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Lecture # 16: Industrial Distributors Trends   
 Trends of Industrial Distributors

Industrial distributors face a hostile and turbulent marketing environment including too many rivals, intense price competition, fluctuating demand, inadequate products, low work-force productivity, rising costs, and government interference.  Profits of both users and producers of industrial goods are being squeezed by sluggish demand, limited or no growth, import penetration, rising input and selling costs, escalating physical distribution costs, proliferating customer service requirements, fluctuating interest rates and high levels of accounts receivable and inventory carrying costs.  Many manufacturers are concentrating on large accounts, new products, reducing inventory levels, etc. while some are giving more business to industrial distributors. 


Major problems faced included: customer environmental problems  (small batch requirements, price pressure, conservativeness, fickleness, late payments), competitive environment problems (intense price competition, too many rivals, overall marketing strengths of their rivals), supplier environmental problems (failure to provide satisfactory prices, credit, new products, delivery, establish effective communications), workforce environment problems (high cost and low productivity of labor, difficulties in recruiting and training workers),  and other environmental factors (currency exchange rate, insufficient government support, frustration with economic climate, stock control, keeping catalogs current).  Distributors need to forecast environment developments, stock contingency plans and strategies, adopting alert and flexible strategic stance.



Many of industrial distributors’ traditional high volume customers (steel machine tools, and auto industries) have been eliminated in the eighties by flood of imported industrial products and migration of manufacturing facilities to the sunbelt or offshore.  Prospects are still bright, though.  Faced with accelerating transaction, sales call, inventory handling and transportation costs, manufacturers are selling a greater portion of their production through industrial distributors then ever before.  Customers are also placing greater demands on industrial distributors for added service because of the growing usage of innovative business practices such as just-in-time inventories, material requirement planning, life cycle costing, value analysis, and systems contracting. Greater proportion of certain selling tasks are slowly being reallocated from manufacturers to industrial distributors.  Distributor sales forces are taking a greater role in prospecting, getting products specified, problem solving and maintaining sound relationships with end users.   The primary reasons are escalating sales costs by the manufacturer and increasingly more capable distributors.  


Improved inside sales force capabilities enable the industrial distributor to do so.  Portable and hand held computers enable distributors to answer many routine product specification questions.  Better service and problem solving capabilities are being offered to end users.  Industrial Distributors’ outside sales force  are becoming more marketing oriented by identifying potential customers, determining requirements, recommending kinds of products and services that distributor should offer.  Industiral distributors’ inside sales forces are becoming the firms’ regular and primary promotional communications link with customers, a gatherer of market intelligence and provider of minor technical and problem solving assistance form customers.


This is leading to a more distinctive, progressive, and aggressive partnership with manufacturers (coordinated actions directed at mutual objectives, strategies and tactics that are consistent across organizations and mutual cooperation).  Distributors can enhance partnerships by identifying and offering valued added services, absorbing historical manufacturer directed value added services  that the distributor can now perform more efficiently . .  minor fabrication, final assembly, packaging.  Distributors can also offer customer directed value added services that can better satisfy end user customer requirements can bring higher margins and enhanced customer loyalty to distributors.  


What is being seen is a shift away from entrepreneurial, reactive seat of the pants management practices.  Sales are growing rapidly.  Firms are getting larger due to acquisitions, mergers and geographic expansion.   Distributors must demonstrate that they are committed to manufacturers for the long term. They can do this by directly investing time, effort and resources in the proper marketing of the manufacturer’s  product line.   They thus signal commitment in long term partnership by always meeting or exceeding a manufacturer recommended inventory stocking quota, participating in all cooperative advertising programs, identifying new applications for manufacturers lines, and the ultimate commitment is acquiring equity in some manufacturers.  This commitment is further signaled by employing well trained personnel, sending its technical and repair staff to manufacturers facilities for extensive training, and  active participation in distributor councils—assigning its key executives to participate in as many as possible.  forwarding to them all relevant market information.


