The perceived needs of the organization will involve a complex interaction of the stated corporate needs and the personal needs of the individuals involved in the decision. The company will specify what is required but this will be interpreted by individuals and will therefore be filtered through their own motives, values and attitudes.

Like consumer buyer behaviour, organizational buyer behaviour is a problem-solving process. However, in the latter case the stages of the process are normally more rigorous. There are eight steps:



	Step 1
	Need recognition



	Step 2
	Definition of the characteristics and quantity needed



	Step 3
	Development of the specifications to guide procurement



	Step 4
	Search for and qualification of potential sources



	Step 5
	Acquisition and analysis of proposals



	Step 6
	Evaluation of proposals and selection of supplier(s)



	Step 7
	Selection of an order routine



	Step 8
	Performance feedback and evaluation




It is worth comparing this with the model of individual customer behaviour as a problem-solving process, set out above. The similarities are quite clear and, again, the real difference is in the rigour required by organizations (which is not to say that some individuals do not also adopt very rigorous processes).

The eight steps set out above are associated with a new-task purchase situation in which an organization is buying a product or service for the first time. It involves greater potential risk and the involvement of the largest number of decision participants.

Some organizations use decision theory models to support the buying process. The steps in the process are as follows:

1  A list of selection criteria is assembled.

2  Each criterion is given a weight in terms of its importance.

3  Each identified potential supplier is scored on each criterion.

4  Suppliers are then ranked in terms of these weighted scores.

Once a selection has been made, purchases can become more routine, even automated, and this is known as straight rebuy.

Between the two extremes of new-task and straight rebuy is modified rebuy. In this case the organization needs to modify the specification, terms, price, etc., and this requires more decision participants than straight rebuy but not as many as new-task.

When the decision participants act together, they are known as a buying centre or a decision-making unit (DMU). Research has identified five key roles in the DMU:

•  Users Those who use the purchased item, such as the production department

•  Influencers Members of the organization who influence the purchasing decision even though they may not be centrally involved, e.g. members of the marketing department

•  Buyers Those members of the organization who have authority to select suppliers and arrange terms of purchase

•  Deciders Those members of the organization with formal or informal power to determine the final choice of supplier

•  Gatekeepers Those individuals who control the flow of information into the organization and therefore indirectly influence the purchasing decision, e.g. members of the finance department through their control of budgets.

Research has also shown that the DMU usually has one member (known as the ‘salient member’) who has the major influence on the selection decision. This person is not always the most senior member of the group, however. The DMU can contain a number of ‘champions’ who favour particular solutions.

Market segmentation

Customers are different – in their values and attitudes, their incomes, age, gender, location and so on – and these differences are the reason why marketing managers seek to segment markets. Segmentation refers to dividing customers into segments where customers within one segment have similar characteristics and as a segment are different from customers in other segments.


Examples of market segments

Geographical – countries, regions within countries, etc.

Demographic – based on age, gender, family size, income, occupation, education, race, religion, etc.

Behavioural – consumer knowledge, perceptions, attitudes, uses of and responses to a product or service.



Fundamentally, segmentation of a market must be based on differences in customers’ perceived needs. However, in practical terms, it is sometimes difficult to identify (and therefore to direct marketing effort at) potential customers on this basis.

While it is relatively easy to identify customers/potential customers by age or gender or where they live, such variables do not always correspond to customers’ buying preferences. This has led marketers to seek to record customers’ preferences through mechanisms such as loyalty programmes (store cards, air miles). An alternative approach combines a range of data sources to profile customers and create segments based on customers’ buying behaviour. For example, CACI Ltd ACORN is a geodemographic tool used to identify and understand the UK population and the demand for products and services.


Other characteristics of effective segmentation

Measurable We need to be able to measure the market – usually in terms of market worth (i.e. monetary spend) or number of customers. If we can’t, it is difficult to develop strategies to exploit these segments.

Accessible We need to be able to access customers in terms of the media they are exposed to and where they shop. If we lack information about these factors, it is again difficult to develop strategies to exploit these segments.

Critical mass The segment must be big enough to make it cost-effective for the company to target it.



Research in McKinsey Quarterly (January 2011) suggests that businesses should consider more rather than fewer segments (‘think in terms of 30–50 segments, not 5 or so’). Effective segmentation is critical to successful strategic marketing and we shall return to this topic later.

The ‘PEST’ environment

Finally, we need to remember that all customers are subject to the influences and pressures of the broader ‘environment’. In this context we are using the term ‘environment’ to include the political, economic, social and technological (PEST) drivers that shape the world in which customers exist and that therefore have a major influence on customers’ behaviour. We can expand each element:

•  Political includes aspects such as law making and tax policy.

•  Economic includes the general economic climate, rate of inflation and interest rates.

•  Social includes the prevailing attitudes in society, e.g. attitudes to smoking, recycling and energy conservation.

•  Technological includes the increasing use of mobile communications technology and alternative (non-fossil fuel) power sources.

Some analysts have added Legal and rearranged the mnemonic to SLEPT; others have inserted Environmental (the physical environment) factors and expanded it to PESTEL or PESTLE. The model has recently been further extended to STEEPLE and STEEPLED, adding Ethics and Demographics as factors.

PEST factors have an influence not only on customers but also on all participants in the marketplace, including our organization, competitors, suppliers and distributors, and we shall return to this later.

A review (‘The four global forces breaking all the trends’, McKinsey & Co, April 2015) of the most dramatic changes we are facing over the next decade or so highlight four key trends:

1  Increasing urbanization, particularly in the emerging markets – nearly half of global GDP growth between 2010 and 2025 is forecasted to come from 440 cities in emerging markets.

2  Accelerated technological change – we are witnessing an exponential growth in technological developments that impact on virtually every aspect of our lives.

3  An ageing population – the human population is getting older and fertility is falling and this will create a smaller workforce and place a greater onus on productivity growth.

4  Greater global connections – there will be more movement of capital, people and information around the world.

Moreover, these factors can amplify one another, which further compounds the nature of the change we face.
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