Industrial Marketing Lecture Series

Professor Paul Herbig

Lecture # 15:  Industrial Distributors


Industrial distributors are middlemen who buy goods from producers and resell them, along with a variety of services and perhaps further manufacture or value added to them, to organizational customers including industrial, commercial and governmental users.  The typical industrial distributor takes title to the products  distributed, as distinct from industrial agents or brokers who do not.  The industrial distributor is typically a small or fairly small business, owner-managed and well-endowed with product know-how, market knowledge and customer contacts.  However, it usually lacks management depth and specialist expertise in key management functions.  


Producers seek distributors’ market coverage, selling and product availability services so as to gain greater sales and/or lower unit costs.  Customers use distributors to obtain product availability and various key services.  Thus the core functions of industrial distributors are product procurement and distribution, customer contact and selling, although they perform other various channel functions including sorting, assorting, delivery, credit provision, promotion, product servicing, customer servicing, product demonstration and information transmitting. Economic conditions and the changing nature of the industrial channel, the manufacturer-distributor-customer relationship, are producing traumatic changes in the composition and orientation of industrial distributors. 

Industrial Distributors

The industrial distributor is a full service intermediary who performs a broad range of marketing channels functions between  industrial manufacturers and industrial end-users, buying goods from producers and reselling them along with a bundle of services. For producers, distributors increase sales and /or lower unit costs by providing market coverage, customer contact, product availability, selling, market feedback, and other services.  For their customers, distributors perform numerous important services including product availability, delivery, provision of information, advice and demonstration, after-sales service, bulk-breaking, credit, product sorting and assorting.  The distributor contacts customers, makes the product available by providing the necessary supporting services (such as delivery, credit, technical advice, information support, training, product demonstrations, product replacement, product maintenance, repair service and sometimes assembly or light manufacturing) and participates in promoting the product. Distributor buying considerations are must produce for resale the mix of product attributes his own customers need and usually influenced in favor of those suppliers who can provide the most attractive channel arrangements.

TYPES OF INDUSTRIAL DISTRIBUTORS

•
GENERAL LINE DISTRIBUTORS

•
SPECIALISTS

•
COMBINATION HOUSES

 Industrial distributors are classified into three major categories:  (1) general line distributors or “industrial supermarkets” which are characterized by stocking a very wide variety of industrial products; (2) specialist firms which carry only a few related lines of products (e.g., construction equipment dealers, engine distributors or with particular customer sets: hospital supply houses, office supply dealers, oil field supply houses); and  (3) combination houses, industrial distributors who are also engaged in other forms of wholesaling. Industrial distributors are characterized primarily by their ability to provide a very broad range of products to industrial users on short notice and with the necessary services required by the customers, including deliver, credit, return privileges, technical support and in some cases repair. Distributors are typically organized as independent businesses in the form of partnerships or publicly or privately held companies, managed by owner/president (often with limited management competence and little or no long range planning).  Captive distributors function like independent distributors except that they are owned by producers and typically operate as business units within a larger corporate context. These captive distributors market products sourced from sister divisions as well as complementary but not competing lines sourced from outside manufacturers.


 The exact number is often difficult to ascertain due to definitional  differences.  However, industrial distributors are responsible for approximately 75% of unit industrial sales and 20-25% of industrial revenue transactions. As such their importance in the channel can not be overstated.  Many believe the share of transactions conducted by industrial distributors will  increase in coming decades.  This is due to a growing reliance of manufacturers to go direct caused by  inventory carrying costs, transportation costs, greater imports,  and the expanding service requirements of end users.  Manufacturers are now tending to concentrate on large accounts or new products where they can effectively exploit economies of scale in production and transportation and their technological expertise, working with distributors on the rest of their accounts.


Industrial distributors have traditionally been typically small, working capital intensive (inventory and accounts receivables accounting for over 90% of their assets), and  serving a small geographic area. A typical firm’s sales are a few  million ($2-5), with few employees (10-20), few branches (1 to 3) and  a small  salesforce (3-10) (35-45% of all employees members of sales force).  The order size of an average customer is typically small ($150 to $200) and net profits are relatively low (2.5% of sales and 7.0% return on investment). Interestingly, 90% of industrial distributors do less than 10% of the business.  The top 100 are the largest and fastest growingsegment of industrial distributors.

 
Being smaller distributors (the 90%) and having few employees,  necessarily limits the depth and quality of industrial distributors’ management, has limited market impact, limited resources, and lack of specialist managers. These small distributors often have major weaknesses in key functions such as personnel management, inventory management, financial planning, sales management and marketing.Nonetheless the average industrial distributor carries a large number of product lines (50 or more) and services a large number of regular customers (100 or more). The high number of product lines and customers must be compared to the small work force able to service them, thus probably explaining some of the problems manufacturers have in acquiring sufficient time, attention,  and resources from industrial distributors.   The majority of industrial distributors also carry completing lines which provides middlemen with the advantage of product and price variety, indemnity against supply disruption but in so doing can alienate major suppliers and is a major cause of distributor channel conflict.   The industrial distributor’s primary loyalty is to their customers not to their suppliers, thus providing additional fuel to channel conflict with the manufacturers.  


The small industrial distributor specializes in serving one particular industry in a specific local.  They can provide fast deliver (when rapid delivery may be more important than either low prices or extensive computer facilities), often build a reputation for reliability, service small accounts (who appreciate services that small firms offer that big ones cannot or will not), seek out new manufacturers and new markets, service manufacturers that small distributor can service better than large one, and seek out manufacturers in mature industries with known names (since  quick delivery, personal after sales service and local responsive pricing becomes more important in mature industries).  The smallness of distributors often causes them to depend heavily on producers for their strength and effectiveness.    


