MetoKote Corp. specializes in P"OteFt'Vehcoa“”g Applic,
tions, like powder-coat and liquid paint, ttatthOthe_"»”"“ |
facturers need for the parts and eqUIPmlfSral Cegn[:]ldk(* Fo
example, when you see John Deere agrict - c;f i Eg“w
or lawn and grounds-care eqUiPment(’j;nm ayMetOKOte ?,‘tf
nents have likely been coated (painte B C'Ii(j
ity. In fact, Deere & Compan)’.and Mere T variety)‘;:
buyer-seller relationship. While Deet e )
methods to identify suppliers and ge ith MetoKote. De(
many items it needs, it’s different Wi lier just becay. :
isn’t going to switch to some other sgpps MetoKote w
other options provide cheaper cOit'n%ény John Dep:@
APTER only provides protective coatings T0F
CH

plants. When it's time for a component to bﬁnc%aetgi

a conveyer belt moves the part out of the Jot'me g

plant and into the MetoKote facility. A short ti tey
it's back—and it’s green or yellow. |

Deere favors this type of arrangement. It EES

i MetoKote's experts keep up with all'of the environ.

B u S I n e S S a n d mental regulations and new technologies fo.r coatings.

Foramanufacturer, this type of relation;hlp allows.ng

1 1 facilities to be smaller and less costly to build and main-

O rga n l Z atl 0 n a l tain, as the space isn’t required for large spray booths

With MetoKote’s facilities located nearby, newly coate

ts for Deere do not have to be shipped, resulting i
Customers and Qi

fewer scratches and dents—which results in highe:-
2 v quality parts with less rework required.

Their Buying

o

Behavior

Many people were involved in the decision to pur
chase coating services in this way. The responsibil
ity for choosing vendors didn’t just rest with the pu;
chasing department but involved input from peop!

|

i : : i

5 in finance, quality control, and in some cases even th
: production employees.

; John Deere needs hi

_ gh-quality protective finishe<
becauseiits customers w.

antdurable, long-lasting equip-
e, they want good valye. Upholdin¢

For €xample,

products, it has built facilities right next to so eere




of tillage practices, planting, spraying, weather, and
more. For example, Deere’s new cotton harvester
inserts a radio frequency ID (RFID) tag as it spools a
4,750 pound bale of cotton fiber and then automati-
cally wraps it in a plastic film. The RFID chip, com-
bined with global positioning system (GPS) data, lets
cotton processors trace the precise origin of each
bale. They know, for instance, if the cotton was grown
without pesticides and qualifies to be sold as organic.
The plastic film eliminates the 20 percent drop in the
quality of the cotton fiber that can result from wa-
ter damage. Deere innovations like these can help a
farmer make better management decisions, increase
productivity, and provide better value to the entire
operation.

To give farmers and other equipment customers
better service, Deere is streamlining distribution. It is
dropping dealers who don’t measure up to its goals
on measures such as customer satisfaction—and
€Ncouraging the dealers that remain to consolid
0 that they will have economies of scale | e
ing, be ab| ! Scale In purchas-
ity € to afford more specialists in important
tory a”'men e-cowmerce, a_nd be able to share inven-

g multiple locations. Of course, this chang-

eere’ . ¥ 5 .
Vo h‘?S relationship with its dealers. Now Deere

€M as members of a high-performance team

1ds members of the Deere family.

John Deere recognizes that different custom-

ers have different needs. For example, golf courses
buy Deere equipment to maintain their fairways,
roughs, greens, and sand traps. Golf course man-
agers value the reliability and durability of Deere
equipment. However, they also need a variety of op-
erating supplies—ranging from grass seed and irri-
gation equipment to ball washers and chemicals. Golf
course managers have many responsibilities besides
purchasing, and it’s time-consuming for them to have
to work with many different suppliers. So, John Deere
introduced its One Source service which provides
golf course managers with a “one-stop shop” for the
things they need—all backed by the trusted Deere
name. One Source strengthens Deere’s relationships
with both its dealers and their golf course customers.
Of course, it creates new challenges for John Deere’s
purchasing department. It must identify, evaluate,
monitor, and recommend the suppliers for the prod-
ucts that golf courses need. Deere’s dealers and golf
course customers rely on Deere’s purchasing spe-
cialists to make the right decisions, and that’s part
of the customer value that Deere provides. Innovative
approaches to delivering customer value, such as One
Source for golf courses, make Deere the supplier of
choice for many business customers.'
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LEARNING OBJECTIVES

As the John Deere case illustrates, the buying behavior qf Organization,
customers can be very different from the buying beha\{lor of final
consumers. Marketing strategy planning requires a solid understandmg of
who these organizational customers are and how they buy.

When you finish this chapter, you should be able to:
1 describe who the business and organizational buyers are.
2 see why business and organizational purchase decisions often in,
multiple influences.
3 understand the problem-solving behavior of organizational buyers
how they get market information.
4 understand the different types of buyer-seller relationships and thei
benefits and limitations.

5 know about the number and distribution of manufacturers and why
they are an important customer group.

6 know how buying by service firms, retailers, wholesalers, and governmen
Is similar to—and different from—buying by manufacturers.

7 understand important new terms (shown in red).

BUSINESS AND ORGANIZATIONAL CUSTOMERS—A BIG OPPORTUNITY

Most people think about an individual final consumer when they hear the
customer. But many marketing managers aim at customers who are not final cons:
ers. In fact, more purchases are made by businesses and other organizations thas
final consumers.

Business and organizational customers are any buyers who buy for resale or -
produce other goods and services. There are many different types of organizatio:
customers, including

* Producers of goods and services—including manufacturers, farmers, reql estate
developers, hotels, banks, even doctors and lawyers. , 2

* Intermediaries—wholesalers and retailers,

* Government units—federal agencies in the United States
well as state and local governments,

* Nonprofit organizations—nationa] organizations like the Red Cross and Girl Scouts
as well as local organizations like museums and churches i out

and other countries 2

efer to organizag 1 ivel
as the “business-to-bysipece” ; 10nal customers collectively
to-business market, or simply, the B2B marker

In this chapter, we’]] focus on organizar:
A ) ganizat
See Exhibit 6-1. [ Chapter 5 we focu Vi




‘ gxhibit 6-1 Understanding Business and Organizational Customers fqr Marketing Strategy Planning
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that, for many firms, marketing strategy planning is about meet-

ing the needs of organizational customers, not final consumers. A firm can target both

final cons  organizations, but different marketing mixes may be needed. As

‘buying behavior of organizations, think about how a firm’s mar-
to be different and how it may be adjusted.

