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ABSTRACT

The study, "Initiating and sustaining durable buyer-seller relationships®
was carried out to see how organizations initiate and sustain relationships in the
process of doing their business. NNPC's Pipelines and Product Marketing
Company (PPMC) Depots were chosen as a case study.

Data for this project was collected through the administration of
guestionnaires and through persona interviews with the staff of PPMC depots.

Among other things, the study revealed that the company under study
based most of its relationships on legalistic contracts rather than strategic
partnership. Its mgor reason for being in business is profit oriented.

In this study, emphasis has been laid on the need to get suppliers
involved in the design and specification stages of the products or services. This
will concretise their relationships with their buyers and will in turn minimise

uncertainties in them.
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CHAPTER ONE

Industrial marketing has been defined as “that aspect which is concerned
with the marketing of goods and services to business and other organizations for
use in the goods and services which they. in turn, produce,” E. Raymond Corey
(1976).

In this regard ths:re.fore, industrial customers include commercial
enterprises, government organizations and institutions and family units.

To Stanton, industrial marketing is “the marketing of industrial goods and
services 1o industrial users.” This definition is in line with that of Corey (1976).

By the nature of industrial marketing and the characters of both the
market and the participants, the development and management of an effective

buyer-seller relationship becomes very necessary and important.

Generally speaking, therefore, the buyer-seller relationship is the
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This study sets out to examine the nature of buyer-seller relationship in
industrial marketing by taking into consideration how they can be initiated and
sustained for a long time.

Chapter one deals with the way the project will be carried out, the
significance of carrying out the study and the main objectives towards which the
study is expected to achieve. Chapter two reviews the relevant literature that
exist. Chapter three takes a close look at the Fipelines and Products Marketing
Company and its depots. It examines their faclities, structure and organisation,
their relationship with major and independent marketers and their line of
operations. In chapter four, data collected are presented and analysed while

recommendations are made in chapter five.

1.2 STATEMENT OF THE PROBLEM

The work of the industrial seller becomes more and more complex as
competition increases and the nature of market continues to change. Some
markets are dispersed instead of being concentrated. This dispersion brings
about a great distance between the seller and his potential markets. It is
therefore pertinent for the seller to find ways of interacting with and
maintaining his customers. To achieve th's, the establishment and effective

management of a buyer-seller relationship becomes very necessary.



It is quite possible for buyers to switch or enter into situations of
modified rebuys with competing firms due to increased pressure from
management for them to buy the right goods at the right price and at the right
time and place. The tendency to switch will be reduced if there is a good and
effective buyer-seller relationship. This will encourage a straight rebuy

situation.

1.3 OBJECTIVES OF THE STUDY

The purpose of this study is to find out how organizations can initiate and
sustain durable buyer-seller relationships. The study will be concerned with the
following objectives:
1. To find how relationships between buying and selling firms change over

time.

J

The factors that encourage buyers to sustain relationships with one or a

few suppliers.

3. To find the implications of close buyer-seller relationship.

4, To find the types of relationships established by both buying and selling
firms.

3. To find out the problems that are likely ‘o result from close relationship

and proffer possible solutions to these problems.
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1.4 SIGNIFICANCE OF THE STUDY

It has often been observed that buyer-seller interdependence plays a vital
role in industrial marketing. This is to say that industrial firms establish buyer-
seller relationships which are quite close, complex and often a times long-term.
These aspects of relationships have not received close attention in the literature
until of recent. Emphasis was always on the analysis of the process by which
buying firms arrive at individual purchase decisions and the ways in which the
seller can influence this process in its favour. This study will serve as a good
material for initiating and sustaining durab e buyer-seller relationships, which

can equally be used as a reference point for future study in this area.

1.5 SCOPE AND LIMITATIONS OF THE STUDY

This study is confined to how organizations can initiate and sustain
durable buyer-seller relationships, with NNPC’s Pipelines and Product
Marketing Company depots as a case study. Data for this study will be collected
from the personnel of PPMC and their depots. Due to limited time for the
completion of this study, collection of the buyer related information will be
limited to Kaduna and its immediate environment. This is why it won’t be
possible for the researcher to reach the Warri and Port-Harcourt refineries and
their depots which will involve a lot of financial commitment and time

consumption.



1.6 RESEARCH METHODOLOGY

This research will take a descriptive approach. This calls for an accurate
presentation of facts about the situation as found when this study was carried
out. Primary data will be collected through ‘he administration of questionnaire
and personal interviews with selected stafi” of NNPC Pipelines and Product
Marketing Company, Kaduna.

The secondary data was got from relevant literature, books, journals,

magazines and unpublished works in the area.
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CHAPTER TWO

2.0 LITERATURE REVIEW
2.1 THE NATURE OF RELATIONSHIPS

Not all the dealings between industrial buying and selling firms take
place within close relationships. There are cleer differences between the supply
of paper clips and automotive components, or setween the supply of lubricating
oil and factory equipment. The product and process technologies are factors in
determining the nature of buyer-seller relations. Also important are the buyer
and seller market structures which exist and hence the availability of alternative
buyers and sellers.

