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ABSTRACT. The state-of-practice with respect to customer value
assessment in business markets was studied. Familiarity with and
usage of nine methods were investigated for a sample of 80 infor-
mants from the largest U.S. industrial firms and 20 informants from
the largest U.S. market research firms that conduct studies in busi-
ness markets. Focus group value assessments and importance ratings
are the most widely-used methods, while conjoint analysis, though
used less frequently, has the hi%hest percentage of judged successful
applications. Implications of the results for marketing practice are
discussed and some worthwhile areas where academic research
might advance the present state-of-practice are suggested.

In business markets, the value of a product offering in a given applica-
tion can be thought of as the cornerstone of marketing strategy. Viewed in
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this way, value is the underlying consideration that drives decisions about
product development and modification, pricing, distribution alternatives
and marketing communications. Given the fundamental nature of value in
business markets, it is critical for managers to gain estimates of the value
of their products in particular customer applications, and to learn how it
can be enhanced (Wind 1990).

A number of methods for customer value assessment exist, but apart
from knowledge about the commercial applications of conjoint analysis in
business markets (Cattin and Wittink 1982; Wittink and Cattin 1989),
little is known about the usage of these methods in practice. Specifically,
greater knowledge and understanding of what the present awareness and
usage of these methods by practitioners is, which of the methods practi-
tioners consider appropriate for particular applications, and what the cir-
cumstances are under which practitioners would recommend, or not rec-
ommend, that each method be employed would be of considerable interest
to both marketing academics and practitioners. A state-of-practice study
would provide guidance on which methods are preferred for various busi-
ness problems where knowledge of value is considered critical, and it also
would provide direction on needed advancements in present methods.

In this paper, we examine the state-of-practice of customer value as-
sessment in business markets, drawing upon a field research study of the
present practices of the largest U.S. industrial firms. Our objective is to
identify the set of methods used in assessing customer value and to deter-
mine the extent of their usage by industrial firms. Our interest is in gaining
an understanding of present practice, not in developing theoretical aspects
of value assessment or in deriving normative implications. Thus, the con-
tribution of our study is that we examine a broad set of value assessment
methods, focusing solely upon their usage in business markets, as con-
trasted with Wittink and Cattin (1989; Cattin and Wittink 1982), who
focused solely on conjoint analysis, but more broadly considered its com-
mercial applications in both consumer and business markets. In addition,
we delineate the various business decisions that firms address with value
assessment methods, and investigate the extent to which these firms judge
the particular methods used to be successful. Finally, because our intent is
to capture the *‘best’’ state-of-practice, rather than to be representative of
all present practice, the research employs a purposive rather than a ran-
dom sample.

An overview of the paper is as follows. First, we discuss the concept of
value in business markets. Then, based upon exploratory field research,
we briefly discuss the business decision areas for which knowledge of
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value is considered critical, followed by the methods that have been used
to assess customer value. We next present our field study and its results,
and discuss the implications of these results for marketing practice. We
then suggest some worthwhile areas where academic research in market-
ing might advance the state-of-practice.

THE CONCEPT OF VALUE
IN BUSINESS MARKETS

A number of aspects need to be considered in defining the concept of
value in business markets. Christopher (1982) considers value in terms of
the price a customer is willing to pay for a product offering, and points out
that willingness to pay needs to be understood in terms of the set of per-
ceived benefits that the product offering provides to a customer firm. He
relates this aspect of value to the notion of a customer surplus, which he
expresses as the amount by which the monetary equivalent of the set of
perceived benefits exceeds the price paid for it. Reuter (1986) introduces
the notion of ‘‘usage value’” which represents the value associated with
the performance of the product in a given customer application. As Reuter
(1986, p. 79) writes, ‘‘Especially in industrial products, the value analyst
is primarily concerned with use value — the performance and reliability of
the product — rather than its existing value (based on prestige or aesthetics,
cost value, or exchange value).’” Usage value appears to be closely related
to the concept of a product offering’s value-in-use (Wind 1990). Forbis
and Mehta (1981) emphasize the aspect of competition in considering
value. They introduce the concept of ‘‘economic value to the customer
(EVC),”’ which refers to the maximum amount a customer firm would be
willing to pay, given comprehensive knowledge of a focal product offer-
ing and the other, available competitive product offerings. This suggests
that customer firms consider the value of a product offering relative to
alternative offerings.

In sum, the concept of value in business markets: is perceptual in nature
and should be expressed in monetary terms; needs to be viewed with re-
spect to the set of benefits that the customer receives from usage of the
product offering; and is inherently framed against a competitive backdrop.
Thus, we define value in business markets as the perceived worth in mon-
etary units of the set of economic, technical, service and social benefits
received by a customer firm in exchange for the price paid for a product
offering, taking into consideration the available alternative suppliers’ of-
ferings and prices.!

