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In business-to-business markets, the benefits of customer loyalty are
enormous—but the means by which companies create and sustain it
are not the same as in consumer markets.

TooL KIT

Building Loyalty in
Business Markets

by Das Narayandas

Paradoxical though it may sound, the strate-
gies that companies use in business markets
often come between them and the customers
they desire. Every organization knows that in
order to succeed, it must acquire and retain
customers, especially profitable ones. Compa-
nies start by asking the vision question: What
businesses are we in? Then they segment the
businesses and deploy branding strategies,
communication tactics, and sales tools. That
top-down approach may work well for con-
sumer products, but in business markets, it
leads companies astray, hampering their ef-
forts to acquire and retain customers.
Business markets are very different from
consumer markets. In a consumer market,
large numbers of buyers have similar wants,
transactions are usually small in value, prod-
ucts can be mass-produced, consumers’ percep-
tions determine products’ value, and compa-
nies focus on managing brands. In addition,
the selling process is brief, retailing strategies
play a vital role, and sales efforts are focused
on end users. A business market, by contrast,
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has fewer customers, and transactions tend to
be larger. Customers often need a customized
product or price, the usage of the product or
service determines its value, and brands mean
very little to customers. Moreover, selling is a
long and complex process, retailing isn’t a fac-
tor, and the target of the sales pitch may not be
the product’s end user.

Still, companies tend to apply consumer
marketing solutions to business markets willy-
nilly, with poor results. For example, the classic
consumer marketing approach of segmenting
people by characteristics or behavior, and com-
municating the product features that matter to
each segment, doesn’t work in business set-
tings. That’s because in business markets, a
given customer will use a vendor’s products in
numerous different applications. Also, indus-
trial commodities (think of cement, for in-
stance, or soda ash) aren’t easily differentiated
by their features. Customers are interested
only in the money they can save by buying
from one vendor instead of another.

Another textbook strategy in consumer
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marketing is to group people with similar
needs, so that a company can reach out to
them through advertising and other forms of
mass communication. That, too, fails to work
in business markets because each customer
uses machines and materials differently, often
specifying distinct characteristics for them. Al-
most every customer needs a customized prod-
uct, quantity, or price. In fact, each segment ef-
fectively consists of one customer. Such
“segments of one” render marketwide selling
tactics expensive and ineffectual; instead, firms
must communicate directly to each customer
the value they deliver. Thus, companies in
business markets must use an approach that is
based on benefits (“Here’s how our product or
service can help solve your specific problems”)
rather than features (“Here’s how our product
is superior”).

Managing individual customers is tough,
but it has become an imperative in business
markets today. In many industries, suppliers
have no choice but to focus on the few large
customers that survived the wave of mergers
and acquisitions in the 1990s. In addition, ven-
dors have zeroed in on a few midsize buyers
that are the profit bulges in their customer
bases. And as competition has intensified in
business markets, customers have demanded
more services and support. Suppliers can de-
liver those services only if they understand
what each customer wants. Besides, technolog-
ical advances have reduced companies’ costs of
collecting and analyzing data on each cus-
tomer. Despite executives’ fears about the ad-
ditional costs, my research shows that compa-
nies benefit by entering into long-term,
individual relationships with most customers
in business markets.

Clearly, marketers need to think—and
sell—in terms of the benefits they provide cus-
tomers or the customer problems they solve. I
have been researching business markets for
more than 14 years. I find that most marketers
are so busy figuring out how their companies
can create value that they don’t pay attention
to communicating the benefits their compa-
nies deliver to customers. Marketers rarely
even think about the different types of benefits
their companies offer and are often unable to
convey the value of benefits to the executives
who want them. I also find that companies
often don’t focus on developing individual re-
lationships so that each customer becomes
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more loyal. That’s a mistake, because in busi-
ness markets, loyalty offers companies several
advantages. In the following pages, I will show
how companies can communicate benefits ef-
fectively to acquire customers and to develop
loyal customers over time.