ARE DIFFERENT

, organizations make purchases to satisfy needs. But it’s
d an ization’s needs because most organizatic
reason. They buy goods and services that
oods and services that they in turn supy
need is to satisfy their own custa
1ts to earn a profit by making an




Kyocera could save you hundreds,
even thousands, every year.

n to organizational
seson

i Oﬂ:anc:z::. Kyocera's

ad, targeted at office and

information technalogg

managers, promates the .

long life and lower ope.ratmg

costs of its business printers.

Michelin's ad, from a tr.ade

magazine for commercial = =

. trucking firms, focuses on the e gKHDEERa

fuel and weight savings of its X ' _— |

One wide single tire.

Pmmoﬁo

economi c

W “Michelin X One tires saved us over $4 miljjq,,
And that’s just the beginning.

Macrmin, line theougn
1w michelintrisdh.com for more inlormation
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Buyers try to consider the total cost of selecting a supplier and its particular 1,
keting mix, not just the initial price of the product. For example, a hospital (|,
needs a new type of digital X-ray equipment might look at both the original cost .
ongoing costs, how it would affect doctor productivity, and, of course, the qualit:
the images it produces. The hospital might also consider the seller’s reliability and .
ability to provide speedy maintenance and repair.

The matter of dependability deserves further emphasis. An organization may not
be able to function if purchases don’t arrive when they’re expected. For exam -
there’s nothing worse to a manufacturer than shutting down a production line bec.
sellers haven’t delivered the goods. Dependable product quality is important too. =
example, a bug in e-commerce software purchased by a firm might cause the firm’s on
line order system to shut down. The costs of finding and correcting the problem-—
say nothing about the cost of the lost business—could be much greater than the or
nal cost of the software.

Evep small differences Understanding how the buying behavior of a particular organization diffe;

are important from others can be very important. Even seemingly trivia] differences in by
behavior may be important because success often hinges on fine-tuning the m. -
keting mix. g

Sellers often approach each organizational customer directly,
sales representative. This gives the seller more chance to adjust ,t

Serving customers in Many marketers
International markets tomers in different countries

marketing mixes. Moreover, business ¢

suppliers who have developed superior marketing m;
mixes,




Customers may expect
quality certification

MANY DIFFERENT

Purchasing managers
are specialists

reanizational bu s ofter >
[l)L‘ }> 1S1S I 1 L' ;-’. ! :;:
specﬁ'-:; ations—a written (or electr f:
description of what the firm wants to buy o
When quality is highly st indardized 5
often the case with manufactured items,
the specification may simply consist of a
brand name or part number. Often, how-
ever, the pnrclm\c requirements are more
complicated; then the specifications may 143
set out detailed information about the

performance >r;md;mi.\ the product must
meet. Purchase specifications for services
tend to be detailed because services are
less standardized and usually are not per-
formed until after they're purchased.

Org;mi:ational customers consider-
ing a new supplier or one from overseas
mav be concerned about product quality.
HO;\’C\'Cr, this is becoming less of an ob-

1 : In business-to-business markets, information
o S SO 9000. ISO 9000 i: : 4 i
stacle because of 1 g technology, including the Internet, is making

it faster, easier, and less expensive for firms
to connect with suppliers and customers.
IBMis an important supplier in this area. For
example, with its systems banks can open

a way for a supplier to document its qual-
ity procedures according to internation-
ally recognized standards.
[SO 9000 assures a customer that
> ier has effective quality checks g
the a{lppller h; L il 4 t)mlr i anew account in minutes rather than the
i ‘ ou ne custome av- ; !
i placei i : hours or even days it took in the past.
ing to conduct its own costly and time- ———— —

consuming audit. Some customers won't

buy from any supplier who doesn’t have it. To get ISO 9000 certified, a company must
prove to outside auditors that it documents how the company operates and who is
responsible for quality every step of the way.?

PEOPLE MAY INFLUENCE A DECISION

Many organizations rely on specialists to ensure that purchases are handled sensi-
bly. These specialists have different titles in different firms (such as procurement offi-
cer, supply manager, purchasing agent, or buyer), but basically they are all purchasing
managers—buying specialists for their employers. In large organizations, they usually
specialize by product area and are real experts.

Most firms look to their procurement departments to help cut costs and provide
competitive advantage. In this environment, purchasing people have a lot of clout.
And there are good job opportunities in purchasing for capable business graduates.

Salespeople often have to see a purchasing manager first—before they contact
any other employee. These buyers hold important positions and take a dim view of

sales reps who try to go around them. Rather than being “sold,” these buyers want
salespeople to provide accurate information that will help them buy wisely. They like
information on new goods and services, and tips on potential price changes, supply
shortages, and other changes in market conditions. Sometimes all it takes for a sales
rep to keep a buyer up-to-date is to send an occasional e-mail. But a buyer can tell
when a sales rep has the customer firm’s interest at heart.
Although purchasing managers usually coordinate relationships with suppliers,
other people may also play important roles in influencing the purchase decision.’
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sunply information for evaluating alternatives.

o the purchasing managers who have the responsibility for worki;
suppliers and arranging the terms of the sale.

4 Deciders—the people in the organization who have the power to select ¢ :
the supplier—often a purchasing manager but perhaps top management f,,

purchases.

5. Gatekeepers—people who control the flow of information within the organizy;

perhaps a purchasing manager who shields users or other deciders. Gatek,
can also include receptionists, secretaries, research assistants, and others

influence the flow of information about potential purchases.

An example shows how the different buying influences work. Suppose Elc,
lux, the Swedish firm that produces vacuum cleaners, wants to buy a machi;
stamp out the various metal parts it needs. An assistant to the purchasing |
ager does an Internet search to identify possible vendors. However, the list
the assistant (a gatekeeper) prepares for the manager excludes a few vendo:
the basis of an initial evaluation of information from their websites. The
ager e-mails a description of the problem to vendors on the list. It turns out
each of them is eager to get the business and submits a proposal. Several pc
(influencers) at Electrolux help to evaluate the vendors’ proposals. A fin:
manager worries about the high cost and suggests leasing the machine. The «
ity control people want a machine that will do a more accurate job—althougl
more expensive. The production manager is interested in speed of operation.
production line workers want the machine that is easiest to use so workers
continue to rotate jobs.

The company president (the decider) asks the purchasing department .
semble all the information but retains the power to select and approve the
plier. The purchasing manager's assistant schedules visits with salespeople. 2

A Person who work on a utility firm's high-power w
influence the decis

i ires needs safe, d AL e
ion about which gear the firm should buy. b Chmb"‘g gear. A number of different people may
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xhibit

Multiple Influence and

Roles in the Buying
Center

Vendor analysis
considers all of the
influences

Buying
Center

all these buying influences are considered, one of the purchasing agents for the
firm (the buyer) will be responsible for making recommendations and arranging
the terms of the sale.

