Business to Business Marketing (MBA Elective - Fall 2008)
Introduction

When people say “marketing”, names like Coca-Cola, Procter & Gamble and Marlboro come to mind. Yet most of GNP comes from the marketing of industrial products.  Likewise, the majority of investments, consulting projects and business challenges focus on industrial goods and services. Consequently, it is important to become familiar with industrial marketing and the unique and unusual issues which one encounters when marketing to organisations rather than to households or individual consumers.  

Beyond organizational decision-making, industrial markets are also characterized by products with heavy technical content, high levels of service and complex financial arrangements. This blurs the frontier between marketing and strategic decisions of other functional areas. As a result, industrial marketers frequently require the direct involvement of and influence on other functional areas within the firm. 

Second, the relationship between suppliers and clients is of a different nature than the relationship observed in consumer markets. The smaller number of customers, the high relative importance of clients to suppliers and vice versa means that competitive advantage is frequently based on a total relationship over time. 

Finally, high capital investment requirements, complementary R&D expertise and customers’ need for multiple sourcing means that special attention has to be paid to alliances and cooperation even in a relatively competitive environment. 

This course allows you to experience, first hand, the application and value of concepts and techniques in a complex industrial marketing environment.  Through this experience, you will learn (1) the strengths and weaknesses of the marketing tools with which you are already familiar, and (2) new tools specific to this context.

COURSE CONTENT

The pedagogical approach will be two-fold: a competitive simulation and the use of classroom meetings. We shall be using "INDUSTRAT": The Strategic Industrial Marketing Simulation", a pedagogical tool that was developed at INSEAD for a similar course and the Advanced Industrial Marketing Programme for senior executives. Many business schools in North America (Wharton, Stanford, Columbia and others) and Europe have adopted INDUSTRAT for their MBA and senior executive programmes. Several Fortune 500 corporations use the simulation for the training of their top management, including members of the executive boards, adapting the parameters of the simulation to enable them to simulate "scenarios" specific to their industry.

Our classroom sessions will be devoted to discussions of Business-to-Business marketing cases from various industries, as well as specific discussions of selected concepts and techniques pertaining to business marketing. These will be closely related to the simulation, as well as covering other important strategic issues.

INDUSTRAT
The use of simulations is not new to you as Haas MBA participants. Every participant acts as a member of a management team involved with strategic marketing decisions. Each team competes against four others for a number of periods, or "years" and starts with its own set of inherent relative strengths or weaknesses. The competitive scenario, except for some macro industry-wide parameters, evolves solely according to the interactions among competitors.

Relationship to MARKSTRAT

INDUSTRAT was designed by Professor Jean-Claude Larréché (co-author of MARKSTRAT) and David Weinstein. They had two objectives in mind: (1) to enable learning of marketing strategy in an industrial, rather than a consumer goods, setting; and (2) to provide those who appreciate the MARKSTRAT pedagogical approach with an even more complex and challenging learning environment.
 Hence we naturally include familiar concepts like market segmentation and positioning, but cover many other strategic and tactical issues.

One may say that if MARKSTRAT is comparable to the game of Checkers, INDUSTRAT is comparable to Chess. The richness, complexity and sense of involvement in the INDUSTRAT simulation are probably closer to real life than other simulations you have seen. Like Chess, there are numerous scenarios, of opening, mid and end game, depending on the competitors' strategies and the interaction between them. That is why creativity, experience and simple "street smarts" and business sense come strongly into play here.

The amount of learning in this simulator depends entirely on your own motivation, participation and contribution to your team's work. If you treat the exercise superficially, like the game of Monopoly, you will enjoy the fun, and may even learn something.  However, if you are ready to invest the time, this tool offers a “flight simulator” giving you the opportunity to gain real life experience in an industrial marketing context, which people take many years to accumulate.  Although not a formal objective, feedback from past participants and executives, the word "fun" is frequently mentioned.  I certainly feel that a team that is having fun together learns together and my work with the class and the team will try to enhance this aspect of the course.
More specifically, INDUSTRAT provides you with exposure to:

A variety of Industrial Marketing Scenarios
1. Industrial target accounts with several decision-makers, each with their own concerns, biases and relative influence at different stages of the purchasing process.

2. Distinction between the perceived positioning of the supplying establishments and the positioning of the products they sell.

3. Separation of the R&D function into: (1) basic technological research, an expensive and risky undertaking, and (2) product development and cost reduction activities. The latter are more market driven and less risky.

4. The possibility for collaboration between competing companies through licensing agreements, joint ventures and other alliances. This context allows you to experience negotiation and conflict resolution situations between firms, which are competitors and allies at the same time.