A Typology of Benefits

Companies rarely, if ever, take the trouble to
communicate to prospective customers all the
economic, technical, service, and social bene-
fits they provide. Most sellers simply assume
that buyers grasp the value of products and
services. That’s a reasonable assumption, but
it’s dead wrong. My studies show that business
buyers don’t keep track of all the products and
services they get and that they cannot quan-
tify the value of many benefits. For instance,
Arrow Electronics started coordinating parts
of customers’ supply chains and offering engi-
neering design services in the late 1980s. A de-
cade later, the electronic-components distribu-
tor was shocked to find that companies
regularly using those services weren’t aware
that they were provided by Arrow. Similarly, a
medical instruments manufacturer found
from annual surveys that not one of the execu-
tives who worked for its customers was aware
of all the services that the company provided
his or her organization. In fact, buyers don’t
use some services that suppliers routinely pro-
vide, and they stop using others if vendors
charge for them. When Owens & Minor, a
medical supplies distributor, made customers
pay for each service instead of charging them
for a bundle, it discovered that hospitals
quickly learned to do without many services.

When I work with companies, I find it’s use-
ful for executives to think about a product’s
value by grouping its benefits into four catego-
ries:

Tangible financial benefits have value that
sellers can communicate and buyers can verify.
For example, Volvo can use standard measures
like horsepower and torque to prove that its
truck engines are more powerful than compet-
itors’, and fleet owners can calculate the money
they will save by using Volvo engines to haul
greater loads or to move loads faster. Industrial
marketers often highlight tangible financial
benefits because prospects grasp their value
easily and can verify claims before purchasing
products. However, if one vendor can offer
such benefits, so can rivals. That kind of com-
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In business markets,
almost every customer
needs a customized
product, quantity, or
price. In fact, each
segment effectively

consists of one customer.

petition inevitably leads to price wars.

Nontangible financial benefits are those
with value that sellers can convey but buyers
cannot easily validate. For instance, when Sale-
Soft, an early entrant in the sales software mar-
ket, told potential customers that it could esti-
mate the additional revenues they would
generate by using its software suite, most pros-
pects were skeptical about the claims. Such sit-
uations pose a challenge to marketers, particu-
larly because nontangible financial benefits are
an effective way of differentiating industrial
products.

Companies can convince prospects of the
value of nontangible financial benefits in sev-
eral indirect ways. They can use research from
independent agencies to overcome prospects’
skepticism. Alternatively, suppliers can con-
duct pilot projects at potential customers’ facil-
ities. Siebel Systems, for instance, started out
in the early 1990s by doing everything it could
to get prospects to agree to pilot projects. The
company realized that once buyers estimated
the savings from those projects, they found it
easy to make purchase decisions. Vendors can
also offer customers money-back guarantees or
penalty payments if products don’t perform as
well as advertised. However, customers de-
mand large sums as compensation, and mar-
keters find it difficult to provide credible guar-
antees in business markets. For instance, when
a leasing company offered $100 rebates if it
didn’t process orders within a specified time
period, customers weren’t impressed. They
wanted the firm to reimburse them any money
they lost because of processing delays, a prom-
ise the leasing company could not afford to
make.

Whenever possible, vendor companies
should change the game’s rules by proposing
pay-for-performance contracts. In my experi-
ence, that’s the most effective way for compa-
nies to get the value of benefits across to cus-
tomers. For instance, a manufacturer of wire
harnesses (essentially, bundles of wires with
connectors) was for years unable to get airlines
to pay higher prices, even though its products
were more reliable than competitors’. Eventu-
ally, the vendor asked customers to pay a part
of the savings that accrued from the products’
longer life and a portion of the additional reve-
nues that came from keeping planes aloft for
more hours. The airlines agreed because they
could track the relative durability of wire har-

HARVARD BUSINESS REVIEW ¢ SEPTEMBER 2005

nesses and estimate the monetary impact.
Since then, the vendor has generated higher
revenues from existing customers every year.