It is helpful to think of a buying center as all the people who participate in or
influence a purchase. Because different people may make up a buying center from one
decision to the next, the salesperson must study each case carefully. Just learning who
to talk with may be hard, but thinking about the various roles in the buying center
can help. See Exhibit 6-2.

The salesperson may have to talk to every member of the buying center—stressing
different topics for each. This not only complicates the promotion job but also length-

ens it. Approval of a routine order may take anywhere from a day to several months.
On very important purchases—a new

building, major equipment, or a new in-
formation system—the selling period may
take a year or more.*

More room.

Considering all of the factors relevant

Free drinks.
to a purchase decision can be very com-

Less explaining
plex. A supplier or product that is best in

one way may not be best in others. To try yourse" to
to deal with these situations, many firms accounting_
use vendor analysis—a formal rating of i

suppliers on all relevant areas of perfor- ;

mance. The purpose isn’t just to get a low
price from the supplier on a given part
or service. Rather, the goal is to lower
the total costs associated with purchases.

Analysis might show that the best vendor 5 Y
is the one that helps the customer reduce (/Zt; ##Tran.c
f = : 3 A all.com
costs of excess inventory, retooling of ; e
equipment, or defective parts.’ et s e
N A seller’s marketing mix may need to
Vendor analysis tries to focus on eco-  consider both the needs of the customer

nomic factors, but
nizations may

9 ¥3LdVHD
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purchasing in orga- company as well as the needs of individuals
lso involve many of the ~who influence the purchase decision.




Innovation
Survival
Customer satisfaction

Company’s
needs

Growth
Profit
Other needs y

same behavioral dimensions we discussed in Chapter 5. Purchasing managers and o,
ers involved in buying decisions are human, and they want friendly relationships with
suppliers. ‘

The purchasing people in some firms are eager to imitate progressive competitors
even to be the first to try new products. Such “innovators” deserve special attentiop
when new products are being introduced.

The different people involved in purchase decisions are also human with respect
to protecting their own interests and their own position in the company. That’s -
reason people from different departments may have different priorities in tryin
influence what is purchased. Similarly, purchasing managers may want to avoid !
risks that might reflect badly on their decisions. If a new source delivers late or qu:
is poor, you can guess who will be blamed. Marketers who can help the buyer av |
risk have a definite appeal. In fact, this may make the difference between a succe: |
and unsuccessful marketing mix.

A seller’s marketing mix should satisfy both the needs of the customer company
well as the needs of individuals who influence the purchase. Therefore, sellers nce.

find an overlapping area where both can be satisfied. See Exhibit 63 for a summar
of this idea.

Ethical conflicts Although organizational bu
may arise professionals who are careful

that prohibit a buyer or
supplier.

\ du ctof interest Vvery seriously. Part of the
ing efforr > Who may influence 4 ization's
g eff m’may be -€ an organizati

 effo tainted if it even gppor
 Wholti -D appears that a mar-
iﬁﬁ%nees a decision to pyt pepe

bin Put personal gain ahead
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QUESTION

(/

purchasing may be
centralized

Spend management
systems control

purchasing

tman Tritan, an

~ cons of your decision? you do? What are the pros and
- cor

Assume that you are a salesperson in a small com
‘get a big order from a large firm. A purchasing manager at the firm casually mentions thatee s
~ she is trying to help two friends find tickets for a big 1 4 n o
P ; ock _Your boss has season
tickets for entertaining customers, § TochEY Be

but you know that the i :
iey . purchasing manager’s company
strictly prohibits any gift to employees. When you ask your boss wﬁat to do, the reply is,

“Well, the tickets would be used by the friends and not the customer firm's employee, 50
you can offer them if you think you should.” What should

pany. For months you've been trying t0 -

¥

If a large organization has facilities at many locations, much of the purchasing work
may be done at a central location. With centralized buying, a sales rep may be able to
sell to facilities all over a country—or even across several C:mntries——without leaving
a base city. Wal-Mart handles most of the purchase decisions for stores in its retail
chain from its headquarters in Arkansas. Many purchasing decisions for agencies of
the U.S. government are handled in Washington, D.C.

Many firms also have centralized controls on who can make purchases. A person
who needs to purchase something usually completes a requisition—a request to buy
something. This is frequently handled online to cut time and paper shuffling. Even
so, there may be delays before a supervisor authorizes the requisition and a purchasing
manager can select the “best” seller and turn the authorization into a purchase order.

The process may take a few hours for a simple purchase—but it may turn into months
for a complex purchase.

Some firms use “spend management” systems to track every single purchase. In large
firms this helps the purchasing department analyze the details of who is buying what and
how. Sometimes this leads to cost-cutting opportunities or better purchasing policies.
Computer purchases by a college illustrate the idea. Colleges buy hundreds of computers
cach year, but often they're purchased one at a time by different departments. If the col-
lege documents the total spending, it can contract for better terms from preferred ven-
dors. The college might also change its policies so that any department can quickly order
a standard computer from these vendors without approval from a purchasing manager.
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Type of Process

New-Task  Modified  Straight
Buying Rebuy Rebuy

!
#
v
§
f
f
i

Time uired Much | Medium Little V
Multiple Influence Much VSome : thtle ; ,
Review of Suppliers ~ﬁMuch E Some None 5.
Information Needed W;/\ju;h Some 7 Littleﬂ :

ORGANIZATIONAL BUYERS ARE PROBLEM SOLVERS

Three kinds of
buying processes
are useful

Straight rebuys often
use e-commerce
order systems

Exhibit 6-5

Major Sources of
Information Used by
Organizational Buyers

In Chapter 5, we discussed problem solving by consumers and how it migh: .,
from extensive problem solving to routine buying. In organizational markets, v« ...
adapt these concepts slightly and work with three similar buying processes: a nev. -
buying process, a modified rebuy process, or a straight rebuy.” See Exhibit 6-4.

New-task buying occurs when a customer organization has a new need and -

a great deal of information. New-task buying can involve setting product spec 7.
tions, evaluating sources of supply, and establishing an order routine that can b :
lowed in the future if results are satisfactory. Multiple buying influence is comm
new-task buying.

A straight rebuy is a routine repurchase that may have been made many «
before. Buyers probably don’t bother looking for new information or new sc
of supply. Most of a company’s small or recurring purchases are of this type—
they take only a small part of an organized buyer’s time. Important purchases
be made this way too—but only after the firm has decided what procedure wil -
“routine.”