Industrial Marketing Challenges
1. Your customers will be concerned with multi-sourcing issues. A major consideration is how to manage this process for each of your clients.

2. You will observe an evolution of your product's status with the customers from "awareness" all the way to "primary sourcing". Optimizing your firm’s performance at each step of this evaluation is a critical challenge.

3. Detailed management of the sales force and technical support organisations via hiring, firing, alternative sales organisations, guiding and training, commission schemes and the like.

4. 
Detailed treatment of other industrial marketing mix decisions including list prices, price discounts, promotion, product advertising and corporate advertising.

Industrial Marketing Tools
1. As in any market, segmentation is a major strategic decision that must be constantly reviewed in light of competition.

a) INDUSTRAT allows you to choose among a number of alternative segmentation schemes that are pervasive across industrial markets. In contrast to MARKSTRAT where the segments are fixed, you can modify your segmentation approach throughout the simulation.

b) Distinction between macro segmentation and micro segmentation.  The former based on the characteristics of accounts and the latter on the characteristics of decision-makers within the accounts and their decision-making process.

2. Provision of a comprehensive set of customer-based market research studies specifically designed for industrial products, formatted according to your desired segmentation schemes.

3. A set of on line graphical decision support tools, reducing significantly the need for "number crunching".

4. A "qualitative images" facility (letters from customers, memos, newspaper clippings, caricatures, etc.) allowing the communication of creative messages aimed at triggering thought and even inter-group communication.

Cases and Lecture-Discussions

We shall meet in class to cover a selection of important topics in industrial marketing, and to discuss the unfolding of the simulation. The topics and case description are listed below.

The last meeting will consist of team presentations and a presentation by the instructor, concluding the simulation and the course.

Assignments

Apart from the usual individual preparation for class session, reading your cases or reference articles, there will be two group assignments revolving around the INDUSTRAT simulation.  After three decision periods, each team will be asked to submit concise five-year strategic plans, committing to certain performance measures. These documents will contain a strategic analysis of the past performance along with the contingent scenarios for the future and the reasoning for the path you have chosen. If you choose to change strategy, or the scenarios change, you will have to submit replacement strategic plans, specifying your new objectives.  Participants are asked to limit the length of their strategic reports to a maximum of five double-spaced typewritten pages. 

Another formal assignment will be the preparation of a final team presentation concluding ten years of managing your company and leaving a legacy to your successors.  Members of the class who, as competitors, will be intimately familiar with the industry, will evaluate the content and the format of this presentation.

	ADMINISTRATIVE INFORMATION


The Teams

The number of participants in each team is about 3-6. Participants will be assigned to their teams, consistent with the idea that this mimics the real-life situation of joining a company. Participants not placed in a team earlier will join a team in our first session. The INDUSTRAT simulation is an opportunity to learn from each other.  In this setting your individual contribution and participation is crucial. 
Evaluation

The evaluation system below is the result of collaboration by several “generations” of your predecessors with the instructors of similar courses. As such, your feedback will be greatly appreciated. In this course, one component of the grade relates to your firm's performance. Since the firms in the INDUSTRAT simulation do not start from similar positions of strengths and weaknesses, their performance evaluation is not based merely on financial results. The assessment will relate mainly to how you set objectives for yourselves, your performance in the light of these objectives, and the amount of learning and competence you showed in running your firm. In the INDUSTRAT simulation, you will create the expectations for your performance and try to live up to them, as you will do in your life as a manager. 

The evaluation of these aspects is not the exclusive domain of the instructor, as the other participants are, by the time we end the course, rather sophisticated and experienced. Your team's performance will be evaluated by me, as well as by each individual member of the other teams. There will be no internal evaluation in the teams.

Another component of the grade is the quality of the final team presentation. A team will be evaluated on its ability to articulate their past activities, as well as on what they have learned in the process, in a clear and concise way. In both team performance and team presentation evaluations, all team members will receive a common grade.

During our last meeting each participant will complete an anonymous questionnaire about his or her perception of the other teams' performance and presentation. A copy of the questionnaire used previously, the result of a joint effort between instructors and many past participants, is attached. Constructive suggestions, before we start, are welcome.

The final individual grade for the course will be a function of performance in the components of the course. The formula is as follows:


25%
Firm performance as evaluated by peers in other teams



(See attached evaluation form)


25%
Firm performance as evaluated by instructor


10%
Quality of Final Presentation as evaluated by peers in other teams


10%
Quality of Final Presentation as evaluated by instructor 


30%
Class participation as evaluated by instructor 

	CLASS SESSIONS*


Week  1.
Introduction to B2B Marketing (09/02)


Why and how is Industrial Marketing different?