“Companies will develop close relationship rather than play the market,
where they can obtain benefits in the form of cost reduction or increased
revenues.” These benefits are achieved by taloring their resources to dealing
with a specific buyer or seller, i.e. by making “Durable transaction
investments.” “These investments mark major adaptations by a company to the
relationship.” These adaptations mark a commitment by the buyer or seller to
the relationship.

They can be seen clearly in such things as a supplier’s development of a

special product for a customer, a buyer’s modification of a production process



to accommodate a supplier’s product or the point establishment of a stock
facility in a neutral warchouse.

According to Frederick E. Webster (1991)., “the nature of the buyer-
seller relationship is a major factor distinguishing industrial marketing from
consumer marketing.” This further stressed that, “for strategic purposes, the
central focus of industrial marketing should 1ot be on products or on markets
broadly defined, but on buyer-seller relationships.” These relationships develop
in the purchasing decision process and contirue through negotiation of the sale
and consumption of the transaction to post-sale service and repeat orders.
However, “not all customers warrant the investments required for relationship

marketing.”

2.2 THE BUYING-SELLING PROCESS

The most recent conceptual work on industrial buying and selling differs
from the earlier views about these concepts. “Traditional views of selling, such
as AIDA (1.e. Attention, Interest, Desire and Action), neen-satisfaction theory,
and the steps-in-the sale approach all suffer form a common weakness: They
view selling as something the seller does to the prospect, and the seller as
having most of the control in the interactior.” More modern views of selling as
inter-personal communication also suffer fiom this weakness. They emphasise

the sales representative’s activities and perceptions as the general determinants
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of the outcome of the sales interaction. Persuasion is seen to play a central role
in the influence process. and the sales representative’s most important
characteristics are those that relate to his abili'y to listen carefully and turn what
he hears into an effective persuasive commun cation. Similar observation can be
made about the study of the industrial buying process. “The outcome of the
buying process is seen as determined by the actors, structure, technology and
goods and task of the buying organisation, processing information obtained
from the environment about buying alternatives (products and vendors)”.
Webster (1991) “believes that the most recent conceptual work on
industrial buyving and selling builds on concepts of social interaction and takes
the following views:
(a) That buying and selling are the same process, two sides of the coin.
(b)  That the outcome of the interaction 1s determined by the total process
itself not by the characteristic and activities of the individual actors.
(c)  That the influence process involved is negotiation not persuasion.
(d)  That each actor recognises that his o~ her welfare is dependent on the
activities and welfare of the other party in the interaction.
“This perception of mutual interdependence is a key to the nature of the

interaction itself.”



CHARACTERISTICS OF SALES
Person consumer re ationship
~ Level of conflict bargaining

- Quality of relationship

- Anticipation of future interaction

SELLING BEHAVIOUR

Adapting of customers

Establishing influence bases

4
[nfluence techniques used Bhaise [ EFFECTIVENESS

|

§

Controlling the sales

L mteraction

RESOURCES OF THE SALES PERSON CHARACTERISTICS OF THE
- Product, customer knowledge CUSTOMER BUYING TASKS
~ Analytical skills — Needs, beliefs
Availability of alternatives - Knowledge of alternatives
- “haracteristics of buying tasks

Fig. 2.1.1 a contingency model of sales representatives effectiveness.
(Source: Barton A. Weitze. Effectiveness in sales interactions: A contingency

framework, “Journal of Marketing, 45 (Winter, 198 1), 85-103, at 90)



In the figure above, Weitze has taken these ideas and integrated them into
a “contingency model.” The central notion in this model is that the effectiveness
of the industrial sales is contingent on these sets of variables:

(1) The resources (knowledge, skills and organizational support);
(2)  The customers buying task and
(3)  The nature of the interpersonal interaction itself.

Viewed in this way, the buying-seller process goes considerably beyond
the simple notions of selling as persuasion and buying as a process under the
control of the actors of the buying organizations. While still considering the
complex view ol the buying selling process, l2t us now consider the influence,

the type of buying situation has on the interaction. After this, the different

influence, process and their appropriateness in various industrial marketing

situation will be reviewed.

2.3 TYPES OF BUYING-SELLING SITUATIONS

The nature of the interaction between buyer and sales is determined, to a
great extent, by the type of buying and selling situation modified rebuy, or
straight rebuy and the stage in the buying decision process (problem
recognilipn. description of needed item, etc. A sales handling a new buy faces a
fundamentally different challenge from that involved in a situation of straight

rebuy. Consequently, Webster emphasises the fact that “different selling and
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marketing strategies are required, depending on specific nature of the buying
situation.”

Hakanson Johnson and Wootz (1976) have proposed one classification of
buying-selling situations. They define the following three types of uncertainty
facing buyers.

(a) NEED UNCERTAINTY

When product need is difficult to define and measure and when product
characteristics are hard to measure and specify clearly.
(b) MARKET UNCERTAINTY

When there are many sellers, sellers have markedly different
characle[;istics, and the market changes rapidly with the opportunity costs

associated with the decision.

(¢) TRANSACTION UNCERTAINTY

When there are likely to be significant problems of actually getting the
product from the seller to buyer, such as in cross-border transactions involving
cultural differences.