The modified rebuy is the in-between process where some review of the
ing situation is done—though not as much as in new-task buying. Sometin
competitor will get lazy enjoying a straight rebuy situation. An alert markerer
turn these situations into opportunities by providing more information or a be
marketing mix.

E-commerce computer systems automatically handle a large portion of straight
buys. Buyers program decision rules that tell the computer how to order and leave -
details of following through to the computer. For example, when an order comes in

Marketing sources

Nonmarketing sources

* Salespeople
LLISLLEN - Others from supplier firme< | .
sources EENET-ES TS

Impersonal
sources
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shelves will just rack up |
demand. But firms like Wal-Mart and Home Depot are

advertising their sustainable choices because many
took note when in

consumers want them. Wal-Mart t
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that requires certain materials or parts, the computer information sys
cally orders them from the appropriate suppliers, sets the delivery date, a
production.
When economic conditions change, buyers modify the computer i
A0

w

nothing unusual happens, however, the computer system continues
as needs develop—electronically sending purchase orders to the regular supp

Obviously, it’s a big deal to be selected as the major supplier th at To ”nd\ re-
ceives all of a customer’s electronic orders for the products you sell. Often this type of

customer will be more impressed by an attractive marketing mix t'or a who k line of
products than just a lower price for a particular order.

Customers in a new-task buying situation are likely to seek information from a va-
riety of sources. See Exhibit 6-5. Many of the impersonal sources are readily available
online. How much information a customer collects depends on the importance of the

New-task buying
requires information




purchase and the level of uncertainty aboy; -
psite (WwWW might be best. The time and expense of searchin "a :
ebsi ' ; . TR TC e o -
erZone W formation may not be justified for a minor purcy,, "

u ducts
6o teort;:,eni.cyom). W;a:;éﬁ:t?rjgp;o{ree quote a major purchase often involves real detectivc B
‘ bouu);d be purChaset‘ie);]ome page click “Buy- the buyer. uls | .
/ n this site? From'ture> Chairs> Chair Buyer’s New-task buying situations provide a good OPPOrtyy,:,
") ing AdVIce” FurT(' through this Buyer’s Guide. for a new supplier to make inroads with a custome, Wil
; Guide,” ther i Guides for other products a buyer actively searching for information, the .
| Look at the Bu)’erbse learned about buying promotion has a much greater chance of being ;.
| as wel Whatdcirt]s from BuyerZone.com? For and having an impact. Advertising, trade show k‘\\n‘l?\‘,
diﬁerent-pmml;nagertargeting smaller busi- sales brochures, and salespeople can all help builg
; marke;glv% could this site be helpful? buyer’s attention, but an informative website may be
b sential for getting attention in the first place.”
ines—a Most purchasing managers start with an Internet search when they neAeu.l to ident,
aarcn engin - herin new suppliers, better ways to meet needs, or information to improve decisions. Buye;,
first step.tO ERETINE often rely on ,highly specialized search engines—like one that finds all types of s
frgmarion that meet certain technical specifications and then compares delivered prices. B

buyers also use general-purpose search engines like Google. A search across the who,
Web can often locate off-the-shelf products that eliminate the need to buy expensiye
custom-made items. For example, a firm in Saudi Arabia ordered $1,000 worth f
tiny rubber grommets from Allstates Rubber & Tool, a small firm in the suburbs f
Chicago. If the buyer’s search hadn’t located the Allstates website, the only altern;.
tive would have been to pay much more for custom-made grommets—and Allsiie,
wouldn’t have picked up a new customer.'°

Marketing managers know that it is critical to have a website that buyers can find
That’s why suppliers often pay for a sponsored link (an ad) that appears when certiy
keywords are included in a search. A supplier might also change its website so tha it
is more likely to appear high on a list of searches.

Online marketplaces Online marketplace websites are another source of information that are usually
connect buyers and cific to particular industries. At VertMarkets (www.vertmarkets.com), there are |
sellers in particular to 68 distinct online marketplaces that cover businesses ranging from semicondu:
industries manufacturing to food service. Online marketplaces provide some organizational |

ers with “one-stop shopping”; they can keep up with industry news, identify supp!
gather information relevant to purchases, and place orders. For sellers, marketpl
are a good way to generate new sales leads.

Buyers E.:IS:k fOI" When buyers in B2B markets have identified potential suppliers, they somet::
competitive bids to ask them to submit a competitive bid—the terms of sale offered by the supplic:
compare offerin gs response to the purchase specifications posted by a buyer. If different suppliers’ qu:'l

dependability, and delivery schedules all meet the specs,
the buyer will select the low-price bid, But a creative
marketer needs to look carefully at the buyer’s specs— California Is back n busines:
and the need—to see if other elements of the market.
ing mix could provide a competitive advantage.

Rather than search for suppliers, buyers sometimes
post their requirements and invite qualified suppliers
to submit a bid. Some firms set up or participate in a
procurement website that directs suppliers to com
nies (or divisions of a company) that nee e mplz(l—
purchases. These sites make it easy for suppliers t f? (ei
out about the purchase needs of the organizatio . }? e b s e
sponsor the sites. This helps increase the i ng s wwwdotcagor
suppliers competing for the business and that C;n ;r. of -
down prices or provide more beneficia] terms Zf s‘;;;e by gt ‘

Be a part of it!

Caltrans s planning more than $4 1 billion in transporiei




For example, when the California Dep

artment of s planning $4 bil-
i : a7 E > ) ranspor as planning
11011 INn New construction projects, it e nsportation was |
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suppliers knew each projects requirements for K 1 D . . ; e
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Reverse auctions Competitive bidding has been around for a long ¢ H heh he Internet %
; - [ = . . : g time. However, beftore the Inte
was slow ¢ convenient. Now. : : ey
foster p‘rllce lf ol md 1}ng‘omull'1gnr. Now, a buyer can go though multiple rounds of bidding 5
competition among very quickly with an online reverse auction. Firg suppliers are invited to place a bid
- cific o S 3 ricec 2L . g ) X S are >d < <
suPphers ior;lpehflﬁtlgxz?is o Lii“‘i"u\, the 1’““111}: focuses on price, but sometimes other
erms of sale (like warranty or delivery time) ' : A
? ) €) are co sred - o T ; eac 1
and the supplier who made it, will be visible to ‘11;;wl:;ldukfl‘hi\;L“' 5 pllun\” s blld‘
. R , : ; otential bidders on the auction web-
site. An auction takes place over a period of several | il g 151