Read:


Case: Marketing at Bain and Co.


“How IBM became a growth company again” (Business Week ‘96)*


“Segmenting Customers in Mature Industrial Markets” (J. of Marketing ’92)*

Welcome to INDUSTRAT Capsule


INDUSTRAT Decision 1
· Readings marked with ‘*’ are optional.
Week  2.
Market Research and R&D in Industrat (09/09)

INDUSTRAT Decision 2 

Week 3.
Pricing Strategies in Industrial Markets (09/16)   

Case: Rohm and Haas
Read:


Case: Rohm and Haas (A)

“Customer-driven Distribution Systems” (HBR ’87)*


Case Abstract:


Rohm & Haas is launching a new maintenance biocide for metalworking fluids used in small machine tool shops. While tests show that the product is highly efficient the launch results are disastrous. Product manager, Joan Macey, is wondering how to turn around this product line. 


Assignment Questions:

1. What is the Economic Value of Kathon MWX for the customer?

2. What is the problem?

3. What should Joan Macey do?
Case: Signode Industries

Read:


Case 1: Signode Industries (A)

"Pricing Opportunities - and How to Exploit Them" (Sloan Mgmt Rev. ’92)*


Case Abstract:


Signode Industries' packaging division manufactures steel and plastic strapping. In 1981 the company underwent the largest leverage buyout in U.S. history. The case focuses on the packaging division's need to maintain high profitability in a declining market for steel strapping. Since 1974, Signode has been losing 1% per year of the steel strapping market. Since then, there has been significant erosion of prices. The division president is faced with (1) decreasing price to increase market share, or (2) maintain/increase prices to increase cash flow. The specific decision revolves around the potential adoption of a price-flex system that is designed to authorize selective discounting by the division's sales personnel.


Assignment Questions:


1.
Why is Signode losing market share?


2.
What is Signode's current marketing strategy?


3.
What is the significance of Exhibit 7?


4.
What should Gary Reed do?


5.
How will Signode's sales force, customers, competitors and investors react to these decisions?

Week 4. 
Diving into Industrat (09/23)   

INDUSTRAT Decision 3

Assignment: Prepare strategic plan (to be handed in before decision 4, around one page)

Week 5.
R&D Strategies in Industrial Markets   (09/30)


Case: Sealed Air

INDUSTRAT Decision 4

Read: 

Case: Sealed Air 
Case Abstract:  Sealed Air Corporation has enjoyed essentially a monopoly position in the marketing of “bubble” protective packaging products in the United States. This product line ($25 million U.S. sales in 1980) faces new competition in the United States from several small regional firms. These firms are manufacturing an inferior, cheaper bubble product, using a manufacturing process not covered by Sealed Air manufacturing process patents. Sealed Air’s options range from doing nothing to introducing a new product. Barrett Hauser, the product manager for Air Cellular Products, must develop a strategy recommendation to present to Sealed Air’s President, T.J. Dermot Dunphy.

Assignment Questions: 

1. What are the problems?
2. What has been happening in this market? How is SA doing?
3. Should SA introduce uncoated product to compete with GAFCEL and the incipient competition from other small U.S. producers and Sanetsu?
Week 6.
Sales Force Design and Management  (10/07) 


Case: IMAGE

INDUSTRAT Decision 5
        
Read: 

Case: IMAGE

“Man Waiting for Motivation” (Tom Peters)

“Decision Support Systems for Marketing Managers” (J. of Marketing, ’79)*

Case Abstract:

IMAGE is a company selling high-end copiers with its own sales force. The head of the US sales force is being challenged by the French headquarters on expenses and his “easy going” management methods. 


Assignment Questions: 

1. What do you think of Mr. Reynolds’ management methods in general?

2. Does he have a quota system? What are quotas used for?

3. Do you think that the expenses of the US sales force are too high?
Week 7.
Differentiation Strategies in B2B markets (10/14)     


Case: Barco Projection Systems (A)
INDUSTRAT Decision 6
Read:


Case:  Barco Projection Systems (A)

"Competitive Marketing Behaviour in Industrial Markets" (j. of Marketing 94)*

Case Abstract:

The case deals with the issue of niche marketing in a world-wide market. Barco Projection Systems makes video, data and graphics projectors for the industrial market.  They have traditionally been the performance leader.  In August 1989, Sony Corp. introduced a higher performance graphics projector at a considerably lower price than Barco's existing projector. As a result, Barco is faced with being pre-empted in their fastest growing segment by a competitor with much larger resources.  Deals with how a small niche player deals with considerably larger competitors in a global environment.