How does this definition of value in business markets relate to past
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work on value in consumer marketing? It appears to be consistent with the
latter two alternate definitions of consumer perceived value reported by
Zeithaml (1988, p. 13): ““(3) value is the quality I get for the price I pay,
and (4) value is what I get for what I give.”’ In contrast, Monroe and
Krishnan (1985) conceptualize a consumer’s perceived value as the differ-
ence between the utility inferred from the perception of quality and utility
(sacrifice) associated with the price to be paid, where perceived quality is
“‘the perceived ability of a product to provide satisfaction ‘relative’ to the
available alternatives’’ (p. 212). So, in their view, value captures the
notion of the difference, or tradeoff (Dodds and Monroe 1985), between
perceived worth and price paid. In the context of our definition, we might
refer to this difference as *‘value surplus’’ or ‘‘incentive to purchase.’’2

Business Decision Areas Where Knowledge
of Value Is Critical

We conducted in-depth field interviews with managers responsible for
marketing research in nine large industrial firms, and with managers at
three market research firms that conduct studies in business markets to
gain an understanding of the business decisions that require an assessment
of the value of a product offering to a customer firm and the methods that
are used in these assessments. Each interview, lasting about an hour,
started with the same set of questions, and depending on the interviewee’s

‘responses, we probed with follow-up questions. From these interviews,
we identified a number of business decisions areas where knowledge of
value is critical for supplier firms. We group these business decisions into
three primary areas for expositional purposes, although some overlap ex-
ists among them.

The first area is product development which encompasses new product
design and modification of existing product offerings. Decisions on modi-
fications may involve either adding or deleting elements of a firm’s offer-
ing. A second area can be termed value audits, where a supplier firm
attempts to gain an estimate of the value of its present offering, or an
estimate of the value of present augmenting services that ‘‘wrap’” the core
product. A final area is competitive strategy, where knowledge is sought
on the value relationship of a firm’s product offering to those of its com-
petitors, with the results used to allocate resources to the various market-
ing mix variables.
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Methods of Customer Value Assessment

Based on a review of the marketing literature and our exploratory field
research, we identified nine methods that have been used to assess cus-
tomer value, developed operational definitions for them for use in the
research questionnaire, and elicited questions in the area of value assess-
ment that were of particular interest to practitioners.

We elicited three methods surfaced during our field research that draw
upon industrial engineering to provide estimates of customer value. The
first method is internal engineering assessment, which requires little or no
direct customer firm input. The operational definition of this method is:

Internal engineering assessment. An estimate of the value for a
product offering is obtained by laboratory tests conducted by scien-
tists/engineers within the supplier’s own firm.

Application of this method depends upon detailed knowledge of the usage
of the supplier firm’s product in the customer firm’s product as well as the
customer’s production process. Assumptions are typically made about the
way in which results from lab tests will generalize to the customer’s actual
usage of the product. »

Field value-in-use assessments, by contrast, require considerable cus-
tomer firm cooperation and active input to arrive at an estimate of cus-
tomer value. The operational definition of this method is:

Field value-in-use assessment. Interviews are conducted at customer
firm(s) to determine a comprehensive listing of cost elements associ-
ated with the usage of a product offering compared with the incum-
bent product offering (e.g., life cycle cost). Making explicit as-
sumptions, values are assigned to these cost elements to estimate the
overall value-in-use of the product offering in that application. This
value-in-use is typically expressed in cents per pound or dollars per
unit.

In conducting a value-in-use analysis, all relevant costs associated with
the product offering and its usage (e.g., life-cycle cost, Forbis and Mehta
1981) need to be considered, as well as any differential value due to the
product offering that accrues downstream in the production-consumption
value chain (Porter 1985). Customer firm reactions are typically sought to
refine assumptions made about, or the initial values assigned to, particular
cost elements.
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The usage of indirect survey questions is the final industrial engineering
based method, and it is intermediate to the previous two methods in the
extent of customer firm cooperation or active input that is required to
provide an estimate of value. The operational definition of this method is:

Indirect survey quesuons. In a ficld research study, respondents are
asked what the effects of one or more changes in the present product
offering would be on certain aspects of their firm’s operations. From
these answers, typically combined in some way with other known
information, estimates of the value or worth of each product offering

change can be obtained.

Hence, this method can be used to fill in critical gaps in the supplier firm’s
knowledge of the customer firms’ usage of its product offering, or to test
whether assumptions made about this usage are reasonable.

Two methods provide overall estimates of customer value. The first,
focus group value assessment, employs focus groups as a qualitative, phe-
nomenological approach to gain a better understanding of the perceptions
and reactions of participants to actual or potential product offerings
(Calder 1977). In doing so, the researcher attemplts to generate estimates
of value. The operational definition of this method is:

Focus group value assessment. Within a focus group setting, partici-
pants are exposed to potential product offerings or product concepts,
and are then asked what the value or worth of them would be to their
firms. As an example, this kind of value assessment might be made
by asking them questions such as ‘‘What would your boss be willing
to pay for this?”’

The participants are typically knowledgeable individuals within customer
firms that are targets for the product offering, although the perceptions
and reactions of industry consultants or pundits may also be studied.

