
Beyond Account Management:

Establishing Value-Creating Partnerships For Business Growth

Background: Supplier “Pinch”

Most businesses whose products sell to other businesses are dealing with a growing problem: the “commoditization” of their product lines, leading to the inability to attract and retain large customers. This problem manifests in several ways:

• They are unable to demonstrate real product differentiation to their customers, who therefore buy on price and availability alone.

• Any competitive advantages they produce from product innovations becoming shorter in duration.

• Their gross profit margins are on a downhill slide.

• Their managers and workforce are primarily directed to focus on reducing costs, not on creating and innovating for business growth.

• Their leadership is so consumed by profit and margin issues that they fail to see or seize opportunities for  business growth.

Where Is Your Business Today?

Take a moment to complete the brief assessment at the end of this article (Appendix A). If you can answer “yes” to all of the questions, your business is not caught in the “supplier pinch.” If,  on the other hand, the answer to two or more of the questions is “no,” then your company is caught up in the pinch. But there is something you can do about it, and we can help you to do it successfully.

Commodity Purchasing

If you are caught in the supplier pinch, your business is not differentiating itself to its customers; it is behaving as a commodity supplier. Many businesses caught in the pinch are ignoring the real problems—including their selling behaviors—and blaming their difficulties on the market, customers, or competition. 

In a commodity purchasing model, the purchasing business exhibits particular behaviors toward its suppliers:

• It seeks no value from them other than the products it purchases;

• It appears to seek no business relation- ship with them other than the opportunity to purchase products on demand;

• When it develops a new or improved product, the first communication of it to its suppliers occurs when the new product is fully developed and specified—at the end of the product development cycle. Their needs for the parts or sub-systems they want to buy are then communicated as exact specifications.

A supplier firm’s only opportunity to sell to this business is to undercut all competition on price. There is no opportunity to demonstrate superior product characteristics, service, innovation, or other real value that could contribute to the customer’s success.

This scenario is becoming increasingly pervasive in the fast-paced world of our current business environment.

A Way Out Of The Supplier Pinch

Ingenium has developed an under- standing of the business growth issues and strategic sales growth possibilities of companies who are caught in this situation. From this understanding we created a process for business executives and cross-functional sales teams to develop and implement effective new strategic initiatives that can create and sustain a business growth thrust. 

Ingenium helps executive leaders and teams from companies of all sizes to discover, plan for, and implement strategies that lock their firms more solidly into tightly-knit value-adding and value-creating partnerships with their customers. In such relationships, the interdependen- cies between suppliers and their customers are so strong that commodity buying no longer takes place, and the sales, margins, and long-term viability of both firms can grow dramatically.

The Value Adding Partnership

Customers buy from those who provide the greatest value, in whatever terms they define and perceive that value. Supplier firms typically see only their products as sources of that value—a short-sighted view.

There are usually many potential avenues to add greater real value to the work, products and businesses of your customers; e.g:

• Sharing quality improvement ideas, implementation strategies, and training

• Providing process improvement advice and cost reduction ideas

• Sharing logistics systems technology

• Mutually forecasting demand and product delivery schedules

• Establishing feedback and followup processes with end users

• Joint programs to lower total costs and provide better delivery performance

All of these avenues are in the realm of value adding—providing increasing value to the existing stream of value provisioning to end users and to your immediate customer in that stream. 

A supplier who can develop a relationship with its customer that is based upon continual value adding is on its way to becoming a valued partner. A symbol of this dynamic is shown in Figure 1.
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Federal Express sold Dell Computers on its effectiveness as a value-adding partner when it provided Dell with its information technology and systems for continuous tracking of orders and deliveries. As a result of this contribution, Dell became sold on the idea of a new relationship with FedEx: that of a business partner, rather than just a supplier or vendor of shipping services.

The Value-Creating Partnership

Value creating is different from value adding. Value creating is work performed to meet needs, solve problems, or surmount barriers for which no solutions have as yet been created. The value-creating partner-ship between two firms represents a deeper level of involvement in each other’s business than a value-adding partnership.

If a supplier firm were to pursue a value-creating partnership with a customer, it would work to sell its involvement in the early stages of creation of the customer’s new products. Ideally, this involvement would begin in the customer’s business strategy phase of planning for future business growth, in which new products and innovations are conceived based upon market trends and opportunities. The difference between this behavior and commodity purchasing/selling behavior is depicted in Figure 2.

Interactive conceptualizing, planning, and design work in the two companies’ growth efforts could generate real synergy that would shorten sales cycle times, create real value and innovation, and generate a growth network in which both firms realize increased margins and revenue. 

Flextronics Corp. is a contract manufacturer of electronics products—a low-margin, commodity-driven industry with little opportunity for suppliers to generate real value contribution. Yet, Flextronics generated triple digit growth rates and grew to fifteen billion dollars sales
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in just 9 years when it discovered how to contribute to accelerated product develop- ment, process development, and market rollout through its partnering efforts, both with its customers and its own suppliers.