Assignment Questions:


1.
How would you re-characterize the project line strategy of Barco vis-à-vis Sony?


2.
Did Barco make a mistake somewhere?


3.
Should Barco alter its current pricing strategy?


4.
Where should Barco focus its product development efforts?

Week 8.  Business to Business Branding (10/21)

Case:  
(1) Becton Dickinson Vacutainer Systems 

Read:


Case: Becton Dickinson Vacutainer Systems (Condensed)
Becton Case Abstract:

In the midst of Health Care Regulation aimed to reduce hospital spending, Becton Dickinson (BD), a producer of injection tubes and needles is in tough negotiations with APG, a large hospital buying group. APG wants them to reduce their prices 20%, allow them to use a private label and distribute their product through APG-related distributors. In exchange they guarantee 90% market share in affiliated hospitals. BD needs to prepare a proposal for the final round of negotiations.

Becton Assignment Questions

1. What does the DRG regulation mean for BD?

2. What is the meaning of the BD brand?

3. What is the role of distribution in BD’s business model?

4. What should BD propose to APG?
Case:  
(1)  Intel Inside 
         
“Squeeze gently” (Economist ’96)


"Inside Intel", (Business Week, 1992)


“Intel’s Amazing Profit Machine” (Fortune ’97)

Intel Case Abstract:

The "Intel Inside" campaign has encountered resistance by IBM, Hewlett Packard and Compaq.  Management must re-evaluate if the original objectives of the campaign are still attainable.


Intel Assignment Questions:

1.
What are the pros and cons for subscribing to the campaign, from the OEM's point of view?


2.
How has the campaign been doing up to the point of the case?


3.
What is Intel trying to achieve here?


4.
Would you have approved this campaign at the magnitude described here?
Week 9.  New Product Strategy (10/28)
Case: Biopure Corp.

INDUSTRAT Decision 7
Read:

Case: Biopure Corp.
Case Abstract:

It is early 1998 and Biopure Corp., a small biopharmaceutical firm with no sales revenues in its ten-year history, has just received government approval to release Oxyglobin, a revolutionary new "blood substitute" designed to replace the need for donated animal blood in the veterinary market. A virtually identical product for the human market, Hemopure, is in the final stages of testing by Biopure and is expected to gain approval within one to two years. In response to the timing of approval for these two products, there has been a long-running debate within Biopure as how to proceed with Oxyglobin. At odds are those in charge of Oxyglobin, who want to see the animal product released immediately, and those in charge of the Hemopure, who worry that an immediate release of Oxyglobin would create an unrealistically low price expectation for what they feel should be a very high-margin human product. Exacerbating the problem is the nature of the biopharmaceutical industry, where product approval is never a certainty until achieved.
Biopure Assignment Questions:
1. How do you assess BioPure’s potential in the human market? The animal market? 

2. What are the biggest obstacles to Biopure’s success in the human market? The animal market? 

3. How might Oxyglobin be a threat to Hemopure? How might it be an asset to Hemopure? 4. What should Biopure do regarding the commercial release of Oxyglobin? If they release, what price should they set? How should it be distributed? 

Week 10.
Key Account Management (11/4)

Case: Wesco
INDUSTRAT Decision 8

Read:

Case: Wesco
Case Abstract:

In 1996, WESCO, a national distributor of electrical equipment and supplies, charted out a growth of 6 to 8 percent in sales, and 12 to 16 percent in profitability over the next five years. The centerpiece of this growth strategy is the National Accounts (NA) program that WESCO has developed to serve its major industrial customers in response to recent changes that they made to their business processes. However, as of June 1997, the NA program has not delivered the expected results. WESCO now needs to isolate the root cause of the NA program shortfall and implement changes that will put this program back on track. It needs to decide whether to continue to be proactive in initiating, building, and maintaining national accounts, or to be passive and offer the NA program only after customers have shown a legitimate interest.