The second method that generates an overall estimate of value is direct
survey questions. This method, suggested by the managers we inter-
viewed, was operationally defined as:

Direct survey questions. In a field research survey, respondents are
given a description of a potential product offering or product con-
cept, and are then asked what the value or worth of it would be to
their firms. As an example, this kind of value assessment might be
made by asking them questions such as *“What would your firm be
willing to pay for this?”’
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To obtain a dependable estimate of value, the respondents must be both
willing and have the requisite knowledge to answer a direct question on
the perceived worth of the product offering. To the extent that either of
these conditions is not met, the validity of the obtained estimate will be
problematic. A series of follow-up questions would be needed in either the
focus group or direct survey question value assessment methods to gain an
understanding of how the component parts of an offering contribute to its
overall estimated value. |

Two methods of customer value assessment can be grouped together as
being decompositional in nature; that is, they enable a researcher to break
down a respondent’s overall perception of the value of a product offering
into the elemental values contributed by its component parts. The first,
conjoint analysis, has received the most research by marketing academics
of any value assessment method (cf. Green and Srinivasan 1990; 1978).
Its operational definition is:?

Conjoint or Tradeoff analysis. In a field research survey, respon-
dents are asked to evaluate a set of potential product offerings in
terms of their firm’s purchase preference for each of the offerings.
Each offering consists of an array of attributes or features, and the
levels of these attributes are systematically varied within the set of
offerings. Respondents provide a purchase preference rating (or
ranking) for the offerings. Statistical analysis is then used to “‘de-
compose’’ these ratings into the value (*‘part-worth’’) that the re-
spondent places on each level of each attribute. The range of these
values for the levels of each attribute determines the relative value of
attributes themselves.

Wittink and Cattin (1989) have found that for the periods 1971-80 and
1981-85, industrial goods represented only 20% and 18% of the reported
applications, respectively; in comparison, consumer goods respectively
accounted for 61% and 59% of the reported applications for the same
periods.4 A potential explanation for this differential usage, drawing on
our field interviews, is the greater perceived cost and complexity of con-
joint analysis relative to other methods.’

Benchmarks, used by one of the firms we interviewed, represent a sec-
ond decompositional method of customer value assessment. An opera-
tional definition of this method is: |

Benchmarks. In a field research survey, respondents are given a de-
scription of a product offering, typically representing the present
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industry standard, that serves as a ‘‘benchmark’’ offering. They are
then asked how much more their firm would be willing to pay for
selected additions in product attributes or features to this **bench-
mark’’ offering. Likewise, they might be asked how much less their
firm would expect to pay for sclected reductions in attributes or
features from the ‘‘benchmark’’ offering.

Thus, this method trades off some of the methodological rigor and breadth
of value estimates provided by conjoint analysis in favor of lower cost and
ease-of-use.

An opposite tack is taken with the compositional approach, also re-
ferred to as the self-explicated approach (Green and Srinivasan 1990).
With this approach, an overall value estimate for an offering is built up
from separate value estimates given by respondents for each of its ele-
ments. The operational definition of this method is:

Compositional approach. In a field research survey, respondents are
asked to directly give the value of selected levels of a set of attrib-
utes or features to their firm. For example, respondents might be
asked to give the value in cents per pound or dollars per unit for cach
of three alternate levels of a given attribute, where all other attrib-
utes of the product offering were the same (held constant). The val-
ues given for the attribute levels can then be added to give estimates
of the overall value of various product offerings to the respondent’s
firm.

Although the compositional approach has the strength of being relatively
easy to use, particularly when the number of attributes studied is large, it
does have some potential shortcomings, such as respondent unwillingness
to reveal the true values for attribute levels (cf. Green and Srinivasan
1990).

Lastly, a method for assessing customer value that was given by a num-
ber of practitioners is importance ratings (Churchill 1987). An under-
standing of the value of a product offering, and where it can be strength-
ened, typically is gained by using the results from the importance ratings
for a set of offering attributes in conjunction with the results for a corres-
ponding set of performance ratings of the supplier on the offering attrib-
utes (e.g., Wilson, Corey and Ghingold 1990; Martilla and James 1977).
The operational definition of this method is:
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Importance ratings. In a field research survey, respondents are
given a set of attributes or features of a product offering and are then
asked to rate (or rank) them on importance to their firm. For the
attributes or features that were rated, respondents are also asked to
rate (or rank) the supplier firms with respect to their performance on
them, thereby providing a competitor analysis of the value provided
by each supplier’s product offering.

A shortcoming of importance ratings as a method of customer value as-
sessment is that they do not provide an estimate of the perceived worth in
monetary units of the product offering or its elements. Related to this,
importance ratings also do not provide an indication of a customer firm’s
relative value for a change in the level of performance on one attribute
versus another (Montgomery 1986).

METHOD

Sampling Frame

The objective of the study was to gain an understanding of the state-of-
practice with respect to the usage of customer value assessment methods.
Further, in constructing our sampling frame, we purposively attempted to
capture the “‘best’” or most progressive state-of-practice. Our exploratory
research indicated that only the largest industrial firms tend to have man-
agers with market research responsibility, and that firms that do have in-
house market research staffs are having a greater proportion of their mar-
ket research studies being conducted by outside market research firms.
These findings are consistent with the recent findings of Kinnear and Root
(1989). Therefore, we limited our sampling frame to the 125 largest U.S.
industrial firms (Fortune 1988) and supplemented it with the top 40 U.S.
market research firms (Advertising Age 1988).