Manufacturers are being confronted with higher costs of maintaining a direct salesforce and desire the  distributors to absorb this function.  Contractors and industrial customers are demanding a higher level of expertise leading to greater product specialization.  All this is pushing smaller distributors to form close alliances with manufacturers or dominance of large wholesalers. Integrated distributors are using economies of scale to reduce costs and increased efficiency.  With customers’ increasing  desire of rapid delivery, more extensive warehouse and distribution facilities are being developed and maintained by industrial distributors. Stockless purchasing is becoming ever more important: distributors stocking goods subject to buyers releases relieving customers from inventory carrying costs, storage, handling, and obsolescence.  Small distributors are extending problem solving emergency service, extending accurate and timely price data, and maintaining an integral knowledge of the buyers’ operations. 


JIT calls for small orders, rapid delivery and on site services, all prime tasks for distributors. major problems identified: unstable economic conditions, intense competitions among distributors, high sales call costs, employee productivity, and manufacturer--distributor working relationships.due to intense competition, must learn to compete on non price bases.  better services and a better range of products targeted to particular market segments.  high costs of a sales call will challenge both manufacturer and distributor alike.  more limited use of outside sales force, greater reliance on inside sales force, increase use of direct mail and merchandising techniques, restructuring sales force compensation. , increase in sales force productivity by new selling techniques, telemarketing, marketing research, joint sales calls.

employee productivity: training and motivation and incentives m-d working relationships:  returns, written sales agreement(Narus, Reddy, and Pinchak 1984). 


INDUSTRIAL DISTRIBUTOR TRENDS
•larger: greater reliance on fewer, larger and better managed distributors and weeding out of weak marginal distributor firms; fewer stronger distributors focusing on economies of scale

•increasing levels of product knowledge, specialization and technical competence

•diversification in product lines

•manufacturers want to build tight long-term relationships; The balance of power is changing 
between mfgr and distributor; the manufacturer  must manage relationship and foster 
good working relationships 

•diminished role of the captive distributor (factory sales branch)

•merging, acquiring, small distributors and expanding operations

•wrestling channel control from manufacturers in many areas

• downloading a wider variety of marketing functions from the manufacturer

• increased usage of industrial distributors  by manufacturers. 

• JIT, Stockless purchasing, shifting inventory to distributors. 

• greater appearance of supermarket chains of distributors 

•markets that are geographically isolated or restricted in breadth will continue to provide opportunities for small distributors


Some trends are not so positive for industrial distributors. Some manufacturers are moveing to bypass established distributors (GE GEMIMS program).  Increased competitive pressure from imports are spurring on mergers between customers, suppliers and distributors. New selling methods such as telemarketing,direct mail,  Television and cable ordering, and catalogs are changing the face of the channel relationship and are making  makes new forms of competitiveness possible. High tech advances in data flow, bar coding, computer networking, portables and coop buying groups also have the potential to change the channel, perhaps negatively for the industrial distributor.  One potential is to  combine all channel members into a single corporate system, the vertical integration of the marketing system. both forward or backward by either party.  Vertical marketing systems have become the dominant model of distribution in consumer marketing serving as much as 64% of the total market, and are expected to account for over 85% of total retail sales by the end of the decade.


Warehouse clubs, while mainly aimed at customers in small commercial businesses and contractors, are also making significant inroads into industrial goods markets.  With their no-frills showrooms, low prices, and extensive inventories, they have been attracting a growing number of small manufacturing firms. Currently, they are still marginal player but could be a harbinger of far more fundamental changes. Also in the wings presenting considerable potential threat are chains of distributor outlets that are owned and managed by large corporations; these exhibit strong market power and customer loyalty and  perform more functions for both the manufacturer and the end -user, to the exculsion of the industrial distributor. 


In addition, the small and medium sized distributors are constantly in a cost/margin squeeze.  Industrial buyers demanding a closer accounting of services provided and are looking to reduce the number of suppliers.  An increasing number of suppliers balk at current relationships and  want to go direct.  Many relationships are going the way of ABC  (Activity Based Costings) when the customer pays for the product plus each value-added function that is provided, based on a dollar value of the function, but not as  percentage of the product. 


Probably the most dangerous trend for the average (small) industrial distributor is the rising growth and power of the superdistributor. Superdistributors have financial clout to operate independently, have the marketing expertise to spot trends and predict customers needs better than the makers of the products they sell, have the advanced computer systems allow them to profile key customers in detail, and the telemarketing and data base management expertise (CDROM and electronic catalogs) to dominate the market.