According to these authors “suppliers are interested in reducing or
stabilising uncertainty. Suppliers will be trying to increase uncertainty to levels
where the buyer is willing to consider new alternatives.”

- 475808
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When need uncertainty is high, buyers place emphasis on quality than
with price and are likely to show high source lovalty.

The buying center of the buying organisation will involve many people.
The tendency here is for buyers to use more extended sources of information
and may use the services of specialists and consultants in the relationship with
suppliers. The decision process will require longer time since more people,
multiple buying criteria and more information processing are involved.

In a situation of high market uncertainty, buyers will likely contact more
suppliers and will seek the help of specialists both within the organization and
outside who have experience with these high uncertainty markets.

In the case of high transaction uncertainty the buyer is most likely to
insist on multiple sources of supply before the final decision to buy is made.
Emphasis is on the supplier’s ability to deliver the items in necessary quantities

and with sufficient reliability.

2.4 STRATEGIC SUPPLIER SELECTION
With increasing emphasis on savings and quality, buyers have come to
think about the strategic importance of supplier selection. Such savings and

improved quality will enhance their competitive stance in the global market

place.



Webster (1991) has observed a recent shift away from old, adversarial
views of the buying-selling process towarcs new concepts of strategic
partnership. According to him, “traditional procurement practice was built
around the assumption that competition among vendors was good because it
resulted in lower prices for a specified level of quality.” Buyers went out for
several qualified suppliers for a given item, not only to ensure fower prices but
- also for continuity of supply. Product specifications were tightly drawn as a
contro] element that permitted the maximum degree of competition among
available vendors. The essence was that the buyer could depend on market
forces to ensure the lowest possible price. A closer look at such procurement
practice reveals a leaning towards the transaction end of the continuum with the
idea of a buyer-seller “relationship” limited to the development and
maintenance of a list of qualified bidders in a competitive bidding or market-

based procurement.

As .a result of this Webster clearly noted the adversarial and impersonal
views of the buyer-seller relationships.

According Shapiro (1985) “there were multiple vendors for each item:
their shares of the customers business were dependent largely upon their prices.

“Hind sight suggested. that this was a major cause of poor quality,
because different vendors’ parts and materials were in fact not interchangeable

and there was little concern for quality as a total management process on the
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part of either buyers or sellers. The need to develop and maintain multiple
vendors and to manage multiple relationships resulted in higher purchasing
costs as well as lower quality.”

The early 1980s saw a shift in procurement management’s attention
towards an emphasis on quality and customer satisfaction. “Quality was defined
from the end-user’s perspective and companies developed more complex
specification that included not only the product itself but terms for delivery,
technical service, marketing support and so on.” Fewer vendors were dependent
upon for a more complete response to the company’s requirements with an
emphasis on doing the right things the right way, the first time.

“Interest in a concept of buyer-seller partnership, sometimes in the form
of so-called, “just-in-time” supply relationships, grew rapidly in the 1980s.

The relationships are modeled on the ./apanese “KANBAN" system of
procurement. A few vendors, or perhaps even a sole source, collaborate with the
buyer across multiple business functions including manufacturing, engineering,
design, procurement and marketing. The vendor plays an active part in the
design of the product and the development of specifications. There may be
continuous updating and innovation. Blanket contracts and more flexible, less
formalised procedures for releasing orders are common. Order quantities are
likely to be smaller and shipments more frequent, in order to reduce inventory
costs throughout the system. “Among the halimarks of these procurement

14 KASHIM |5 RAH



situation are greater reliance on fewer vendors, a commitment to zero-defects,
vendor participation in product design, just-in-time delivery, shared
communication networks (using advanced information technology), an
increased service component, and a much complex buying decision process,

involving multiple functions and management levels.”

2.5 PROBLEMS IN STRATEGIC BUYER-SELLER PARTNERSHIP

Such interest buyer, seller relationships, at or near the strategic alliances
end of the continuum are not without their problems and risks.

Webster (1991) points out that “one kind of risk-related to market and |
transaction uncertainty, may be reduced, but another kind of risk, that which
comes frc;m increase dependence is created.”

According to him, higher level of trust and commitment between the
partners does not mean that conflict will not exist, especially if there is an
imbalance of power, which may be inevitable if the parties are of significant
different size.

A particular problem has been noted by several marketers who have
entered into strategic partnerships with customers. This is the tendency for

functional managers, especially purchasing personnel, in the customer

135



organisation to “play by the old rules.” The buyer may, for example, continue to
insist on using specifications that are not developed with the collaboration of the
partner, may continue to solicit competitive bids, and may emphasise low price
to the exclusion of other considerations such as quality and technological
innovation.

Webster (1991) stresses the fact that the design of strategic buying
relationships should anticipate potential conflicts and develop mechanisms for
their resolution. Dependence on Jegalistic contractual terms are likely to be
inadequate to resolve conflicts and keep the partnership on a positive track of
mutual trust and co-operation.

It has been the suggestion of experienced managers that people who will
be responsible for implementing the relationship should be involved in its
design as well. Exchange visits by members of both buying and selling
organizations, from multiple levels of management, supervision and operations,
have proven to be valuable in developing and maintaining, understanding and
creating simple problem-solving mechanisms. “Dialogue and joint problem
solving replace negotiation as the primary means of exchanging information and
resolving conflict.”