Seventy-seven of the Fortune 125 corporations serve business markets,
while the remainder serve consumer product markets. We made this deter-
mination by referring to the Business Week 1000 Industry Classification
(Business Week 1988).6 To augment this list, we also consulted the Insti-
tute for the Study of Business Markets (ISBM) Contact Directory to in-
clude some firms in our study that are not included in the Fortune 125 list
but are of comparable size and serve business markets. From this source,
we added 3 member firms to our sampling frame: Dun & Bradstreet, GTE
and United Telecom. Of the top 40 U.S. market research firms, only 24
conducted industrial marketing research studies. Thus, using a purposive
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or judgment sampling approach (Churchill 1987), our final sampling
frame consisted of 80 of the largest industrial firms and 24 of the largest
market research firms. '

Fifty-eight of the 80 industrial firms and 16 of the 24 market research
firms were able and willing to participate in the survey. The remaining 22
industrial firms either did not do any customer value assessment research
(8 firms), were unable to participate because they were too busy (7 firms),
were not interested in participating (5 firms), or could not get approval for
senior management to participate in the survey (2 firms). The remaining
eight market research firms either declined to participate (4 firms), partici-
pated in the pretest for market research firms (3 firms), or had headquar-
ters located in England (1 firm: Research International Ltd.). Because of
the large size of the firms studied and the diversity of experience that can
occur within each firm, industrial firms were allowed to name up to three
informants that were from different businesses and market research firms
were allowed to name up to two informants that were from different of-
fices.

We obtained the names of 122 participants from the industrial firms and
22 participants from the market research firms. Participants from the in-
dustrial firms had titles such as Manager of Marketing Research, Manager
of Business Planning, and Manager of Marketing Planning and Develop-
ment, while participants from the market research firms had titles such as
Vice President, Senior Vice President, and Executive Vice President. We
used this lis{ of 144 potential participants as the target informants on the
present state-of-practice for customer value assessment methods. Within
the time frame of the study, interviews with 100 informants were able to
be completed: 80 from industrial firms and 20 from market research firms.
The busy schedules and frequent travel inherent to these informants’ posi-
tions prohibited completing interviews with the remaining 44 informants
(i.e., none of the informants refused to participate). A brief description of
the informant sample appears in the Appendix.

Procedure

Survey Questionnaire Design. Based on our exploratory field research,
we began the questionnaire with a brief overview of the study and as part
of this provided some examples of research that we rcferred to as “‘cus-
tomer value studies’’ (e.g., determining the value of potential changes in
present product offerings). For each of the value assessment methods
studied, its operational definition was first provided and then the same
sequence of questions was asked. Briefly, the informants from industrial
firms were asked:
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““Are you familiar with this method?”’

‘““Have you used this method in the past two years?”’

*“If you have used this method in the past, but no longer use it, what
are the reasons for this?”’

Informants who had used the method within the past two years were asked
the remaining questions in the set:

*“What business decision, or decisions, were addressed in the most
recent application of this method?”’

““In your judgment, how successful was this tool in answering the
questions that you sought to answer with it?’* [Not successful, Partly
successful, Successful]

“‘Based upon your experience with it, under what circumstances
would you recommend/not recommend usage of this method to as-
sess customer value?”’

The version of the questionnaire for market research firm informants
was different in two respects. First, the internal engineering assessment
method was not included as this method is applicable only to the industrial
firms. Second, given that market research firms likely perform a greater
number of value-assessment studies relative to industrial firms, we de-
cided to shorten the time frame for the usage question and asked: *‘Have
you used this method in the past twelve months?’

After the set of value assessment methods was covered, informants
were asked about additional methods (up to two methods) that they had
found most useful in assessing customer value. For each, they provided a
brief description and answered the latter set of above questions. Finally,
informants were asked: '

““What, if any, problems in assessing customer value do you have
that are not adequately addressed with the present methods?”’

Each version of the questionnaire was pretested, and needed changes were
made.

Data Collection Procedure. The data were collected from informants
using a combination mail and telephone interview approach. The inter-
views were conducted by a market research firm, under the direction of
the researchers. After our initial contact call to set up a time for the tele-
phone interview, a copy of the questionnaire was mailed to each partici-
pant. Each participant then interviewed over the phone. This mail and
telephone combined approach obviated having participants fill-out and re-
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turn the questionnaire by mail, and enabled us to collect the data within
the time frame set for the study.

Content analysis. To obtain a set of the kinds of business decisions that
are addressed with value assessment methods, we content-coded the re-
sponses given by informants across the methods. A set of nine business
decisions was defined from these responses, and then three judges as-
signed each business decision mentioned to one of the nine categories. As
these categories were to be used in further analysis, we calculated the
reliability index (I,) recently developed by Perreault and Leigh (1989) to
assess interjudge agreement. The I, values (and 95% confidence intervals)
for the three pairs of judges were .91 (= .03), .88 (+ .03) and .86 (*
.04), indicating significant and substantial reliability in the assignment
judgments. The disagreements among judges in their initial assignments
were resolved by discussion and then majority rule.

RESULTS AND DISCUSSION
Familiarity and Usage

The results for the informants’ familiarity with and usage of the value
assessment methods appear in Table 1. Although the pattern of results for
informants from industrial firms and market research firms are similar,
there are some significant differences. A greater percentage of industrial
firm informants are familiar with field value-in-use assessments and report
using it in the recent past. An explanation for this is that value-in-use
assessments would either be performed by industrial firms themselves, or,
when outside assistance is sought, they would typically go to engineering
consulting firms rather than to market research firms.