Tangible nonfinancial benefits have value
that is difficult for sellers to quantify, even
though buyers perceive it. For instance, no
one was ever fired for buying IBM, as the
adage goes, but Big Blue can’t quantify in fi-
nancial terms what that level of comfort
means for customers. Tangible nonfinancial
benefits, such as corporate reputations, global
scale, and innovation capabilities, take time
and money to create, but in commodity mar-
kets, they often influence firms’ choices. Buy-
ers reward companies that offer this genre of
benefits by paying premium prices for prod-
ucts or by specifying, in requests for quota-
tions, benefits that are offered only by those
companies. In fact, specialty manufacturer
Raychem focuses its marketing efforts to en-
sure that customers mention its products in
RFQ:s.

Nontangible nonfinancial benefits have
value that both sellers and buyers are unable
to quantify, especially in monetary terms.
Since they must be experienced to be appreci-
ated, such benefits play a more critical role
when companies try to retain buyers than dur-
ing the customer acquisition process. For ex-
ample, many vendors go beyond the letter of
contracts and do such things as deliver supplies
on holidays to keep customers’ production
lines going. V. Kasturi Rangan of Harvard Busi-
ness School and I have found that benefits like
these keep buyers loyal; customers have no
way of knowing if new vendors will offer simi-
lar levels of service (see, for instance, our July
2004 Journal of Marketing article “Building and
Sustaining Buyer-Seller Relationships in Ma-
ture Industrial Markets”). In fact, nontangible
nonfinancial benefits often bind buyers to
troubled sellers. In the 1990s, Lucent Technolo-
gies found that many customers bought its
switching systems even though it didn’t offer
the latest technology. Because of the relation-
ships that the company had built over the
years, customers were willing to give Lucent a
chance to catch up with rivals.

If suppliers don’t want to lose loyal custom-
ers, they must learn to tell them about the
nontangible nonfinancial benefits they pro-
vide. For example, the specialty chemicals divi-
sion of a global o0il company routinely informs
customers about the services it has delivered
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I find that most
marketers are so busy
figuring out how their
companies can create
value that they don’t pay
attention to
communicating the
benefits their companies

deliver to customers.

over and above its contractual obligations. A
matter-of-fact monthly letter, designed not to
read like a sales pitch, documents all the addi-
tional benefits that the supplier provided and
the efforts it had to make to deliver them. It
also identifies the buyer’s executives who re-
quested the extra services. Those executives
have become the supplier’s champions, and
buyers’ trust in the vendor has risen, I daresay,
every month.

To acquire customers, companies must try
to be at par with rivals on tangible financial
benefits and use tangible nonfinancial benefits
to differentiate their products. They can build
relationships by shifting customers’ focus from
tangible benefits to nonfinancial nontangible
benefits. For instance, a leading manufacturer
of tires for earthmoving equipment woos cus-
tomers by offering them products that outper-
form competitors’. Once it has broken into an
account, the firm offers free services that re-
duce customers’ operating expenses. The com-
pany studies conditions at customers’ mines,
uses benchmark data to suggest new operating
procedures, and changes the composition of
the materials in tires for each customer, all to
help customers control costs. Over time, buyers
have learned to trust the supplier’s account
management teams almost as much as they do
their own executives.

Linking Benefits to Decision Makers
Marketers find it difficult to communicate
benefits to customers because, often, the buy-
ing decisions in companies are made not by in-
dividuals but by groups of managers. When
purchases affect the entire organization and
involve large financial outlays, several func-
tions and executives are involved in the pro-
cess. I have seen six-function, 40-member pur-
chase committees in many corporations.
Moreover, the manufacturing plants of a mul-
tilocation business may use the same materi-
als or machines, but each will have special re-
quirements. Vendors must first woo the
headquarters’ buying group and later focus on
factories’ purchase committees. But few mar-
keters are comfortable with multilevel pro-
cesses and decisions by committee.

The key to success in such situations is keep-
ing in mind that each member of a buying
group is usually interested in only one benefit
or, at most, a few benefits. For example, when
a manufacturer debates the purchase of new
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machining centers, the factory head mainly
wants to know how much time will be re-
quired for the vendor to install the machines
and train operators. The maintenance man-
ager will focus on the vendor’s service con-
tracts. The procurement manager will be inter-
ested in prices. As for the top executives on the
team, the CEO will only want to know how the
purchase will affect the business’s bottom line;
the COO will be concerned about the switcho-
ver to a new manufacturing process; and the
CFO will harp on the deal’s financial terms.
Since most marketers don’t track the needs
and concerns of each member of the buying
team, they don’t communicate the benefits to
the team members who want them.