: : A ours—making it fast, cost effective
and convenient for buyers looking for t} gittast, ¢ )

e lowest price. Revers : o
: : : . St . Reverse auctions work best for
undifferentiated products, including products such as pl

i i i astic resin, personal computers,
or transportation services. Reverse auctions are less effective when the value provided
to the customer comes from a complete marketine Bt
. . (=} ™)
WhIle. reverse auctions can help buyers get lower prices, suppliers have to care-
fully decide how to respond. A seller who gets g

: ! ; ht up in trying to “win” a reverse
auction may bid at a price that loses money.

ficrks Bedios. | i This is what happened with stationery
udios. ey e ;
supplier Gartner 0s. 1ts competitive strength was product design, but when many

of its regular customers switched to reverse auctions, suppliers with lower bid prices
were getting the business. Gartner was faced with losing customers or losing money to
keep them. To win with low bids and still make profits, Gartner worked to r;ut its own
supply costs and switched production to Asia. Now, when planning a bid, Gartner has
lower costs but also knows how low a bid is still profitable for thgcompany, Gartner
also pays attention to whom else is bidding. That impacts how low Gartner’s bid needs
to be. Many of its customers won’t choose the lowest bidder if it is a supplier that has
a reputation for poor quality or late delivery.!

|

just a low price.

What buying procedure From the discussion above, you can

becomes routine see that buyers make important decisions _ 7

is critical abput how to deal with one or more sup- ow AFAC HELeE %AeacgEAM :
pliers. At one extreme, a buyer might o @‘
want to rely on competition among all ¢ el ! l

available vendors to get the best price
on each and every order it places. At the
other extreme, it might just routinely buy
from one vendor with whom it already has
a good relationship. In practice, there are
many important and common variations
between these extremes. To better under-
stand the variations, let’s take a closer look
at the benefits and limitations of different
types of buyer—seller relationships.
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BUYER-SELLER RELATIONSHIPS
INBUSINESS MARKETS

Close relationships There are often significant benefits of
may produce mutual a close working relationship between a  In today’s business markets, suppliers of
b : supplier and a customer firm. And such  both goods and services are working to build
N relationships  are becoming common. closer relationships with their business
Many firms are reducing the number customers—to meet needs better and create

of suppliers
expecting mo
pliers that rer

“whom they work—  acompetitive advantage. AFLAC provides
turn from the sup-  cost-effective insurance products thathelp

e best relationships  companies attract and retain employees.




Relationships may not
make sense

Relationships have
many dimensions

Cooperation treats
problems as joint
responsibilities

Exhibit 6-6

Key Dimensions of
Relationships in
Business Markets

artnerships where there’s mutual trust and a long-term outlook (-

nvolve real pe :
: | firms often share tasks at lower total cost than would be possible w,
red S %

l‘km‘\, at
an

length. Gr et
The partnership between AlliedSignal and Betz Laboratories, for example,

; g : v YOO 232 r y SN

the benefits of a good relationship. A while back, Betz was just one of Severa] \“‘ !
ers that sold Allied chemicals to kcq‘ﬂ the water in its plants h.-om gunking up pin
and rusting machinery. But Betz didn’t stop at selling commodity powders. g,
Stz eXPerts ied engineers studied each plant to find places where v,
Betz experts anc 1¢ g e ter y,
being wasted. In less than a year, a team in one plant found $2.5 million iy, Poteny;,
cost reductions. For example, by adding a few valves to recycle the water in cool;
tower, Betz was able to save 300 gallons of water a minute, which rcsuiltcd i saviy,
of over $100,000 a year and reduced environmental impact. Because of ideas |k, thie
Allied’s overall use of water treatment chemicals decreased. However, Betz )

. . . lZ
Allied doubled because it became Allied’s sole supplier.

No

Although close relationships can produce benefits, they are not always heg;
long-term commitment to a partner may reduce flexibility. When competition |y,
down prices and spurs innovation, the customer may be better off letting supp;..
compete for the business. It may not be worth the customer’s investment to build , ;.
lationship for purchases that are not particularly important or made that frequen|,

[t may at first appear that a seller would always prefer to have a closer relatium\np
with a customer, but that is not so. Some customers may place orders that are too sy,
or require so much special attention that the relationship would never be profit.|;
for the seller. Also, in situations where a customer doesn’t want a relationship, iy,
to build one may cost more than it’s worth."?

Relationships are not “all or nothing” arrangements. Many firms may have o 1
relationship in some ways and not in others. Thus, it’s useful to think abou .
key dimensions that help characterize most buyer—seller relationships: cooper: .
information sharing, operational linkages, legal bonds, and relationship-sp:
adaptations. Purchasing managers for the buying firm and salespeople for the sup 1t
usually coordinate the different dimensions of a relationship. However, as show i
Exhibit 6-6, close relationships often involve direct contacts between a numb.
people from other areas in both firms.'*

In cooperative relationships, the buyer and seller work together to achieve - h
mutual and individual objectives. The two firms treat problems that arise as a joint
responsibility. National Semiconductor (NS) and Siltec, a supplier of silicon w: i .




cDW is @ wholesaler that
offers its business custome

i The server room can be a cold

¥ 1 X and We can definitely
2 full array of computing and 4 ‘ L ::ym =

technology products. CDW

has an ongoing, cooperative
relationship with many of its
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customers, but its relationship | - b i

with most customers is not
structured with a long-term
egal pond. Rather, CDW
earns the customer’s trust
and business by sharing
information and helping the
customer solve problems.

Shared information is
useful but may
be risky
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found clever ways to cooperate and cut costs. Workers at the NS plant used to throw
away the expensive plastic cassettes that Siltec uses to ship the silicon wafers. Now
Siltec and NS cooperate to recycle the cassettes. This helps the environment and

also saves more than $300,000 a year. Siltec passes along most of that to NS as lower
prices."”

Some relationships involve open sharing of information. This might include the
exchange of proprietary cost data, discussion of demand forecasts, and joint work on
new product designs. Information might be shared through information systems or
over the Internet. This is often a key facet of relationships that involve e-commerce.

Many firms provide relationship partners with access to password-protected web-
sites. One big advantage of this approach is that it is fast and easy to update the infor-
mation. It also saves time. A customer can check detailed product specs or the status
of a job on the production line without having to wait for someone to respond.

Information sharing can lead to better decisions, reduced uncertainty about the
future, and better planning. However, firms don’t want to share information if there’s
a risk that a partner might misuse it. For example, some suppliers claim that a for-
mer General Motors’ purchasing chief showed blueprints of their secret technology
to competing suppliers. Violations of trust in a relationship are an ethical matter and
should be taken seriously.