Krapfel (1990) suggested that the concept of a balanced portfolio of
strategic partnerships, with resource commitments and management style

tailored to each, can be a useful conceptual tool for management. Customer

16



development as viewed by Webster (1991) can be thought of as an investment,
with investment attractiveness determined by the degree of commonality of
interest between the customers and the expected value of the long-term
relationship.

Krapfel, Salmon and Spekman (1990) propose that marketers use a
process that consists of first typing the relationship and then selecting a
management mode appropriate to that type.

It is their suggestion that in managing the relationship, importance should
be attached to the fact that both the buyer and the seller have “matched” or
similar management styles. They refer to this as the matching process. It is clear
that problems will arise if we treat the relationship as essentially a single
transaction which the other is hoping to develop a strategic partnership. (See fig.
2.1.2%

Webster (1991) proposes that part of the marketers analytical task is to
determine as clearly as possible, usually with incomplete information, how the
buyer receives the relationship.

In the KRAPFEL, Salmon and Spekman (1990) frame work the fourth
step in strategic relationship management is signaling the exchange of
information between the buyer and the scller to monitor and refine the

management of the relationship. Webster (1991) strongly believes that signaling



can establish the foundation of information and impressions upon which trust,

the essential glue in any strategic partnership can be built.

MANAGEMENT MODES

PARTNER

FRIEND

Higher economic investments;
Higher interdependency;
higher switching costs;

customised responses.

Common goals; low current
economic value; information
sharing; limited investment;
May have been or become
parners; needs monitoring;

Joint planning.

RIVAL

ACQUAINTANCE

High value but low commodity

of interests; want to go it alone;
lots of them may be competitors or
customers, to business

because they “have to,” not

“want to0,” limit investment

and customization: have exit

plan; look for other partners.

Market-based relationship;
standard products and
routine procedures; minimal
investment; serve

through distribution

instead of direct.”




Fig. 2.1.2 Managing strategic buyer-se ler partnerships (Adapted form
Robert Krapfel, Deborah Salmon and Robert Speckman “A strategic approach
to managing Buyer-Seller Relationships,” working paper, University of

Maryland, June, 1990).

2.6 TYPES OF RELATIONSHIPS

VALUE OF RELATIONSHIP

HIGH LOW

ALLIANCE RELATIONSHIP HIGH Commodity
(PARTNER) (FRIEND) of
RELATIONSHIP| TRANSACTION LOW [nterest
RIVAL) (ACQUAINTANCE)

A function of:-

“CRITICALITY™ = degree of differentiation, availability of substitute; margins,
role in portfolio.

Quantity purchased.

Ease with which customers can be replaced, “switching” costs.

Cost saving resulting from buyer’s practices and procedures.



2.7 INFLUENCE PROCESSES

There are a number of tactics and strategies available to the industrial
marketer for trying to influence potential customers to buy and to persuade
present customers to remain loyal or increase the amount of their purchases.

Webster (1991) has identified four categories - persuasion, compromise,
bargaining and negotiation. It is important to note that in any actual selling and
buying situation, these methods of influence are likely to co-exist in varying
degrees.
(a) PERSUASION

Traditional salesmanship views persuasion as the process of convincing
customers to buy. “On this old-line approach, the sales representative knows his
customer and his needs well enough to know how he can be made to buy. The
sales interaction is described by a series of buyer mental stages, such as
awareness, interest, desire and action through which the sales representative
deftly moves the buyer. In the last analysis, the essence of persuasion is to
impose the will of the seller on the buyer showing him how the sellers” offering
can satisfy his needs. The sale is viewed as a conquest. Webster (1991) has
made the following points about persuasion:
(1)  Persuasion as an influence process can be effective in the short-run.
(2) Its major weakness is that it lecaves the buyer open to counter-persuasion

by a competitive sales representative.
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(3)

(4)

It is not based on a thorough understanding of the customer organization
and its needs.

[t lacks a long-term orientation of building strong buyer-seller
relationships.

It concentrates on order getting.

The representative is viewed as controlling a number of variables within
the sales presentation.

Sales contests and incentives for sales representatives are built around
persuasion models intended to stimulate sales by motivating the sales
representatives to work harder and generate sales.

Webster (1991) notes that these motions of win and lose of conqueror and

vanquished, scem a bit out of place in the relationship between industrial

marketers and their organizational customers.

(b)

COMPROMISE

Like persuasion, compromise and accommodation is short-term in its

orientation and inadequate for developing effective and satisfying buyer-seller

relationships.

In compromise, both parties are trapped in a situation where they must

make the best of things but cannot achieve all these objectives.



(¢) BARGAINING

Bargaining is strategic interaction, goal-oriented, interdependent
behaviour by two or more parties, where the choices of each party are
contingent upon his estimate of the actions of the other party or parties.
“Bargaining theory distinguishes between situations where the actors are
rational and those where they are not. Formal theories of bargaining have not
found wide spread application in real world situations, however.”

[n industrial marketing, models of barpaining often will involve the
special case of competitive bidding where price may be important to the buyer.
However, other variables are also important to the buyer, such as delivery and
reliability.