To help companies manage that communi-
cation process, I developed a simple set of de-
vices, the benefit stack and the decision-maker
stack. The vendor lists all the benefits it offers,
placing the most important at the base of a
stack. This exercise, I find, facilitates market-
ers’ understanding of the relative importance
of the benefits. The supplier then creates a
stack of decision makers and places it beside
the benefit stack. If possible, the supplier also
lists the main concerns, motivations, and
power bases of each member of the purchase
committee. By linking the two stacks, the ven-
dor can systematically tackle each decision
maker’s concerns and communicate how it will
meet his or her specific needs. Marketers must
also brief each buyer about the concerns of the
other people in the stack, as well as the solu-
tions the vendor proposes, so that the entire
committee gets the full picture. (See the ex-
hibit “The Benefit Stack and the Decision-
Maker Stack?”)

The concept is simple but effective. In
1996, the $2.5 billion Kone introduced an ele-
vator system in Germany that was superior to
other products in three ways. The MonoSpace
was more energy efficient, its motor didn’t
have to be housed in a rooftop structure, and
its installation and maintenance costs were
much lower. However, Kone had traditionally
been a low-end player and had marketed its
products only to contractors. Since the perfor-
mance of the top five elevator systems in the
market had been roughly the same before
Kone launched the MonoSpace, price had
been the sole differentiator.

Kone wanted to charge a premium for the
MonoSpace and decided to study the market
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afresh to figure out a way of doing so. The
company found that decisions about elevators
were made jointly by owners, architects, struc-
tural engineers, and building contractors. Own-
ers were interested in keeping project costs
low, and, to a lesser extent, in minimizing
maintenance costs; architects were interested
in the elevator’s aesthetics and design; engi-
neers worried about how elevators affected
buildings’ structural integrity; and contractors,
Kone knew, sought to reduce the costs of in-
stalling elevators.

Kone began its marketing campaign by edu-
cating owners about the MonoSpace’s lower
operating and maintenance costs and by ex-
plaining its design benefits to architects. When
Kone’s executives met with purchase teams,
they found that most engineers were neutral
because the new product didn’t affect build-
ings’ structural integrity. Architects sold the
MonoSpace’s value to owners, and, together,
architects and owners usually convinced con-
tractors to install the new product. Kone found
it tough to reinvent its selling process to com-
municate the MonoSpace’s benefits. But it
eventually succeeded in doing so, and the com-
pany doubled its share of the German elevator
market in three years.

The Benefit Stack and the Decision-Maker Stack

You can effectively communicate the
value of your offerings by linking the
benefits to the executives who desire
them. You must make each manager
aware of all the benefits you’ve offered
others, because in business markets,
purchase decisions are often made
jointly. (For illustration, only some of
the links are shown.)

TYPICAL CUSTOMER BENEFITS OFFERED

Least

Highly competitive prices
important e # o

and quality
Manufacturing plants on four
continents
Internet-based order placement,
tracking, and billing system
24/7 customer response facility with
radio links to trucks
Customized manufacture and delivery of
products to meet plant’s daily needs
Willingness to handle changes in
customer needs with 12 hours’ notice
Sunday, holiday, and 24/7 delivery,
when required
Most s A
important Just-in-time delivery
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Levels of Loyalty

Retaining customers in business markets isn’t
just about keeping them in the fold; compa-
nies must also develop relationships with cus-
tomers and grow their loyalty over time. Un-
fortunately, more than 80% of companies use
satisfaction scores to monitor customer loy-
alty. That doesn’t work, because there is very
little correlation between satisfaction and loy-
alty in business markets. Besides, customer
satisfaction scores measure how well vendors
have done in the past but aren’t reliable indi-
cators of future customer behavior.