A smaller percentage of industrial firm informants are familiar with
conjoint analysis. Perhaps because of its greater complexity, a consider-
ably smaller percentage of these informants have used conjoint analysis in
the recent past, compared with market research firm informants. A gen-
eral finding is that firms in business markets rely upon methods that have
less complexity (or cost) associated with them. As support for this, note
that focus group value assessments and importance ratings are the only
methods that have 90% or greater familiarity and 60% or greater usage.
Finally, informants report having the least familiarity with and usage of
the compositional approach.?
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Familiaricy Wich and Usage of Value Assessment Mecthods (X)

Hethod

Internal engineering
assessment

Field value-in-use
assessment

Focus group value
assessment

Direct survey questions

Importance ratings

Benchmarks

Conjoint analysis

Compositional approach

Indirect survey questions

TABLE 1

Industrial Firms

Fapiliar Wich* Usage®

61.

63.

92.
91.
91.
83.
75.

45.

k)

3

42.5

36.3

60.0

48.8

62.5

27.5

28.8

10.0

26.2

(n = 80)

15

Market Research Firus

Eamiliar With Usagse®

25.

90.

8s5.

90.

80.

90.

40.

60,

5.0

60.0

55.0

65.0

5.0

60.0

5.0

20.0

*After an operational definition was given for each mechod, informants from both
{ndustrial firms and market research firms were asked: "Are you familiar with
this method?". The percentage of informants answering “yes" is presenced.

*Informants from industrial firms were asked, "Have you used this method in the

past two years?".

¢Informants from market research firms were asked, "Have you used chis method in

the past twelve months?®.

dNot asked for market research firm informants.
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Business Decisions Addressed

The business decisions that are addressed with value assessment meth-
ods appear in Table 2. Of the nine business decisions, new product design
or development and existing product modification or redesign represent
slightly more than one-third of the business decisions mentioned. Obtain-
ing an estimate of the value of the present offering and pricing decisions
represent slightly less than another one-third of the business decisions.

TABLE 2

Business Decisions Addressed With Value Assessment Methods

Frequency of

Mention Number of

u ecisio -2 &) Mechods Used
New product design or

development 67 20.2 8
Product modification or

redesign 45 13.6 8
Value of present offering 50 15.1 9
Value of present or potential

augmenting services 12 3.6 8
Design of markecing

communications and

sales tools 26 7.9 7
Determine pricing 52 15.7 9
Product positioning and

competitive analysis 52 15.7 9
Demand analysis and

forecasting 13 3.9 -
New investment or

business entry 14 4.2 6

331 99.9%
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It is interesting that only 15.1% of the mentioned applications were for
assessment of the value of the present offering. Much discussion is taking
place within industrial firms on becoming ‘‘customer-oriented’’ or ‘‘mar-
ket-driven”’ (Gross and Kijewski 1988). It would seem that periodic as-
sessments of the value provided by a firm’s product offering in a given
customer application would be an essential part of the firm truly becom-
ing, and staying, ‘‘market-driven.”” Similarly, although there has been a
recent emphasis on value-added services as a source of competitive advan-
tage in business markets, assessment of the value of present or potential
augmenting services receives just 3.6% of the mentions. It may be that for
each of these situations, managers rely on other, more informal ways of
obtaining value estimates from customers (and salespeople).

We observe from Table 2 that nearly all of the value assessment meth-
ods studied have been used to address each business decision. Although
each method may have been mentioned at least once as being used to
address a given business decision, some methods may be more widely
used than others for given decision applications. To explore this possibil-
ity, a further analysis was conducted to determine the smallest subset of
methods that would collectively account for 80% of the mentioned appli-
cations for each business decision. The results for this analysis appear in
Table 3.

An interesting pattern of results emerges from Table 3. With the excep-
tions of obtaining the value of present or potential augmenting services
and to determine pricing, a subset of five or fewer methods captures at
least 80% of the reported value assessment applications for each business
decision. Focus group value assessment is the only method that appears in
each subset, with other methods being in the most-widely-used subset for
only one or a few kinds of business decisions. As an instance of this,
indirect survey questions appear in the subset for only one business deci-
sion — product modification or redesign, yet it is the most frequently men-
tioned method for addressing this decision. Similarly, while benchmarks
appears in the most-widely-used subset for just three business decisions, it
is the most frequently mentioned method for determining pricing, along
with focus group value assessments.