“The basic assumption in bargainiug models is that the actors can
cooperate for mutual benefit, although cooperation will not maximize the value
ol outcomes for cither party. Buyer and seller can elect to cooperate and can
increase the total value of the transaction to themselves, or they can avoid
cooperation and each can try to maximise the value to himself.

(d) NEGOTIATION

In negotiation, an attempt is made to maximize the value of the
interaction to both buyer and seller. Negotiation while recognising the fact that
cooperation can increase the total value of strategic interaction and the inter-
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dependence of buyer and seller, also involves a long-term view of the buyer-

seller relationship.

One practice-oriented treatise on negation characterises this process as
that of “Win/win negotiation™ with the objective of maximising profits for both
buyer and seller. According to this view, there ere five benefits of negotiation in
comparison with other methods of influence.

(1) Recognition of the buyer as an individual who can., through his
behaviour, increase the value of the buyer and seller relationship.

(2)  The development of a climate of confidence between buyer and seller.

(3)  The positioning of the sales representative as an advisor and counsellor to
the buyer, rather than a persuader or advisory as implied by other views
of the influence process.

(4)  The encouragement of information exchange as necessary to develop the
best long-term solutions to the buyer’s problems.

(5) Its:contribution to the development of satisfying long-term relationship.

(¢) RECIPROCITY
Reciprocity or reciprocal dealing, is a special case of negotiation in which

each party is both a buyer from and a seller to the other party, a system of

mutual patronage. “Reciprocal trading is a factor which influences some
industrial marks. Pressure may be exerted by the more dominant “trading

partner” so that equitable reciprocal, business is not, in practice, transacted, and

| o9
'



there may be occasions when firms could buy more advantageously from

outside supplier.

2.8 THE DEVELOPMENT OF BUYER-SELLER RELATIONSHIP

The concern of this paper is to analyse the process of establishment and
development of relationship over time by considering five stages in their
evolution. It is not concerned with the reasons for the choice of buyer or seller
partners. The process described here does not argue the inevitability of
relationships  development. Relationships can fail to develop or regress
depending upon the actions of either party or of competing buyers or sellers.
Throughout the examination, the bilateral nature of relationships will be
stressed, particularly the similarity of the buyers” and sellers’ activities. The five
stages are shown in Table 1. Throughout the analysis, the variables of

experience, uncertainty, distance, commitment and adaptations are considered.

STAGE I: THE PRE-RELATIONSHIP STAGE

Previcus authors have stressed the inertia of buying companies, when it
comes to seeking new sources of supply. Buyers may continue with existing
sources with relatively little knowledge or evaluation of the wider supply
markets available to them. Let’s take the case of a company which has grown to

rely on a main supplier for a particular product purchased on a regular basis as
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in the case of equipment or continuously as with a component, as our starting
point. In these circumstances a decision to evaiuate a potential new supplier can
be the result of a particular episode in an existing relationship. For example, a
Nigerian producer of consumer durable started to evaluate alternative suppliers
following a major price increase by a company which had until then supplied all
its requirements for a certain product. Other reasons which may cause
evaluation of new potential suppliers include: a regular vendor analysis in which
the performance and potential of existing suppliers is assessed; the efforts of a
non-supplying company to obtain business, perhaps based on a major change in
its offering, e.g. a new product introduction, some change in requirements or
market conditions experienced by the buyer; e.g. a UK. car manufacturer began
evaluating overseas sources for windscreen ‘ollowing the move towards
tempered glass for which there was a European cepacity shortage.

A company’s evaluation of potential new supplier will take place without
any commitment to that supplier at this stage. The evaluation will be
conditioned by three factors; experience, uncertanty and distance. Experience
in existing and previous relationships provides the criteria by which the
potential and performance of a new partner will be judged, a partner of which
the company has no experience. The buyer wil' face uncertainty about the
potential costs and benefits costs can be separated into those involved in making

a change to a particular partner, e.g. in a buyer modifying its own product to suit
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that of a new seller. Additionally, there are the opportunity costs involved in the
continuing relationship, when compared with alternative partners, c.g. in a

buyer having to accept less frequent deliveries.

THE DEVELOPMENT OF BUYER/SELLER RELATIONSHIPS IN

INDUSTRIAL MARKETS - SUMMARY

TABLE 1
THE PRE- THE EARLY THE DEVELOPMENT THE LONG-TERM
THE FINAL

RELATIONSHIP STAGE STAGE STAGE STAGE

STAGE
Evaluation of Negotiation Contact signed  After several In long
new potential of sample ordelivery major established

supplier delivery building up purchases stable
scale deliveries  or large markets

Evaluation Experience increased high

initiated by Low

particular

episode in



existing

relationship Uncertainty

General

evaluation High 'Reduced Minimum Extensive
development Institutionalisation

of existing of Institutionalisation

supplier

performance

efforts of  Distance Reduced Minimum
of non-

supplier High

Other Commitment Actual- Actual- Business

information Actual - lowincreased Maximum based on industry

Overall Perceived Perceived - Perceived - Codes of practice
PolicyLow Demonstrated Reduced
decision by informal

Adaptations
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Evaluation Adaptation High Increasing Extensive
conditioned Investment of = formal and zdaptations

by: Management informal  cost savings
Experienced time. Few  adaptations reduced by

with previous Cost savingscost savings institutionalization

supplier

Uncertainty

about potential

relationship

Distance from

potential

supplier

Commitment

Zero

28



The distance which is perceived to exist between buyer and seller has
several aspects:

(i)  Social distance, being the extent to which both the individuals and
organizations in a relationship are familiar with each other’s ways of
working.