“This used to be a really crappy business,” says CEO Michael Marks. “We used to try to convince purchasing agents of how we were going to do things cheaper. Now we’re talking to CEOs. We’re helping to define global manufacturing strategy. That’s fun!”

Flextronics and its major suppliers work together from the onset of a customer’s consumer product idea to develop the most effective and innovative product with the highest possible quality and lowest cost to manufacture—faster than all competition. For Flextronics, it’s almost as if the tech downturn never happened. Their business continued to grow very rapidly at profit margins far beyond those of most contract manufacturers. 

For Flextronics’ own suppliers, the benefits of joining the partnership are many, the first of which is the locked-in expansion of their own revenues. They also benefit from greater efficiency in their own product development efforts, greater influence on the final product characteristics, and better upstream production planning and decision making.

Sun Microsystems has a long history of close supplier relationships and views supplier management as one of its core competencies. They developed a program for early supplier involvement. Its objective is to give Sun’s customers the best product value in the least time. By making best use of its vendors' expertise, sharing product development information, and aligning its own strategic interests with its suppliers,’ Sun aims to make its suppliers true product development partners.

The value-creating partnership be-tween Intel and Applied Materials, its computer chip manufacturing equipment supplier, is so pervasive that they have cross-company teams working on several future evolutions of chips and other products simultaneously, along with the equipment to make them, years in advance of production and marketing of the chips.

Selling Your Value-Adding, Value-Creating Participation

The first question for sales executives is how to sell the value-adding and value-creating partnership concept to their customers. This requires a new way to think about and present your value proposition. One key question is how to know the core competencies and other characteristics customers are seeking from their suppliers in such partnerships. Ingenium works with you to think through these questions and others that require comprehensive, high-quality strategies and actions. 

Is Your Business Ready For Such A Partnership?

If your business is not currently involved in collaborative strategy and development partnerships with your customers, some preparation will likely be needed. 

The areas that most often require re-thinking and/or redesign include the following:

• overall business direction

• partnering strategy

• sales process

• sales managing systems

• cross-functional team effectiveness

• communications

• action planning and action taking


For example, there may be difficulty working across functions and sharing closely-held information within your company, let alone doing so with outsiders. A little team building can go a long way to building the kind of internal thrust needed to make your customer partnering efforts succeed.
Appendix B shows how your organization’s thinking and focus must shift to move to this new paradigm—your “Scope Of Business Intent.” Study this diagram carefully to further understand what is required of your people to make this shift effectively.

Summary

The fate of supplier firms is to become “commoditized” unless they evolve the ways in which they do business to become more involved in, and co-determinant over, the generation and increasing of value for their customers and end users. If your business is captured in this downhill slide, your organization can learn to engage in value-adding, value-creating partnerships with your customers.

Ingenium can conduct an in-house assessment of your organization’s readiness to engage in our process for becoming value-creating partners with your custom-ers. Then we will brief your top executive team on what was discovered and how you can proceed to implement the process and get your firm back on a rapid growth, high-margin path.

Act upon this strategic imperative now to begin to reap the business growth benefits, and minimize the commoditization risks, of the constant evolution and maturation of your industry.

Michael Johnson, Craig DeForest

Ingenium Sales Management Consultants

Rev. CGD, MHJ 4/18/02

Ingenium helps executive leaders and managers of sales organizations and whole businesses transform the way they lead and manage their organizations to produce dramatic increases in customer loyalty and greater business effectiveness for their firms. 

For additional information, contact Mike

Johnson at 785/841-0738 or Craig DeForest at 505/820-0565.

Appendix A.

Self-Assessment: Freedom To Grow Your Business

If you can answer all of the questions with a YES, you are not caught in a commoditizing trend, and are free to grow your business, limited only by the skills, creativity and collective will of your organization.

If two or more of your responses are NO, there are difficulties in sustaining business growth and needed profit margins, and you should consider developing value-creating partnerships with critical customers.


YES
NO

1. Our major customers are loyal to our business, as we are loyal to theirs.



2. We are competitive in our markets because of the value-adding advantages of our products and services over competition.



3. We are able to avoid competing on price alone because of those advantages.



4. Our business continues to grow at or above the rate of growth of our industry, and this rate of growth is satisfactory to us.



5. Our outstanding people create results beyond their apparent capabilities because of the synergies they generate in working collaboratively.



6. Our organization, from top to bottom, maintains a balanced focus on improving today’s results and creating new value for customers and end users in the future.



7. Our rates of innovation and value creation are high, and this keeps our products in real demand.



8. Our customer retention, revenues, and margins are increasing each year.



9. We are engaged with our customers in a strategic relationship, and we assist them in creating differentiation.



10. Our customers communicate to our competitors and to us that we are contributing real value to their business.
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