Although importance ratings appear in the subset for only four business
decisions, this method is the most widely used for three of them: obtaining
the value of the present offering, designing marketing communications
and sales tools, and product positioning. For this last decision, it ac-
counted for 40.4% of the reported method applications, representing the
largest “‘share’’ of reported method usage across any business decision.
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TABLE 3
Value Assessment Methods Most Widely Used

For Each Business Decision Application®

Business Decision Application®

Value of Value of Design of
New Product Product Present Augmenting Marketing

Method Design  Redesign  Offering  Services (Communicacjons
Internal engineering

assessment 20.9%¢ 15.6%
Field value-in-use

assessment 9.0 15.6 8.0Y 33 11.52
Focus group value

assessment 26,99 17.8 16.0 16.7 26.9
Direct survey

questions 19.4 14.0 11.5
Importance ratings 11.1 28.0 36.6
Benchmarks 7.5 16.0
Conjoinct analysis
Compositional

approach
Indirect survey

questions 20.0

83.7% 80.12 82.0% 50.0x¢ 864.52
(m - 67) (m = 45) (m = 50) (m = 12) (m = 26)
Business Decisfon Application
Determine Product Demand New

Hethod Pricing  Pesicioning [Forecascing Investment
Internal engineering

assessment 7.72 14.3%
Field value-in-use

assessment 7.7 7.7% 28.6
Focus group value

assessment 21.2 17.3 23.12 21.6
Direct survey questions 13.5 9.6 ag.5 14.3

Importance ratings 40.4

Benchmarks 21.2
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Business Decision Application

Determine Product Demand New
Hethod Pricing  Positioning Forecasting Investment
Conjoint analysis 15.4 7.7 23.1 14.3
Compositional approach
Indirect survey questions
86.72 82.72 84.72 92.9%
(m = S52) (m = 52) (m = 13) (m = 14)

*for clarity, percentages are only given for the smallest subset of methods that
collectively account for 80X of the mencioned applications (m) for each business decision.

®To conserve space, shortened headings for the business decisions given in Table 2 are
employed.

‘To be read as: "Internal engineering assessment was used for 20.9% of the 67 mentioned
applicacions of value assessment methods for the new product design business decision”.

dUnderscored percentage indicates the most widely mentioned method used to address the
given business decision.

*As each of the methods whose percentage is noc listed for this application was mentioned
only a single time (8.3X), only 50% of the mentioned applicacions are accounted for racher
than 80X.

Further, consistent with the earlier results on familiarity and usage, the
compositional approach did not appear in the most-widely-used subset for
any business decision, the only method to not do so. We also note that the
absence of conjoint analysis from the subset for new product design and
product redesign reflects its lower usage relative to methods such as focus
group value assessments and internal engineering assessments.

Judged Success

The judged success of the value assessment methods across business
decisions addressed is presented in Table 4, and the judged success of
value assessment methods in addressing each business decision appear in
Table 5. It appears from these tables that even allowing for the subjective
nature of judging success and the potential bias of the informants, applica-
tions of these -methods are almost never ‘‘not successful.”” Out of 331
judgments, only three applications (.9%) were considered to be not suc-
cessful. Further, by a considerable margin, applications of these methods
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TABLE 4

Judged Success of Value Assessment Method (%)

Parcly
Hethed Successful® uccessfu
Internal engineering
assessment (u = 34)P 46,1 55.9
Field value-in-use
assessment (u = 32) 28.1 71.9
Focus group value
assessment (u = 60) 30.0 70.0
Direct survey questions 33.3 66.7
(u = 48)
Importance ratings 24.2 75.8
(u = 62)
Benchmarks (u = 28) 32.1 67.9
Conjoint analysis 14.7 85.1
(u = 34)
Compositional approach 25.0 75.0
(u = 8)
Indirect survey questions 32.0 68.0
(u = 25)

*Includes sparse informant reports of "not successful” (3 reports, .9%)

bThe number of reported usages, u, is given in parens for each method.

are judged to be successful, rather than partly successful. Nonetheless, a
substantial number of applications are judged to be only “‘partly success-
ful,”” which also may represent a socially acceptable response for applica-
tions that have not worked out as planned (i.e., ‘‘not successful’’).
Considering specific results, conjoint analysis has the highest percent-
age of judged successful applications (85.3%). So, when informants use
conjoint analysis, it successfully provides the answers to the value-related
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TABLE 5

Judged Success of Value Assassmenc Methods
in Addressing Each Business Decisions (%)

Decisfon Parcly Successful* Successful

New product design
or development (m = 67)% 33.3 - 66.7

Product modification
or redesign (m = 45) 38.0 62.0

Value of present
offering (m =~ 50) 32.0 68.0

Value of present or potential
augmenting services (m = 12) 25.0 5.0

Design of marketing communicacions
and sales tools (m = 26) 26.9 73.1

Determine pricing (m = 52) 25.0 75.0

Product positioning and
competitive analysis (m = 52) 19.2 80.8

Demand analysis and
forecasting (m = 13) 38.5 61.5

New investment or business .
entry (m = 14) 28.6 71.4

*Includes sparse informant reports of "not successful” (3 reports, ,9%)

®The number of mentioned applicactions of value assessment methods, m, is given in parens
for each business decision,

questions that they sought to address. Informant responses to the question
on circumstances under which they would not recommend usage of con-
joint analysis provide some insight on why it is not used more often in
business markets. First, they do not recommend its usage for complicated
or abstract product concepts, which tend to occur more frequently in busi-
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ness markets than consumer markets. Second, they do not recommend its
usage ‘‘when the cost of the research is particularly an issue,”” which is
consistent with our field depth interviews.8

Obversely, internal engineering assessment has the lowest percentage
(55.9%) of judged success, perhaps because of the difficulties of inter-
nally having sufficient knowledge of the customer firm’s actual usage of
the product offering. Nonetheless, this method is used by 42.5% of the
industrial firms in our sample. Further, the relatively greater usage of
internal engineering assessment for new product development and product
modification may explain the relatively lower percentages of judged suc-
cess observed for these business decisions.