(11)  Cultural distance, being the degree to which the norms, value or working
methods between two companies differ because of their separate national
characteristics.

(i) Technological distance, being the differences between the two
companies’ product and process techno ogies.

(iv) Time distance, being the time which must elapse between establishing
contact or placing an order, and the actual transfer of the product or
service involved. - 475808

(v)  Geographical distance, being the physical distance between the two
companies’ locations.

Technological distance is likely to de great in evaluations for the
purchase of innovative products. Social distances will be considerable in all new
relationships as the companies know little of zach other. This is combined with
large cultural and geographical distance wher the companies are dealing across

national boundaries.
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Finally, the companies will be considering a purchase which is likély to
take place for a considerable time, with consequent apprehension that will not
come to fruition as desired.

We can now see the effects of these veriables of experience, uncertainty,
distance and commitment in the early stages of dealings between the companies.
STAGE 2: THE EARLY STAGE

This is the time when potential suppliers are in contact with purchasers to
negotiate or develop a specification for a capital goods purchase. This stage can
also involve sample delivery for frequently purchased components or suppliers.
The stage can be characterised as follows:

(a) EXPERIENCE

At this early stage in their relationship, both buyer and seller are likely to
have little experience of each other. They will only have a restricted view of
what the other party requires of them, or even of what they hope to gain from
the relationship themselves. No routine procedures will have been established to
deal with issues as they arise, such as sample quality, design changes, etc. These
issues can only be resolved by a considerable investment of management time- at
this stage. This investment of human resources is likely to proceed any

investment in physical plant.
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(b) UNCERTAINTY :

Human resources investment will be made at a time of considerable
uncertainty, when the potential rewards from the relationship will be difficult to
assess and the pattern of future costs is undermined.
(¢) DISTANCE

There will have been little opportunity to reduce the distance between the
parties at this stage in their dealings.
(i) SOCIAL DISTANCE

There will be lack of knowledge between buyer and seller: companies as
well as an absence of personal relationships between the individual involved.
This will mean that many of the judgements made of each company will be their
reputation, as a substitute for experience of their abilities.
(i) GEOGRAPHICAL/CULTURAL DISTANCE

Geographical distance is, of course, beyond the control of the seller
except in so far as it can be reduced by the establishment of a local sales office
or by sending staff out to the customer on a residential basis. Cultural
differences can only be reduced by employment of local nationals. The lack-of
social relationships means that there is nothing to reduce the effects of
geographical and particularly cultural distance. This can result in a lack of trust

between the companies. For example, a supplier may believe that he is simply
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being used as a source of information and that the customer has no bidding a

relationship.
(iii) TECHNOLOGICAL DISTANCE

Inexperience of a supplier’s product wi'l emphasise any difference which
may exist between the product or process technologies of the two companies.
iv. TIME DISTANCE

In the early stage of a relationship, companies are likely to be negotiating
about agreements of transactions which may only come to fruition at some
considerable time in the future. This maximizes the buyer’s concern about
whether he will receive the product in the form specified and at the promised
price and time. Similarly, the seller will be concerned as to whether orders being
discussed will ever materialize in the way it expects.
(d) COMMITMENT

Both companies will be aware of the risks involved and will have little or
no evidence on which to judge their partner’s commitment to the relationship. In
fact, it is likely that the actual commitment of both parties will be low at this
time. Thus, perceptions of the likely commitment of the other company are
strongly influenced by factors outside the relationship such as the number and
importance of its other customers or suppliers.

The actions of sellers and buyers in the future will be influenced by their

initial assessment of the performance and potential of their partner. Their
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Jjudgement of the place and importance of this relationship within the company’s
portfolio of suppliers or clients will also be important.

We cannot consider the development of a relationship beyond the early
stage in terms of the task of building experience, increasing commitment and

the associated reduction in uncertainty and distance.

STAGE 3: THE DEVELOPMENT STAGE

The development stage of a relationship occurs as deliveries of
continuously purchased products increase. Alternatively, it is the time after
contract signing for major purchases. Staged delivers may be made or the
supplier may have started work on the item. Both buyer and seller will be
dealing with such aspects as integration c¢f the purchased products into the
customer’s operations or pre-delivery training, etc.
(1) EXPERIENCE

The development stage is marked by increasing experience between the
companies of the operations of each other’s organization. Additionally, the
individuals involved will have acquired some knowledge of each others norms
and values.
(2) UNCERTAINTY

The uncertainties which exist for both narties in the relationship will have

been reduced by experience. In particular, the adaptations requirgd to meet the

CXTm - 475808
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wish of the partner company will have become more apparent and the costs
involved in these adaptations will also become clearer. Each company will be
better able to judge the adaptations to meet its own requirements. These include
those made by itself and those which it should require from its partner.
(3) DISTANCE