Week 12. Media Markets  (11/18)
    
Case: XM Satellite Radio
Read:

Case: XM Satellite Radio
Case Abstract:

XM Satellite Radio is a radically new way to listen to radio. Management must develop a marketing strategy to launch the firm and the category. A crucial aspect of the strategy is to determine which of two business models the company will pursue. Should it focus predominantly on charging customers a monthly subscription fee or on selling advertising time to advertisers? This decision is closely related to target market selection and to the choice of optimal price points for subscription fees and radio receivers. Market research commissioned by XM provides rich insights into these issues. In addition, XM management needs to figure out how to establish partnerships with the leading electronics manufacturers. A consideration of its market share and channel presence are essential to XM's ultimate success in integrating satellite radio into home and car audio systems. As it formulates its plan, XM needs to take into account the competitive landscape, primarily comprised of broadcast radio (AM and FM) that has been in existence for many years and is offered for free, as well as a second satellite radio provider (Sirius).
Case: Linden Lab: Opening Second Life
In early 2008, managers in Linden Lab, creator of the virtual world Second Life, faced decisions about the company's strategy. Despite profound initial skepticism about demand for a user-generated virtual world that was not a traditional game, Second Life had achieved profitability and strong growth. However, growth had strained the company's infrastructure, resulting in frequent software crashes. Software ease-of-use was also a serious problem. As a result, 90% of new users abandoned Second Life after only a brief trial. Management was considering whether marketing partnerships and open sourcing its software might relieve strains and facilitate future growth. Linden Lab was also debating whether and how to allow interoperability between Second Life and other virtual worlds.
Read:
“Living a Second Life” (The Economist, 28 September 2006).
“It’s not a game. The 3-D online experience second life is a hit with users. IBM’s Sam Palmosano and other tech leaders think it could be a gold mine”, by David Kirpatrick (Fortune, 5 February 2007).
“How Madison Avenue is Wasting Millions on a Deserted Second Life”, by Frank Rose (Wired Magazine, 07/24/07).

"Even in a Virtual World, 'Stuff' Matters", by Shira Boss (The New York Times, 9 September 2007).

Assignment:

1. In SL, go to five B2B locations of your choice (e.g. IBM, INTEL) and evaluate these locations from a marketing perspective. What are these firms trying to do? 

2. How could a B2B firm take advantage of this medium? For internal purposes? For external ones?

Week 13. Business to Business E-Marketplaces  (11/25)
Case: FreeMarkets Online

INDUSTRAT Decision 9
Read:

Case: Freemarkets Online
“The Theory that Made Microsoft” (Fortune ’96)*
“The Napsterization of B2B” (HBR ’00)*
“How SteelSalvor Shed the B2B Rust” (BusinessWeek ’05) download
“Web Marketplaces That Really Work The best new online exchanges are different from the old public B2Bs-they're private and they're profitable” (Fortune ’01) download
Case Abstract:

FreeMarkets OnLine, which had been founded in 1995, was on the verge of breaking even in 1998.  This online market-making firm enabled industrial buyers to link up with their potential suppliers in live electronic bidding at a pre-arranged time.  The end result of such interaction among a network of suppliers was procurement cost savings of nearly 15% for the vendors.  The company was aiming for over 200% growth in the coming year, and the founders were looking beyond, to when the company's revenues 

and evaluation would allow them to raise a large amount of growth capital and investor liquidity through an IPO.


Assignment Questions:

1.  How does FreeMarkets Online create value for its customers? How is it different from existing/traditional models?

2. How do you assess the company's business model? What are its strengths and weaknesses?

3. Which of the following alternatives should the company choose in order to go forward to scale?
Week 14.   Online Marketing and B2B  (12/2)

Online advertising accounts for almost 10% of advertising expenditures this year. In general, the Internet has a very important role in firm’s marketing strategy. But how does such an environment affect B2B marketing? Are the differences between B2B and B2C marketing disappearing or do B2B problems require special treatment? In this class, we will overview the challenges that a B2B marketer phases in the Internet-era.
Another topic we review is how search engines like Google, or social networking sites with huge traffic try to sell their advertising space to potential advertisers. The nature of these transactions differs from those in traditional media outlets. These sites have to show how they create additional value for advertisers by generating useful information about their audience.  
INDUSTRAT Decision 10

Read:

“Google's DoubleClick Strategic Move” (BusinessWeek ’07) download
“Social Networks Get Down to Business” (eMarketer ‘08)* download
“B2B Marketers Ready to Spend Online” (eMarketer ‘08)* download
Week 15.  INDUSTRAT:  Final Presentations  (12/9)


This is an individual and anonymous questionnaire

Please submit it following the INDUSTRAT team presentations

Evaluate on a 1-5 scale (1 is poor; 5 is excellent)

each firm on the following aspects

	
	FIRMS N°


	1
	2
	3
	4
	5

	COMPANY
	STRATEGY/

EXECUTION


	
	
	
	
	

	PRESENTATION
	CONTENT/ FORMAT


	
	
	
	
	


� MARKSTRAT is not a prerequisite for the B2B Marketing Elective.
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