The most-widely-used methods, importance ratings, focus group value
assessments and direct survey questions, are judged to be successful in
75.8%, 70.0% and 66.7% of their applications, respectively. However,
the circumstances under which informants recommend and do not recom-
mend usage of these methods suggest that these methods should not be
used as ‘‘stand-alone’” methods. To elaborate on this, focus group value
assessments are perceived to be most useful as a preliminary value assess-
ment method, particularly at the concept stage of product development,
rather than as a method that can be used to conclusively determine value.
Importance ratings can be used to identify key attributes of a product
offering, but additional ratings of the relative performance of suppliers on
the attributes of the product offering would be needed to obtain a ranking
of the value provided by the alternate suppliers’ offerings. Finally, in-
formants recommend usage of direct survey questions when quick, quanti-
tative information is needed and for familiar, simple, non-technical prod-
ucts, but recommend that in other settings it be used in conjunction with
other methods.

With respect to business decisions, we see from Table 5 that product
positioning and competitive analysis received the highest percentage of
reported success for value assessment methods (80.8%). On the other
hand, demand analysis and forecasting, and product modification or rede-
sign received the lowest percentages of reported successes (61.5% and
62.0%, respectively).

Additional Methods Used to Assess Value

Three additional methods were mentioned by more than one informant:
field-depth interviews, field tests, and opportunity analysis. Five infor-
mants have found field-depth interviews, conducted at either the customer
firm, trade shows or industry meetings, to be useful. These informants
recommend usage of field-depth interviews when the supplier firm has
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less information and expertise, for very technical products, and when the
respondents are knowledgeable.

Five informants assess value with field tests of sample or prototype
product offerings at selected customer firms. They recommend usage of
field testing for customers with whom the firm has a good working rela-
tionship, for making go/no go decisions, and for assessing whether a
higher performance product that improves upon the industry standard also
meets customer requirements. Three informants use opportunity analysis,
sometimes referred to as gap analysis, to identify specific ways to enhance
the value of the firm’s product offering, relative to either competitive
offerings or presently unmet customer requirements, and recommend its
usage for assessing the value of services or complicated industrial prod-
ucts.?

Problems Not Adequately Addressed
by Present Methods

We limit our consideration of the problems not adequately addressed by
present methods to those mentioned by more than one informant. Most-
widely-mentioned was a concern about the validity of results obtained
from present methods in that respondents may be unwilling or unable to
reveal the *‘true’’ values. Next-most-mentioned problems were having the
“‘right’” individuals in the customer firms (i.e., ultimate decision-makers,
end-users) as respondents, and that present methods are too costly. A final
problem was that present methods work better with physical products than
with services or ‘‘soft’’ attributes.

Implications for Research and Practice

Drawing upon the findings of our study, some areas for advancing the
state-of-practice can be suggested. Our results indicate that practitioners
presently rely upon simpler methods of customer value assessment, such
as focus group assessments or importance ratings. A challenge for market-
ing academics is to identify the circumstances under which the risks of
making incorrect inferences based on usage of a simpler method are ac-
ceptable. One useful research tack would be to conduct comparative stud-
ies where estimates of value are obtained using several methods of varying
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complexity and cost. This would enable triangulation of the methods un-
der varying circumstances, to determine when the estimates from the sim-
pler methods converge to those from more complex methods. Further,
informants recommend that some of the simpler methods not be used as
stand-alone methods. Thus, another potential result of this proposed re-
search might be prescriptive guidance on the usage of particular methods
in concert such that their potential liabilities would be off-setting.

The problem with customer value assessment methods most-widely-
mentioned by informants in our study was concerns about the validity of
results obtained. That is, do value estimates obtained via these methods
actually predict customer firms’ marketplace behavior? Concerns about
the external or predictive validity of conjoint analysis have been expressed
elsewhere (Green and Srinivasan 1990; Wittink and Cattin 1989), but our
finding suggests that validity assessments need to be broadened to include
the other value assessment methods as well. 10 Again, comparative validity
studies are suggested, with marketing academics seeking the cooperative
participation of industrial firms. After a suitable period of time, or suffi-
ciently disguised, the relevant validity data (the value estimates and actual
purchases) can be published.

Two related problems that have a direct bearing on validity of results
from value assessment methods are having the “‘right”’ individual, or in-
dividuals, from a customer firm act as participants in the value assessment
research, and the ability of present methods to effectively handle “‘soft’
attributes. A critical issue in having the right individual participant is that
for many product offerings in business markets, multiple individuals
within a customer firm participate in the purchase decision process
(Bonoma 1982; Montgomery 1986). Understanding which individual is
the key decision-maker can be a difficult task. Although multiple partici-
pants from each customer firm can be asked to provide assessments of the
value of the product offering, further research is needed to better under-
stand how these multiple estimates can be meaningfully aggregated into a
firm-level estimate (e.g., Wilson, Lilien and Wilson 1989).