Suppliers are sometimes reluctant to give customers bad news, but when a supplier
tells a buying firm about a problem, it is possible to plan ahead—or even address the
problem immediately. Edscha, a German firm that supplies sunroofs for BMW, ran into
financial trouble when the economy slowed. BMW couldn’t wait six months to get
another supplier so it offered to help Edscha. Now BMW closely monitors the finan-
cial health of all important suppliers. That way it won’t be surprised even if a supplier
chooses not to share information.'¢

Marketers who ask for feedback from customers can learn how to improve and in-
crease the value of the relationship. Good buying organizations provide regular feed-
back to their suppliers without being asked—and smart suppliers listen closely and
respo_nd to them. Honda, for example, provides a monthly report card that details the
Sl}PPheT’S performance in five areas: quality, delivery, quantity delivered, performance
history, and any special incidents. The report fosters an ongoing dialogue between
Honda and its suppliers and makes sure both parties know how things are going."”

9 ¥3ldvHD
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al linkages are direct ties between the _internal Operations of y}, . o
s. These linkages usually involve ongoing coordmat@n of acrivirig\'i{w
s. Shared activities are especially important when neither firm, W”ﬂ\' .
form a function as well as the two firms can working togethe, ing
Business customers often require operationlil linkaggs £ reﬁUCe tOt‘rﬂ im,m'm':
costs, maintain adequate inventory levels,'and cep proP uct}g-rl ines n‘wvmg‘ On y,
other hand, keeping too much inventory is expen§1vel.) r%\{l ing a cggtop}er With
ventory when it's needed may require that. a supplier he able to provi ; JUSt"n“time
delivery—reliably getting products therfe Just before the customer. I,Iee s them. We|
discuss just-in-time systems in more detail in Chaptef 11. For now, is enough o kno,
that closer relationships between buyers and sellers involve operational linkageg the,
lower costs and increase efficiency. Vertex Fasteners, for e>‘<ample, .makes COTTOSjy,.
resistant fasteners that are used by manufacturers in many dlfferen't industries, Verge,
creates value for its cost-conscious customers by working closely with a network (¢ &
pert distributors. Distributors know each customer’s specific needs so they can carefy,
label and pack orders for Vertex products in a way that saves the custor,ner time g
money when a truck is unloaded and shelves are stocked at the customer’s factory, s
Operational linkages may also involve the routine activities of individuals who aly,
become part of the customer’s operations. Design engineers, salespeople, and servic: rep.
resentatives may participate in developing solutions to ongoing problems, conduct i,
lar maintenance checks on equipment, or monitor inventory and coordinate ordcr,

Operation
and seller firm
rween the firm
on its own, can pe

Many purchases in business markets are simple transactions. The seller’s res ;.
bility is to transfer title to goods or perform services, and the buyer’s responsibility i
to pay the agreed price. However, more complex relationships may be spelled i
derailed legal contracts. An agreement may apply only for a short period, but | ng-
term contracts are also common.

For example, a customer might ask a supplier to guarantee a 6 percent pric: r..
duction for a particular part for each of the next three years and pledge to viri ]|
eliminate defects. In return, the customer might offer to double its orders and help
supplier boost productivity.

Sometimes the buyer and seller know roughly what is needed but can’t fix 2/
derails in advance. For example, specifications or total requirements may chang. -
time. Then the relationship may involve negotiated contract buying, which 1
agreeing to contracts that allow for changes in the purchase arrangements. In - h
. cases, Fhe geperal project and basic price is described but with provision for ch. -
& and price adjustments up or down.

3 S;(T)Z Egﬁg;rvsigar: that Fven a detailed contract isn't a good substitute for

, ai o make sure neither party gets hure by changing -
ness conditions. Harley-Davidson 03 hen it :

: . : approach when it moved toward c|. s
relationships with a smaller numb uppliers. Purchasin :
detailed contracts and replaced t] T e C)FQCl.ltl\{es tossed ‘.L,u
relationships between Harley and At of principles to guile

ontracts spell out
igations

-

e o e
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"Speciﬁc adaptations Relationship-specific adap
est in the that are unique to the needs
ationship :
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 product or procedure

er. Industrial supp!t
 tequire invest-
onship wit h
adaptation by

 its ultra-
. However,
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Specific adaptations are usually made when
outsource—contract with an outside fir
to produce them internally. Many firms |
and that’s why much outsourcing is hanc

costs are lower. For example, many
their customer service

the buying organization chooses t©
produce goods or services rather than
1ave turned to outsourcing to cut COstS—
fled by suppliers in countries where labor
American companies are outsourcing part of
operations to firms in India.

m tq

powerful customer Although a marketing manager may want ro y
control the that may be impossible with large customers
. nshi relationship will work. For example, Dy
relatio P for Polaroid. But when Duall/Wind w:
Polaroid balked. Polaroid’s purch

breakdown of all its costs, from m

ork in a cooperative partnership,
who have the power to dictate how the
u]l/\de was a \n‘\p]icr nf \‘nl;)“ pl‘.-lSHC parts
nted to raise its prices to cover increasing Costs,
asing manager demanded that Duall/Wind show a

‘ m materials to labor to profit. As Duall/Wind’s president
said, “I had a tough time getting through my head thar Polaroid wanted to come right
in here and have us divulge all that.” But Polaroid is 4 big account—and it got the

information it wanted. Polaroid buyers agreed to a price increase only after they were
confident that Duall/Wind was doing everything possible to control costs.

Buyers may still use Evenifa -marke.ting. manager develops the best marketing mix possible and cultivates
ceveral sources to a close re!atlonshlp with the customer, the customer may not give all of its business to
spread their risk one supplier. Buyer§ often look for several dgpendable sources of supply to protect them-
P selves from unpredictable events such as strikes, fires, or floods in one of their suppliers’

plants. A good marketing mix is still likely to win a larger share of the total business—
which can prove to be very important. From a buyer’s point of view, it may not seem
like a big deal to give a particular supplier a 30 percent share of the orders rather than a
20 percent share. But for the seller that’s a 50 percent increase in sales!?!

Variations in buying by We've been discussing aspects of relationships and buying approaches that generally
customer type apply with different types of customer organizations—in both the United States and inter-
nationally. However, it’s also useful to have more detail about specific types of customers.

: r'ﬁ-‘\_'

This is true in every country. In the United States, for example,
100 factories. Exhibit 6-7 shows that the majority of these are

Percentageof all
employed people by
each size group.
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s cluster in
c areas

Customer:
geograPh'

Business data often
classifies industries

f\ firm like Alco
identify by Nort
156

a Aluminum is likely to find t

11 half have less than 10 workers. But output fr
—over I« e

less than 3 percent o .

