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Shen business analysts and cconomists focus on consumer spending and consumer 0L SRS EREEE R o G —— %
confidence, they are looking for indicators that affect the entire economy. Consumer 3
and government spending ultimately drives all of the cconomy. Business marketers must
recognize that the demand for their products and services is derived demand; that is,
demand for their products and services is derived from the demand for their customers’
products and services (whose demand may also be derived). Ultimately, most demand is Gibp s N
derived from consumer demand, the exception being demand derived from government deri ed demand. Demand elastlc1ty 18 th
PisElms; Sach as arms salc. Demand elasticity is also affected by der1v in price. In a consum
In the salt example at the beginning of this chapter, it is casy to see how Morton Salt . 1 lative to the percentage Changc n p . p 3
can predict salt sales based on the predictions of sales for institutional foods, meals pur- percentage change 1n sales relat . oes up consumers Wlll lOOk ¢
chased outside the home, and home purchases. The demand for salt is derived from the ket. demand elasticity means that as price g > I choose il
demand for, among other things, fast food. Similarly, as illustrated in Exhibit 1-4, the R - . d sales will go down. Morton Salt may p:
demand for BASF's carpet treatment product is derived from the demand for buildings, alternatives or do without, an G icd Ild) but if the pr ice Of raw sal
vehicles, and other products that use carpets as well as the demand for remodeling withourt our salt processing machines (elasuc ana 5 h h'gher pI’iCC So &
existing facilities and homes. s option but to pay the hi . [0
For suppliers to manufacturers of consumer products, the issue of derived demand went up, Morton Salt would have .llt.tle P iy d _p_ B ot affected greadyz
may not be too great. In this situation, there is virtually a one-to-one relationship; roducts without substitutes, there is inelastic deman f .
for every consumer product purchased, there is a one-to-one relationship with the P ¥ Sai ¢ simply choose to do without salt, though you can I thi
supplier of a component of that product. If we made bottle caps and sold them to price. Morton Salt canno s i
Coca-Cola, for example, then the demand for bottle caps would be the equivalent of the rice is too higch. - . y
S vy boicd ol X On th hg hand, there are many more substitutes for some industrial produ
As we move further away from the consumer market, however, derived demand can n the other > bli bl ik facturer can choose
cause wide swings in demand, called volatility. For example, assume we make a machine than for consumer gOOdS. When assem ing a product, :
that processes salt and makes it ready for human consumption. Morton Salt will decide tween rivets, nuts and bolts, adhesives, and other forms of fasteners. When therc al
how many of our machines to purchase derived from the need for salt. Morton has, let’s i hoi & be othendiab morrbible i pact on the 58
say, 50 such machines. Assume that in a year of steady sales, Morton Salt will purchase many substitutes and the choice 0 e 9r - i :
10 machines to replace those that are old and worn out. In year one, salt demand goes product demand will be more price elastic, or more affected by price.
down 5 percent, and Morton Salt may decide that it can get by with purchasing only ! s i d, busi
\ eman usiness mar!
seven new machines. In year 2, demand goes up 10 percent. How many will Morton Because of '{he importance Of the concept of derived d >
Salt now replace? If demand of 100 percent equals 50 machines, 95 percent demand are always paying close attention to consumer demand forecasts and reports.
equal..s‘ approximately 47 machines, while 105 percent demand means roughly 52 may notice the importance paid by the news media to two types of consumer de-
machines (52.5 to be exact). Based on a replacement rate of 20 percent, as illustrated in 4 : B £ h . d
Exhibit 1-5, demand for our machines went from 7 to 12 to 10. Demand for our mand: that of new hous”lg (Often reported 1n terms of new ousing Starts) and t
pﬂﬁ? g almost 50 percent; then down 20 percent, as compared to the change of new cars. The demand for so many industrial products and supplies is derived
... pesepoapild) percent. Desived dedaand can cause wide ewings, or from the demand for housing and cars that they are important bellwethers of the

volatility, in the demand for industrial products. : ! -
economy as a whole. From the Field 1-2 describes the experiences of two very ¢

ferent companies as they deal with the consequences of derived demand.
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FROM THE FIELD
The Reality of Derived Demand

Do you prefer diet drinks containing Splenda,
the artificial sweetener? When you shop for
a new computer, do you look to see if Intel proces-
sors are inside? If so, you are demonstrating
derived demand, as the demand for Splenda
and Intel is derived from your desire for a diet
cola or new computer.

In fact, demand for Splenda has been so strong
that the company that makes it, Tate & Lyle, had
to halt taking on any new customers for nearly
two years. Demand through its current customers
grew so rapidly that all expansion plans were
filled just by supplying current customers such as
Coca-Cola (Splenda is in Diet Coke), Starbucks
(used in low-calorie Frappuccinos), and Atkins Nu-
tritionals (Splenda is in their low-carb diet foods).

The challenge for Intel has been somewhat
different. Chinese Internet cafés contain some
11 million PCs—no small market. The average
café has 100 computers—no small customer. If
you are lan Yang, and your job is to sell Intel

computer chips in China, you can’t ignore this
market and the demand it creates for your prod-
ucts. Coming up with an answer for China’s price
sensitivity, though, took a while.

Stuck in a Beijing traffic jam, Yang, Minerva
Yeung, and other Intel execs began to brain-
storm. As the car crept along, they talked about
the challenges facing Internet café owners. By
the time they reached their destination, they
had the beginnings of a new product line. The
result was dramatic. China now accounts for
9 percent of Intel’s worldwide sales.

Understanding the demand from which your
products’ or services’ demand is derived is im-
portant to business marketers. These are just
two success stories that began with a better un-
derstanding of derived demand.
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