Our exploratory research and the informant reports suggest that present
methods have difficulty when the attributes being studied are “‘soft,”” such
as services and less tangible performance attributes (e.g., perceived image
quality for x-ray film). Further research is needed to suggest ways to ef-
fectively characterize or capture these kinds of attributes, such as alterna-
tive forms of stimulus presentation (Anderson 1987; Green and Srinivasan
1990). Research is also needed to devise methods for developing opera-
tional definitions that ‘‘tangibilize’” these less tangible elements (e.g.,
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attitude of customer service personnel) of the product offering (Levitt
1981).

SUMMARY

Everything is worth what its purchaser will pay for it. |
— Publilius Syrus, First Century, B.C.

Although this maxim has existed for two millennia, gaining an under-
standing of what customers would be willing to pay for existing or poten-
tial product offerings remains a challenging task for business marketers.
We have studied the state-of-practice with respect to the usage of value
assessment methods by firms in business markets to gain estimates of the
worth of their product offerings. We found that nine different kinds of
business decisions are addressed with value assessment methods, and that
researchers typically have preferences for a particular subset of the nine
methods in addressing each business decision.

Focus group value assessments and importance ratings are presently the
most-widely-used methods in business markets. Conjoint analysis, which
is not as widely-used, has the highest judged success of the nine methods
in addressing the questions that the informants sought to answer. Al-
though most applications of these methods were judged to have been suc-
cessful, nonetheless, a substantial percentage of applications were judged
to be only partly successful. Thus, there remains considerable opportunity
to advance the state-of-practice through research that focuses on conduct-
ing comparisons among methods and substantiating the validity of results
obtained from these value assessment methods.

NOTES

1. Note that in this definition, we purposely have not specified the focal
perspective from which the worth of the offering is perceived. Customer value
assessment, by contrast, refers to the customer firm as the focal perspective on
perceived worth. Further, in this definition, we regard benefits as ‘“‘net’” benefits
that subsume costs other than acquisition price (e.g., life-cycle costs) and use
“‘received’’ to reflect performance in a given usage application.

2. The concept of value, as we have discussed it, is quite different from the
fundamental psychological concept of values, such as the terminal values and
instrumental values discussed by Rokeach (1973). A method has been developed
to study the linkages between the values that consumers hold and attributes pos-
sessed by product offerings (cf. Reynolds and Jamieson 1985). Although it would
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be interesting to generalize this psychological concept of values to the organiza-
tional setting and consider how an individual’s understanding of an organization’s
values affects his or her judgments of value for specific product offerings, this is
beyond the scope of the present paper.

3. For clarity of understanding to the respondents and meaningful interpreta-
tion of the results, the operational definition focused on conjoint analysis as it is
most often employed, the full-profile stimulus construction with a rating scale or
rank order response (cf. Wittink and Cattin 1989). Provision was made for respon-
dents to describe and evaluate other forms of conjoint analysis, such as hybrid
models (Green 1984), as additional methods that they used to assess customer

value.

4. Some proportion of the 18% (1981-1985) and 13% (1971-1980) applica-
tions reported by Wittink and Cattin (1989) as financial and other services could
be considered business marketing applications, however.

5. Support for this explanation is provided by the recent finding of Kinnear
and Root (1989) that industrial firms typically have much smaller marketing re-
search budgets than consumer firms of equivalent size. Montgomery (1986) also
discusses the relatively greater cost of conjoint analysis in business markets.

6. The classification of firms into those that serve business markets versus
those that serve consumer markets is a difficult, if not an impossible, task. Ulti-
mately, it becomes a matter of judgment. For example, although a number of
firms in the Business Week Food Processing classification (e.g., Heinz, Kraft)
have institutional sales, we considered these firms as primarily serving consumer
markets. Our intent was to construct a sampling frame that was comprised of firms
whose customers of primary interest were other firms or institutions, not con-
sumers.

7. Relatively few informants report no longer using one or more of the value
assessment methods that they have used in the past. Seven informants report no
longer using benchmarks, four informants each no longer use focus groups and
direct survey questions, and three informants each no longer use importance rat-
ings, conjoint analysis and the compositional approach.

8. Two recent developments in conjoint analysis are the commercial avail-
ability of software packages and the usage of telephone-mail-telephone data col-
lection approaches (Green and Srinivasan 1990; Wittink and Cattin 1989). The
high judged success for conjoint analysis taken together with these developments
suggest greater future usage of this method in business markets.

9. Of the remaining additional methods mentioned, the only noteworthy one
was the usage of an experimental design method by one informant. Samples of the
target audience were divided into two groups, with each shown the product at
different prices, and then the purchase intent was assessed.

10. See Montgomery (1986) for a discussion of the empirical support for the
external or predictive validity of conjoint analysis in business settings.
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Appendix

Informanc Sample

Induscrial Firms:

Number of
Industry Informancs
Fuels ) 7
Office equipment 9
Conglomerate 13
Aerospace 3
Sceel : 3
Chemicals 6
Leisurse _ 2
Hachinery 3
Aluninum 4
Paper | 9
Electrical products 6
Semi-conductors 1
Drug & research 6
Auto parts S
Lumber 1
Service industry
(busiqess publishing) 1
Telecommunications 1
Total " 80

Market Research Firms:

20 Informants representing 16 firms that do research on business markets. All
firms were ranked in the top 40 market research firms {n the U.S.