And they buy less formally than buyers in t
. \ x 1‘
hich employ most of the workers and produce

quite sma f manufacturing value. In small plant.

accounts for oll plane \
do the buying. v
Plilnfsf—\\' I g ”
by manufacturing. For example, only about 3 percent of '

ploy nearly half of the producti

F«
| o4}

often ¢
1nuntlmcml'1n,uu :
“ the value aadec
» rlk7\56hor more employees, yet they em #hithe
% about 60 percent of the value ;uMcJ }‘\'_nmnmgkrm%‘1\ :
es, the size distribution of manufacturers varies. But acros
| conclusion holds: Marketers often segment ing
because large firms do so much of the b

have
and produce

In other countrl
ent countries, the same genera

lﬂ'\l‘l(Cl'S on f]lC hllﬁi.\' of customer size€

[n addition to concentration by company size, industrial markets are concen;
in certain geographic areas. Internationally, i1\dux@i;11 customers are cun(uxrr- .
countries that are at the more advanced stages of economic dc’\'ulw;mlun_ Fi
the talk in the news about the United States shifting from an lIldLl“SU“l;ll econ
| information economy, you might conclude that the United States
hat the industrial market in this country is shrinking. It is true tl
ple employed in manufacturing has been shrinking, but U.S. ;
he nation’s history. The

a service anc
exception—t
number of peo
facturing output is higher than at any other time in t C
growth, however, is fastest in countries where labor is cheap.--_ ) .
Within a country, there is often further concentration of manufacturing |

cific areas. In the United States, many factories are concentrated in big metrop
areas—especially in New York, Pennsylvania, Ohio, Illinois, Texas, and Calit
There is also concentration by industry. In Germany, for example, the steel indu
concentrated in the Ruhr Valley. Similarly, U.S. manufacturers of high-tech elec
ics are concentrated in California’s famous Silicon Valley near San Francisco an
along Boston’s Route 128.

The products an industrial customer needs to buy depend on the business it
Because of this, sales of a product are often concentrated among customers in si
businesses. For example, apparel manufacturers are the main customers for zi
Marketing managers must focus their marketing mixes on prospective customers
exhibit characteristics similar to their current customers.

Detailed information is often available to help a marketing manager learn
about customers in different lines of business. The U.S. government collects and
lishes data by the North American Industry Classification System (NAICS) co
groups of firms in similar lines of business. (NAICS is pronounced like “nakes.”
number of establishments, sales volumes, and number of employees—broken «

hat the majority of it
h Ameri ; Jority ot its customers
merican Industry Classification System code numher. are concentrated within a few industries that it can
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exhibit 6-8 lllustrative NAICS Code Breakdown for Apparel Manufacturers
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by geographic areas—are given for each NAICS code. A number of other countries
collect similar data, and some of them try to coordinate their efforts with an interna-
tional variation of the NAICS system. However, in many countries data on business
customers is incomplete or inaccurate.

So let’s take a closer look at how the NAICS codes work. The NAICS code break-
downs start with broad industry categories such as construction (23), manufactur-
ing (31), retail trade (44), finance and insurance (52), and so on. See Exhibit 6-8.

P Within each two-digit industry breakdown, much more
detailed data may be available for three-digit industries
(that is, subindustries of the two-digit industries). For
example, within the two-digit manufacturing industry
(code 31) there are manufacturers of food (311), leather
(316), and others, including apparel manufacturers (315).
Then each three-digit group of firms is further subdivided
~ into more detailed four-, five-, and six-digit classifica-

tions. For instance, within the three-digit (315) apparel
manufacturers there are four-digit subgroups for knitting
mills (3151), cut and sew firms (3152), and producers of
apparel accessories (3159). Exhibit 6-8 illustrates that
iled as you move to codes with more digits. However, de-
wn at the four-digit level) isn’t available for all industriesin =~
p govemmemtdoa not provide detail when only one ortwo

e

n the search page appears sub
e keyword “welding.” If your fi
d in selling its lasers to m
welding equipment, what
of the industry for which you would v

a list of manufacturers?
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ammas NAICS codes and then look at NA



| States has about 4.6 mi

The Unitex
service firms

furers

has manufactt e Xt

\ international operatic

Hilton Hotels, |

|

over 13 times as many 28 * | opp A fe Webmaster? Me. Secre
Some of these are big RCH:\EE ( A( "-T:il\.‘.f‘;\A ! i‘

ns

s with
companies Wi na
Examples include AT&T,
: Accenture.

Prudential Insurance, and
departments

These firms have purchasing
that are like those in large manufactur-
ing organizations. But as you might guess
given the large number of service firms,
most of them are small. They're also
more spread out around the country llrmn
manufacturing concerns. Factories often
locate where transportation facilities are
good, raw materials are available, and it
is less costly to produce goods in quan-
tity. Service operations, in contrast, often
have to be close to their customers.

liciiz

exactiy

Purchases by small service firms are fi
often handled by whoever is in charge (or  In a smaller service organization, purc!
an administrative assistant). This may bea  may be made by the person who is in c!

doctor, lawyer, owner of a local insurance  rather than a person with full-time
agency, or manager of a hotel. Suppliers  responsibility for purchasing.

who usually deal with purchasing special- TR

ists in large organizations may have trouble adjusting to this market. Personal sell
still an important part of promotion, but reaching these customers in the first place
requires more advertising. And small service firms may need much more help in b

Buying may not be
as formal

than a large corporation.

Small service Small service companies that don’t attract much personal attention from salc

customers like Internet  ple often rely on e-commerce for many of their purchases. Purchases by small cus:

buying ers can add up—so for many suppliers these customers are an important target ma
Increasingly suppliers cater to the needs of these customers with specially desio: |
websites. A well-designed website can be efficient for both customers and supp!
Customers can get information, place orders, or follow up with a call or e-maj
personal attention from a salesperson or customer service rep when it’s needed. 1

RETAILERS AND WHOLESALERS BUY FOR THEIR CUSTOMERS

Most retail and wholesale buyers see the
get ‘customers.—remembering the old saying that “Goods well bo h BEIf sold”
Typically, retailers do not see themselves as salos agents for parti U% | e -
They buy what they think they can profitably sell. For examp le E}lll a; m.anufact?uv f
at Walgreens Drugstores who handles products targeted at etl;})m)ic cinsgr:egrsﬂ;ulw‘yi

$ a rea

an )
t and won't be persuaded by a sales rep

mselves as purchasing agents for their

arket. Thar's profitable for both firms.