A few businesses, having realized the limita-
tions of satisfaction scores as a proxy for loyalty,
use composite measures such as a combination
of satisfaction scores, recommendations, and re-
purchase ratings. Other firms look at the reve-
nues they generate from the same customer
over time or the word-ofmouth recommenda-
tions that customers provide. Those metrics are
a distinct improvement over satisfaction scores
alone, but they don’t give vendors a complete
picture of customer relationships. Nor do they
let companies compare the rewards from loy-
alty with the costs of managing customers.

Companies can decide how much time and
money they should expend on customer rela-
tionships with the help of what I call loyalty
ladders. (See the exhibit “The Loyalty Ladder.”)

TYPICAL PURCHASE TEAM MEMBERS

Warehouse manager
Purchase manager

Logistics officer
Maintenance manager

Factory manager

Chief marketing officer

CFO

Supply chain head
Coo

CEO (on occasion)

BUYER

Copyright © 2005 Harvard Business School
Publishing Corporation. All rights reserved
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There is very little
correlation between
satisfaction scores and
customer loyalty in

business markets.

Managers define loyalty as a commitment to
continue buying a product or service, whatever
the circumstances. In business markets, the
gains from loyalty go well beyond repurchase.
Loyal customers display a number of other be-
havioral characteristics as well, usually in the
following sequence. They:

Grow the Relationship. The customer will
want to buy more products or services at this
stage and expand the scope of its relationship
with the vendor. It costs very little to serve the
customer, because the supplier has already in-
curred customer acquisition costs.

Provide word-of-mouth endorsement. The
customer is likely to promote the company by
talking about it positively. The vendor incurs
lower costs for acquiring new customers.

Resist competitors’ blandishments. By this
time, the customer is less likely to switch to ri-
vals, even if their products are superior, be-
cause it expects that the preferred vendor will
develop similar products. It costs the vendor
very little to retain the customer.

Pay premiums. A customer this loyal may
be willing to pay higher prices for the vendor’s
products and services.

Collaborate. The customer believes that
the feedback it provides will foster future im-
provements and wants to help the supplier de-
velop new products and services.

Invest. Loyal customers often invest in their
vendors. In addition to creating an exit barrier,
such investments reduce vendors’ risks.

These behaviors can be thought of as rungs
on a ladder, with higher positions representing
higher levels of loyalty. Ladders may vary a lit-
tle across sectors, but my studies show that
they are the same for all customers in an indus-
try. Companies can map the locations of cus-
tomers on loyalty ladders every year by analyz-
ing sales records, interviewing account
management teams, and conducting customer
surveys. For example, firms can check to see
what customers bought from them in the pre-
vious year and the prices they paid for those
products. By talking to salespeople, executives
can learn about complaints or feedback from
customers that resulted in design changes or
new products. Customer surveys sometimes
provide companies with early indicators of loy-
alty. For instance, buyers are unlikely to pay
premiums for products unless they have said in
customer surveys that they are “very likely” to
repurchase products. Similarly, customers are
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usually “willing to pay a 10% premium” for
products before they collaborate with vendors
on developing new products.

Each successive rung is a source of higher
revenues, which vendors can calculate in two
ways. First, they can ask account management
teams to forecast the likely increases in busi-
ness as a customer moves up the ladder. My
field experience suggests that such forecasts
are often accurate. Second, vendors can use
historical data to estimate the additional reve-
nues they earned as customers moved up one
rung. In the same way, firms can calculate,
from account managers’ experience and past
data, the costs of moving a customer to the
next rung. That allows companies to calculate
the returns on their efforts and to make deci-
sions on how much to invest in each customer
relationship in the future.

The $40 million software firm Unitech Sys-
tems did just that. It drew up a list of custom-
ers that together accounted for 80% of its an-
nual revenues. After analyzing several years of
data, the firm found a three-rung loyalty ladder
in its markets: making repurchases, providing
word-of-mouth recommendations, and paying
premium prices. Unitech asked sales managers
for information on the three parameters and
used the data to place each customer on the
loyalty ladder. The firm then calculated the av-
erage revenue from customers on each rung to
evaluate that rung’s revenue potential and
asked marketers to estimate the costs of mov-
ing customers up one or more rungs. The infor-
mation allowed Unitech to classify its custom-
ers into four types, which I describe below, and
to decide whether it wanted to keep them on
the rungs they occupied, move them up, or re-
duce the time and money it spent and force
some customers to move down the ladder.

