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Making the case for marketing investment: points to consider: your desk research done for you.
Size over substance…

The “average” IT B2B marketing budget as a % of revenue is often used as a rule of thumb to determine marketing spending. Whilst it might be interesting to compare your own company’s spend with that of a near competitor, beware blanket comparisons, or starting with a potentially misleading number in mind. 
The amount you choose to spend on marketing should stem directly from the business’ objectives. First you find out what those objectives from the CEO and management team, then at a marketing level, you work out how you are going to contribute towards achieving them. Only from this can you work out what it will actually cost.

Once the cost has been established, it’s simply a matter of understanding whether the company’s objectives can or cannot be supported with the marketing spend available. 

Work out the marketing budget from the bottom up first. If you do want to express it as a % of revenue and compare it with others’ ratios, make absolutely sure you are comparing apples with apples. Does your ratio include headcount or not? Are other companies including sales costs in their numbers?

Remember that the cost (and therefore the ratio of marketing spend to revenue) is dependent on a number of factors – most of which are outside your control. You can influence how much you spend on what, but you can’t influence (for example) the actual cost of website design, the strength of the currency you are buying in, the state of the economy, the amount of profit your company wants to make and the type of market you operate in.
Marketing as an investment, not a spend
Many leading marketers make a convincing case that marketing should be assessed as an investment and not a spend. Certainly this leads to more “business case” led thinking around marketing – how much will we invest and what will we get back, when?

This approach also makes it more straightforward to allocate budget for different kinds of marketing. Perhaps the most straightforward and compelling example is lead generation. You can draw a line directly from spend back to leads into the funnel. But this line can be drawn between a lot of other activity and the sales funnel too. Consider the impact of your programmes at all stages of sales and work out what the return on investment will be. 

One final benefit in using the “investment” budgeting route – your company can amortise marketing spend over time. Instead of recognizing cost when the cash is spent, the company can use your budgets to realize the cost when you get the actual benefit. In some instances, such as advertising programmes or PR initiatives, this can be very beneficial. 

Some benchmarking numbers

For many of the reasons listed at the start of this document, benchmarked B2B marketing spend/budget data is difficult to come by and dangerous to make assumptions about. 
The following statistics have been gathered from various resources across the internet in late 2008. They give an interesting flavour of the variability of budgets in different scenarios. 

Hardware, software, services – and multiple sub-sectors within them - all have different investment models. Taken in the round, these numbers form a juxtaposing picture. 

If they point to anything at all, it’s that an industry “benchmark” is somewhat pointless to look for. The key is understanding the corporate objectives and investing marketing budget judiciously and efficiently to achieve them. 

· In 2005 IDC reported the IT industry having an average spend of 3.6% of revenue on marketing, with software vendors spending the most at 6.5%, hardware makers spending 3.7%, and IT service firms at 1.1% percent. (Marketo Blog)
· The same IDC survey showed large tech marketers allocate their budgets as follows: Advertising is the largest budget item (21.1%), followed by events (19.3%), marketing support and sales tools (17.3%), direct marketing (14.7%), public relations (7.1%), collateral (5.6%), Web (5.0%), research (4.2%), analyst relations (2.0%) and other activities (3.7%) (B2B Online)

· The Marketo blog shows growth software companies can hugely skew these “average” figures – “between February 2000 to January 2001 (the first year of revenue producing operations), Salesforce.com spent $25.4M on Sales and Marketing and earned revenues of $5.4M. Most software companies spend somewhere between two to five times as much on Sales as on Marketing. Assuming the lowest end of the range (a very conservative assumption, considering Salesforce.com's business model) puts their Marketing spend at $4.2M -- which equals 78% of revenue.” Even post the dotcom crash, “Saleforce.com's marketing expense continued to remain high. For their second year of operations (ending Jan 31, 2002) Salesforce.com spent at least 18% of revenue on Marketing -- and this was deep in the bubble crash. Even today, Salesforce spends at least 9% of revenue on Marketing, and the MBR could be as high as 17% if we assume the high end of the range (based on the quarter ending Oct 31, 2006).”

·  “Saas has punishingly high sales and marketing costs… Even Salesforce.com, the one company that has proved it can make a consistent profit from the business (albeit a small one), spends half its revenues on sales and marketing. For others, the figure is much higher.” Richard Waters, Financial Times, August 2008
· ITSMA budget survey 2007: “Meanwhile, after a serious dip in IT services marketing budgets to just 1% of services revenue in 2005, survey respondents reported that, in 2007, IT services marketing budgets are expected to average 1.5% of services revenue.”
· "30% of companies spend between 3-5% of revenue on marketing, with 45% spending over 6% (most of those between 6-10%). If you are launching a new product, or are expecting to launch into a new market or territory, expect to spend approximately 20% of revenue to fund that program. Go to Market Strategies 
· “The average high-tech vendor spends about 3 percent of revenue on marketing and 11 percent of revenue on sales. That means they spend 14 percent of revenue on customer creation.” Richard Vancil, VP, IDC. 
· IDC research shows that worldwide average [IT] vendor revenue growth will be 5.7 per cent in 2008, while the average sales and marketing cost envelope is growing by 7 per cent. Every dollar of new revenue that a vendor earns, costs more. Or in other words, the return on investment of marketing is declining. FT.com June 2008
· “B2B technology companies spend from 0.9% to 8.7% of revenue on marketing, with the average company spending 3.6%. (This number includes headcount & programs, but does not include any sales-related expenses.) Service companies and ASPs tend to be at the higher end of the range, while complex manufacturers and companies with fewer than 1,000 prospects tend to be at the lower end of the range. Young companies (under 10 years old) tend to spend more than average. Brand-new start-ups should use total cash in the bank as the baseline to set marketing budgets, rather than revenue.” MarketingSherpa, quoted by The Modern B2B Marketing Blog
Useful links

Blog post http://blog.marketo.com/blog/2007/01/how_to_sell_you.html How to sell your marketing budget to your CFO.

Other interesting budget summaries: http://www.marketingcharts.com/print/2008-b2b-marketing-forecast-rise-in-budgets-online-spending-updated-2913/ - http://www.researchrecap.com/index.php/2007/12/13/b2b-marketing-expected-to-increase-28-in-2008/
http://www.mckinsey.com/practices/marketing/ourknowledge/pdf/Solutions_MarketingSpendingEffectiveness.pdf A McKinsey white paper on increasing the effectiveness of your marketing spend
http://www.gtms-inc.com/tip_tacklemarketingbudget.htm Go To Market Strategies’ interesting page on the marketing budgeting process, including benchmarking statistics.
http://www.microsoft.com/business/peopleready/business/innovation/insight/roi.mspx A good Microsoft resource discussing how to pursue marketing ROI. 
http://www.sales-lead-experts.com/tips/articles/marketing-budget.cfm Useful structure for thinking about marketing budgeting, specifically around setting baseline, target and stretch budget figures
http://modernb2bmarketing.blogspot.com/2006/10/benchmarking-marketing-budgets.html Collection of various budget benchmarking numbers
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