Committee buying is
Impersonal

Space in retail stores is li i
mlted, and b f
¥ " = 3 UyEI ()r e a' Cha'n s
ested In canymg every pI‘OdUCt that SO1 ]_ : T ll s pls 4 er

: me s
week, 150 to 250 new items are offared . . CSPeISON wants them to .
€ Offered o sell. [n an averag
e

way. If the chain accepted all of them @ i buying offices of a large chain like Safc-

: m, it
year! Obviously, thesc firms need g 5 would add 10,000 New items during a single

ay to deal with this overload.
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Firms that partner with retailers to reach final consumers f)ften must work with retail buying specialists. Retail buying specialists
for Lowe's buy Haier products because they think the retailer can profitably resell them to its customers.

The entrepreneurs who started PenAg;

C

' gain, for example, had to have more than a
unique product to get shelf space at Wal-Mart. Their presentation to Wal-Mart had to

include hard data that showed their marketing mix was already working well in other
retail stores and evidence of their ability to supply the large quantities a retailer the
size of Wal-Mart would need.**

Decisions to add or drop lines or change buying policies may be handled by a buying
committee. The seller still calls on and gives a pitch to a buyer—but the buyer does
not have final responsibility. Instead, the buyer prepares forms summarizing proposals
for new products and passes them on to the committee for evaluation. The seller may
not get to present her story to the buying committee in person. This rational, almost
cold-blooded approach certainly reduces the impact of a persuasive salesperson. On
the other hand, it may favor a firm that has hard data on how its whole marketing mix

el will help the retailer to attract and keep customers.
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computerized inventory replenishment systems. Scanners at retail
keep track of what goes out the door—and computers use this data

reports showing sales of every product. Buyers with this kind of
detail, the profitability of the different competing products. If a

the retailer isn’t likely to be impressed by a salesperson’s request
ion or added shelf space.

Retaile
for examp
ucts, most

lers usually carry a large number of products. A drug wholesaler,
up to 125,000 products. Because they deal with so many prod-

buy their products on a routine, automatic reorder basis—
y make the initial decision to stock specific items. Automatic

re profit and loss
make a profit, the bu
- figure for “cost of mer
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buvers are open to buy—that is, thc_}\n\'un ]’,;m |
s> he current period. However, if the budget |

¢ been spen
and no amount of special promotion or p;

spent during t
n the market

m to buy.

not ye
that can be |
they are no Jonger I
is likely to induce the

: buyers are indcpcndcnt buying agents who work in f“””“l mar}
Resident buy , Kong, Chicago, Los Angeles) for several re
¢ buyers Shid York City, Paris, Rome, Fiong hong,; LA
den — E)

: g <5 .o areas or other countries. They buy n,
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Lﬁidenr buying ()r}_’,aniza[l()n: “ a n(’(‘,‘d. h(_y hCll h Inldll G ; I }]( m

o ST 1 ~neivelv. >siden buver
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are paid an annual fee based on their purchases.

OVERNMENT MARKET

e versi Some marketers ignore the government market because they Fhmk tha‘t govers

Size and diversity red tape is more trouble than it’s worth. They probably don’t realize how big the ¢
ment market really is. Government is the largest customer group in many coun:
including the United States. About 30 percent of the U.S. gross domestic pro
spent by various government units; the figure is much higher in some economies.
ent government units in the United States buy almost every kind of product. The
not only schools, police departments, and military organizations, but also superm:
public utilities, research laboratories, offices, hospitals, and even liquor stores. These
government expenditures cannot be ignored by an aggressive marketing manager.

Government buyers in the United States are expected to spend money wisely
the public interest—so their purchases are usually subject to much public revie:
avoid charges of favoritism, most government customers buy by specification us;
mandatory bidding procedure. Often the government buyer must accept the |
bid that meets the specifications. You can see how important it is for the buyer to
precise and complete specifications. Otherwise, sellers may submit a bid thar fir-
specs but doesn’t really match what is needed. By law, a government unit mi ght |
to accept the lowest bid—even for an unwanted product.

Writing specifications is not easy—and buyers usually appreciate the help of
informed salespeople. Salespeople want to have input on the specifications so
product can be cpnsidered or even have an advantage. A contract can be landed «
out the lowest bid when lower bids don’t meet minimum or requested specificati

Competitive bids may
be required

ngged Specs are an At the extreme, a government customer who wants a specific brand or supplier
ethical concern try to write the description so that no other supplier can meet all the specs Ii)IPhe
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In the United States, there are more than 87,575 local government units (school
districts, cities, counties, and states) as well as many federal asencies that make pur-
chases. Keeping on top of all of them is nearly impossible. Potential suppliers should
focus on the government units they want to cater to and learn the bidding methods
of those units. Then it’s easier to stay informed since most government contracts are
advertised. Target marketing can make a big contribution here—making sure the mar-
keting mixes are well matched with the different bid procedures. :

A marketer can learn a lot about potential government target markets from vari-
ous government publications and by using the Internet. For example, the General
Services Administration handles vendor contracts for off-the-shelf goods and services;
information for vendors is available at www.gsa.gov. There is an online resource center
for government contracting at www.govcon.com. The Small Business Administration
(www.sha.gov) offers many resources, including the U.S. Purchasing, Specifications,
and Sales Directory. It explains government procedures to encourage competition for
such business. Various state and local governments also offer guidance, as do govern-
ment units in many other countries.

Selling to government units in foreign countries can be a real challenge. In many
cases, a firm must get permission from the government in its own country to sell to a
foreign government. Moreover, most government contracts favor domestic suppliers if
they are available. Even if such favoritism is not explicit, public sentiment may make it
very difficult for a foreign competitor to get a contract. Or the government bureaucracy
may simply bury a foreign supplier in so much red tape that there’s no way to win.

In some countries, government officials expect small payments (grease money) just

to speed up processing of routine paperwork, inspections, or decisions from the local
bureaucracy. Outright influence peddling—where government officials or their friends
request bribe money to sway a purchase decision—is common in some markets. In
the past, marketers from some countries have looked at such bribes as a cost of doing
business. However, the Foreign Corrupt Practices Act, passed by the U.S. Congress
in 1977, prohibits U.S. firms from paying bribes to foreign officials. A person who pays
bribes, or authorizes an agent to pay them, can face stiff penalties. However, the law
was amended in 1988 to allow small grease money payments if they are customary in a
local culture. Further, a manager isn’t held responsible if an agent in the foreign country
secretly pays bribes. More recently, the Sarbanes-Oxley Act of 2002 makes individual
executives responsible for their company’s financial disclosures; and a bribe mischarac-
terized as a legitimate expense may violate the law. Managers need to be careful and
up-front about such payments or risk being on the wrong side of these laws.*
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