Types of Customers
When companies map customers’ locations on
loyalty ladders and compare the rewards of loy-
alty with the costs of managing customers, they
usually find that they have four kinds of cus-
tomers (see the exhibit “Four Kinds of Buyers”).
Commodity Buyers. Some customers force
vendors to strip away all the value-added ser-
vices they provide and sell them only the basic
offering. They view products as commodities
and are likely to switch if other suppliers offer
them lower prices. In business markets, a large
number of high-volume customers tend to be
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in this category. In most cases, vendors
shouldn’t bother to educate these customers
about the value-added services they offer; they
should focus instead on reducing their cus-
tomer service costs. Sometimes, vendors can
benefit by entering into long-term contracts
with commodity buyers or by pushing them
into one of the other customer categories, be-
cause assured demand is important in busi-
ness markets.

Underperformers. Companies that operate
in industries with high fixed costs will find that
their biggest customers are in this quadrant.
That’s because vendors often provide free ser-
vices to large customers in order to retain
them. For the same reason, this category in-
cludes showcase accounts that companies use
to enhance their reputations. Some marketers
also make the mistake of acquiring customers
by offering low prices, hoping it will be possi-
ble to increase prices in the future. That never
happens; companies only lose money on those
customers.

Underperformers should be in customer
portfolios only temporarily. At one extreme,
companies can try to turn them into commod-
ity buyers by slashing services that the custom-
ers don’t need or value. At the other extreme,
vendors can make these companies partners
by getting them to pay for benefits that they
appreciate. Suppliers can also cut costs by of-

The Loyalty Ladder

Business customers display their loyalty

in a predictable sequence as they move

up the loyalty ladder. You can determine
which rungs your customers stand on by
analyzing sales records, talking to sales .

teams, and conducting surveys.

May invest
' inyou '

Seeks to collaborate
on new product
development

Is willing to pay
premiums

Resists
competitors’
blandishments

Endorses
products
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Wants to grow the
relationship
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fering underperformers standard products and
services or by serving them more cost-effec-
tively. Similarly, since showcase customers
often demand free services, vendors should
guesstimate the advantages of having them in
their portfolios. If the costs greatly outweigh
the advantages, a vendor must try to move
such a customer to another category.

Finally, companies can get rid of underper-

formers. That requires resolve; it is never easy
to walk away from big customers. A supplier of
engineered components found that one of its
biggest customers was planning to hold Inter-
net-based reverse auctions to procure those
components. Desperate to keep the business,
the vendor dropped prices to win the auctions.
Not long afterward, the vendor realized that
the customer wanted the same levels of service
as before. When the vendor couldn’t get the
customer to pay extra for the services it pro-
vided, it decided to drop the account. Firing
the customer paid off: When the ex-buyer
started working with new suppliers, it found
that they couldn’t or wouldn’t provide many of
the services it needed. The company had to go
back to its original vendor, and the two firms
negotiated a fresh agreement on the vendor’s
terms.

Partners. Such customers are expensive to
serve, but the returns usually justify the effort.
Since partners choose not to develop in-house
expertise or make investments that would re-
duce their need for vendors’ services, they
want turnkey solutions from suppliers. They
view suppliers as value-adding partners and
look for long-term commitments. These cus-
tomers also want the latest and best products
and are willing to pay premiums for them. Al-
though they may not be involved in codevel-
oping new products, partners are often drivers
of product innovation.