(i) Social Distance: This is reduced by the social exchange which
takes place between the companies. As well as increasing their knowledge of
each other, those personal relations establish trust between individuals.
Nonetheless, this trust cannot be based upon social relationships alone. It also
requires personal experience of the other company’s satisfactory performance in
exchange of products or services and finance.
(4) GEOGRAPHICAL AND CULTURAL DISTANCE

The reduction in social distance also contributes to a lessening of the
effects of geographical and cultural distance. However, in a relationship
between companies in different countries, it is possible that the seller company
may reduce geographical and cultural distance through the establishment of a
local office and employment of local nationals &s business builds up.
(5) TECHNOLOGICAL DISTANCE

The adaptations which companies make to suit each others reduce the

technological distance between them. Thus, their respective products,
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production and administrative processes become more closely matched with
each other. This produces consequent savings for one or both parties.
(6) TIME DISTANCE

The experience of transactions means that the time distance between
negotiation and delivery is eliminated in the case of continually delivered
products. However in the case of irregular purchase of, for example, capital
goods, then each cycle of order and delivery can be marked by similar time
distances. Nevertheless, the importance o this distance decreases as the
companies’ mutual experience and trust of each other builds up.

(7) COMMITMENT

Much of a company’s evaluation of a supplier or customer during the
development of their relationship will cepend on perceptions of their
commitment to its development. Efforts to reduce social distance are one way
for the supplier to demonstrate commitment.

However, development does not cortinue indefinitely. The relationship
can be discontinued by either party on the basis of their assessment of its
potential, the performance of the other party, cor of the actions of outsiders. Even
if this does not occur, the character of a relationship will change gradually. The
changes which slowly develop are of vital significance to both buying and

selling firms and we now turn to their description.
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STAGE 4: THE LONG-TERM STAGE 3

It is not possible to put a time-table on the process by which a relationship
reaches the long-term stage. This stage is characterised by the companies’
mutual importance to each other. It 1s reached afier large scale deliveries of
continuously purchased products have occurred or after several purchases of
major products.
(a) EXPERIENCE

The considerable experience of the two companies in dealing with each
other leads to the establishment of standard operating procedures, trust, and
norms of conduct. For example, a U.K. supplier of components to a German
truck producer has arrangement for deliveries against three-month firm and six-
month tentative orders. Prices are negotiated on an annual basis with an
effective date of Ist January “although we often don’t get round to firming them
up until well in the spring, so we just apply them retrospectively. Similarly, a
U.K. producer of marine diesel engine will start construction of an individual
unit costing up to 100,000.00 Pounds on the basis of a verbal order from a main
customer. Formal orders often follow much later from customers to others in
different market segments overseas. So many aspects and operations within this
relationship had become institutionalised or 1aken for granted that the supplier

was unable to modify its procedures to suit new customers.



(b) DISTANCE .

Social distance: This is also minimised in the long-term stage. There are
three particular features to the close relationship established by this stage.

(i)  An extensive contact pattern will have developed between the
companies. This may involve several funcional areas and its aim will be to
achieve an effective matching and adaptation of the systems and procedures of
both supplier and customer. However, in long-term stage the interactions by
different functions may become separated.

(i1)  Strong personal relationships will have developed betwéen
individuals in the two companies. The strength of these can be seen by the
extent of mutual problem solving and formal adaptations which occur.
However, it may be difficult for an individual to separate these personal
relationships from business relation. Difficulties can arise when company
interest are subordinated to those of the personal relationships. This has its most
extreme form in the phenomenon of ‘side changing’ where individuals act in the
interests of the other company and against their own, on the strength of their
personal allegiances.

(¢) UNCERTAINTY

Uncertainty about the process of dealing with a particular partner is

reduced to a maximum in the long-term stage. Paradoxically, this reduction in

uncertainty can create problems. It is possible that routine ways of dealing with
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the partner will cease to be questioned by this stage. This can be, even thbugh
these routines may no longer relate well to either parties’ requirements. We
refer to this phenomenon as institutionalization. For example, discount
structures may have become unrelated to developing delivery patterns, product
variety may involve increased production costs for the seller whilst the buyer
may be able to use a much narrower range o product.

These institutionalized patterns of operations make it difficult for a
company to assess its partner’s real requirements and so it may appear less
responsive or uncommitted to the relationship. Institutionalized practices may
also allow a company to drift into over dependence on a partner or incur
excessive costs in its dealings. One company may exploit the other’s
institutionalized practices and lack of awareness and hence reduce its own costs
at the expenses of the partner. Finally, institutionalized practices of one
relationship can affect a company’s whole organization and hence its
development of other relationships. For example, a supplier of high grade alloys
had become very heavily involved with a large domestic customer. It then
attempted to transfer its experience with this. Nevertheless, the seller’s company
faces two difficulties over commitment at this stage.

(1) It is likely to be difficult for a company to balance the need to
demonstrate commitment to a client against the danger of becoming overly

dependent on the client. This was expressed by a U.K. supplier faced with a
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major customer as follows; “We want them to think they are still important to
us. At the same time we also want them to believe that they must work for our
attention in competition with other customers.”