It isn’t easy for companies to manage part-
ners. For example, partners in high-tech indus-

tries often ask vendors to reduce prices be-
cause their products become commodities
quickly. If vendors comply but can’t subse-
quently reduce costs, such partners become
underperformers. Similarly, as markets ma-
ture, procurement managers, rather than tech-
nical staffs, dominate purchase committees.
Unless suppliers educate the new members
about how they have helped reduce customers’
costs in the past, they will lose their partners to
the lowest bidders.
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Most valuable customers. MVCs are as loyal
as partners but often less expensive to serve.
That’s because vendors have become more ef-
ficient at serving them or buyers have taken
over functions that suppliers traditionally pro-
vide. For instance, some firms prefer to cus-
tomize products themselves with tools pro-
vided by vendors. Similarly, the Internet
enables buyers to place orders, track deliver-
ies, print bills, and deliver payments, reducing
vendors’ costs.

A company’s MVCs may be willing to pay
premium prices as rewards for vendors’ past ef-
forts. That may seem to be irrational behavior
at the transaction level, but it is rational when
viewed through the lens of a long-term rela-
tionship. Such customers are often willing to
vouch for their vendors. In most business mar-
kets, MVCs account for less than 10% of a ven-
dor’s revenue base, and companies cultivate
them assiduously. When new rivals or technol-
ogies appear, it’s a good idea for suppliers to
move such customers to the partner quadrant
by offering them more benefits.

Turning Switchers into Valuable
Customers

In most business markets, customers don’t
show up in the shape desired by vendors. Com-
panies can develop profitable relationships by
investing time and money to migrate custom-
ers from one category to another. As the case
of the $3.7 billion electrical parts distributor
Wesco Distribution demonstrates, businesses
need discipline to do that. When Wesco ana-

lyzed its OEM customer base, it found that
most of the companies in it were commodity
buyers. They shopped for the lowest price and
played vendors against each other. Wesco was
willing to offer low prices as well as a full
range of products, but it wanted customers to
make long-term purchase commitments. Few
OEMs were willing to do so; they wanted to
see the benefits of building a relationship with
Wesco before they made any promises. Wesco
took the plunge and made investments that al-
lowed it to provide services such as inventory
management and energy audits, which
trimmed customers’ costs of procuring com-
ponents and operating electrical systems. Nat-
urally, Wesco’s costs rose, and since customers
were still cherry-picking products from its
portfolio, they became underperformers.
Most companies would have given up at
this stage, but Wesco persisted with its strategy.
Over the next 12 months, several customers no-
ticed that Wesco had invested in building rela-
tionships with them and that their costs had
fallen. They also realized that by integrating
their procurement and supply chain processes
with Wesco’s systems, they could reduce costs
even further. The buyers’ focus was no longer
on purchase (or product) costs, but on the costs
of ownership (or procurement). Customers
started buying greater volumes from Wesco,
and Wesco’s costs began to drop because of
scale economies, predictable demand patterns,
and lower inventory costs. When the benefits
became large enough, the supplier even passed
on some of its savings to customers. Because

Four Kinds of Buyers

To determine whether to invest in, maintain, or
divest a relationship with a customer, compare
the advantages of having that buyer remain on
its current rung of the loyalty ladder with the
cost of moving it up and the savings from mov-
ing it down. That calculation yields four cus-
tomer categories.

Most valuable
customers

Partners

Commodity

buyers Underperformers

Buyers' positions on loyalty ladder
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Low » High
Sellers’ cost of serving customers
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Wesco realized that it takes time to shift cus-
tomers to a new category, the company eventu-
ally succeeded in turning a group of commod-
ity buyers into valuable customers.

Few companies try to build relationships with
individual customers, because that approach
differs entirely from current practice and, more
important, requires considerable discipline in
planning and execution. For instance, many
companies believe that because they sell solu-
tions rather than products, they have gone be-
yond offering features. But most suppliers con-
tinue to base solutions on preconceived notions
of customer wants instead of tailoring products
and services to meet each customer’s needs and
processes. As a result, they push the features of

their solutions packages rather than offering
benefits that customers really want. State-of-
the-art customer relationship management sys-
tems focus entirely on companies’ interactions
with customers; that is a step toward managing
customers, but it is only a small beginning.
Companies still have a long way to go before
they can say they manage individual customers
in business markets. The silver lining is that this
approach requires neither big ad budgets nor
software programs; all it demands is a return to
the basics of marketing.
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