(i) A customer’s perception of a supplier’s commitment to a relationship
may differ from the actual level. This is because the required investment of
resources has largely incurred before the long-term stage is reached. It is also
possible that the level of business between the companies has stabilised. Thus,
paradoxically, when a supplier is at his most committed to a long-term and
important client, he may appear less commitied than during the development
stage. We have reached that stable situation before evaluation of potential new
suppliers which was our starting point. In this, a company may continue with
existing sources of supply or customers with little knowledge or evaluation of
the available supply or customer markets. However, before concluding, it is
worthwhile to mention a final stage which buyer-seller relationships may enter.
(iti) In long-term stage companies may become personified in an individual
representative. Indeed, it may be the seller’s policy to identify closely a
relationship with the person of their local representative. This may be of value
in establishing a presence in an overseas market. However, it inevitably
involves problems of this individual has to be replaced or acts in his own
interests rather than those of the company. For example, a U.K. exporter of

machinery had to re-negotiate spares prices charge to its main French customer.
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These had previously been fixed by the supplier’s local representative at a‘very
low level. This had been done because the representative was greatly concerned
about the effects of losing this business on his own position.
(d) TECHNOLOGICAL DISTANCE

Successive contracts and agreements hetween the companies lead to
extensive formal adaptations. These closely integrate many aspects of the
operations of the two companies. This close integration is motivated by cost
reduction for both companies as well as increzsed control over either supply or
buyer markets.

D. Monthoux has emphasised the barriers to the entry of other companies
to which this close integration leads.
(¢ COMMITMENT

By the long-term stage, both seller and buyer companies’ commitment to
the relationship will have been demonstrated by the extensive formal and

informal adaptations which have occurred.

STAGE 5: THE FINAL STAGE

This stage is reached in stable markets over long periods of time. It is
marked by an extension of the institutionalization process to a point where the
conduct of business is based on industry codes of practice. These may have

relatively little to do with commercial considerations, but correspond more to a
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“right way business,” e.g. the avoidance of price cutting and 1'estriction§.d.r.1
changes in the respective rofes of buyer and seller. It is oﬁén the case that
attempis to bfeak out of institutionalised patterns of trading in the final stage
will be‘:met by sanctions from other trading partners or the company’s'fe]!ow

buyers or sellers.

2.9 PRICING

Price is, for some retailers, the most important element of retail mix. For
others, such as conQenience stores, the .main customer benefit is not the low
prices but the convenience both in terms of location and hours of trading,

Price has traditionally, been determined by the cost of goods. and then
adding a bit to cover profit. The establishment of an appropriate retail price on
merchandise is necessary if the retailer is to cover his expenses and earn a
profit. The retail price must also be one that is attractive to customers and one at
~ which they will buy merchandise readily. The amount that merchants add to the
cost price of merchandise in atriving at the retail price is called mark-up.

1f a retailer knows the mark-up percentage that he wishes to achieve, he
can use this knowledge in buying merchandise for resale. He can use it, for
example, in determining whether he is being offered a reasonable price for an

item. In practice, merchants tend to vary considerably in the pricing of
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individual items. On the whole they attempt to achieve an average planned

mark-up on the total of their purchases.

2.9.1 FACTORS INFLUENCING PRICING DECISIONS

There are certain factors which influence the pricing decision. These
include: cost of goods, demand for goods and competition. The cost of goods
sold is the amount which the retailer has paid for the supplier of goods actually
sold. It is by far the largest expense incurred by a retailer who makes profit by
adding on the margin from which all expenses may be paid and the net profit
left must be large enough to service and replace and thus keep the retailer in
business.

Wingate and Samson (1975) are of the view that the largest single factor
in establishing a retail price is the cost of the merchandise to be sold. In addition
to the cost, there is also the expense of handling the merchandise in terms of
getting it ready for sale.

Pricing decisions should be very closely heed by the requirement of the
target market. If that need is for the best possible price deal then low prices
would be offered. If exclusively service and status are required, higher prices
should be in order.

Cox and Britain (1993) also stated that the analysis of competitors pricing

strategy will determine what pricing strategy a retailer may adopt in order to
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compete effectively, and that pricing decision must be consistent with overall
company objectives. However, if the price is perceived as a key element in the
consumer’s purchase decision, then price will be used to establish a
differentiating role. Some other factors that will influence the pricing decision
include intermediaries, financial institutions by altering rates of interest,
suppliers may put up their prices, trade unions may demand higher wages or the

government may change the legal frame.

2.9.2 SETTING PRICES

Cox and Britain (1993) also stated that the most basic method of setting
the retail price is to add a standard mark-up to the cost of buying. The problem
with this approach is that it takes no account of competitors price or demand for
the product, but they could be crucial in determining if a line sells or not. The
retailers have profound ways in setting prices. These include demand oriented
price. Here prices are set according to the anticipated demand for the product or
services which could be:
(a) By customer: Price discrimination is determined by the retailers
assessment of what an individual customer might be willing to pay. The
eventual selling price of an item will depend to some extent on the negotiation

skill of the customer.
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