Channel conflict often arises in pricing, delivery, after sales service and product. The most serious problem is  (bypassing the channel) dealer direct to major customers (house accounts or large accounts), required inventory stocking levels, margins, producers’ use of other middlemen in a distributor’s territory (oversaturation:  too many resellers so none can make much profit), requiring small dealers to buy from other master distributors in the chain, when the manufacturer opens new non-traditional channels and provides identical support, when the manufacturer uses discount houses or price cutters which tarnish the image of the manufacturers’ own product lines, producers’ objections to distributors carrying competitive lines, lack of appreciation by manufacturers, and the need to be assured of  a continued long term business relationships.


Industrial distributors are used widely throughout  world, typically in order to gain market access to those countries the manufacturer cannot or will not market to directly.    The six basic marketing functions industrial distributors perform to establish and sustain foreign marketing channels are  providing geographical market coverage, providing sales contact, holding of inventories, processing orders, providing market information, providing advice and technical support. 


Products  and markets suitable


•large potential, geographically disperse customer base.


• stockable.  easily stocked and serviced locally items


• small quantity sales: items sold in bulk are not usually sold through  distributors.


• customers concerned about availability of service and parts.  


• replacement parts


• low level purchasing authority: the lower in the organization the responsibility for buying an item, the more likely it will be sold through a  distributor.


• standardized parts when off the shelf service is important.


• mature products


•low involvement item for the customer 


• more for rebuys than new buying situation


• when rapid delivery and service  is required (if needed immediately due to breakdown, shortage), or  replacement is essential when cost of downtime immense. 


Manufacturers are not unaccustomed to using different distributors to serve different market niches. In many cases, customers and distributors in two industries do not know each other yet are buying identical product. Deere uses different distributors to serve the agriculture and construction equipment market segments. Caterpillar does so likewise to service the construction equipment, lift truck, and diesel truck engine markets in the same geographic territories. 

Manufacturers And Industrial Distributors

The primary purpose in a manufacturer using intermediaries is to generate efficiency thorough exploitation of specialization in sorting assorting, storing and transporting.  Efficiency is important because of its effect on costs, prices and margins.  However, overemphasis on distribution efficiency risks sacrificing effectiveness by trimming away the sources of customer satisfaction.  Both direct sellers and distributors achieve relative advantage on a small range of factors associated with their respective specialist function.  Distributors gain significant edge on delivery, availability, and relationships factors arising from their close geographic proximity to customers.  


The number of distributors required 


•total market potential and its geographic concentration;


•manufacturers current market share and intensity of competition;


•frequency of purchase, whether product is MRO or OEM;


•criticality of product to production process;


•technical knowledge required to sell or service product; and


• extent of product differentiations.


The selling requirements for a product change over its life cycle.  A product unknown to the market requires a specialized distributor who can provide technical assistance and probably an exclusive territorial arrangement.  As the product matures, becomes more standardized and better known, much less knowledge is required to sell it and  delivery time and price becomes more important than application knowledge.  At that time, expansion into general supermarket distributors becomes  appropriate. 


Manufacturers must select from available alternatives those intermediaries best able to serve its customers’ needs, products, markets and customers.  On the other hand, the manufacturer must provide sufficient inducements to attract capable middlemen and to ensure they act and continue to act in its best interest.  Selection criteria by manufacturers include knowledge of market and market coverage and number and quality of sales personnel. Manufacturers can exert at best only limited control over independent intermediaries.  If it fails to acquire intermediaries loyalty and commitment, this will have detrimental effects on distribution performance, who are often motivated by manufacturers’ willingness and ability to provide them with adequate support.  Some combination of personal selling, advertising or promotional support and training of distributors personnel on such matters as sales, product or market knowledge, financial management, inventory management and other facets of business management can help in providing motivation and loyalty. Distributor councils can be a valuable source of information about the marketplace.  A meeting with distributors represents contacts with hundreds of ultimate customers.the more technical the product, the more time necessary for sales training.


The typical manufacturer views the industrial distributor as a member of its sales and physical distribution organization.  The manufacturer is frustrated by the distributor’s relatively low level of management competence and lack of management depth.  The distributor is often seen as complacent, rather uninterested in innovation or improved management practices. The distributor salesperson is seen as more of an order-taker than a creative salesman and is judged weak in finding new accounts and aggressively promoting new products.  The supplier thinks of end-users as his customers, not the distributors.  Suppliers also regard the industrial distributor as unwilling to provide information about their operations, market areas and individual accounts.


The industrial distributor thinks of himself, at least in part, as a customer and a very desirable one at that for his suppliers, one to be catered to and served.  He has the freedom to decide which lines he will handle.  He judges suppliers in terms of the quality and availability of their salesman and the support they offer, and by their ability to service his orders promptly, accurately, and predictably.  He tends to be more customer (end-user)-oriented than supplier oriented. He may listen to the supplier’s attempts to spend more time on the supplier’s product line but remains firm in his convictions that his main obligation is to respond to customer needs. To be sure, industrial producers need to exercise care in determining which distributors they will take on as marketing partners.   


Manufacturers who best succeed with industrial distributors are those where the distributor’s role as been carefully and thoroughly defined in the supplier’s marketing strategy.  The functions to be performed are clearly understood and margins reflect fairly their value to the manufacturer and the cost to the distributor of performing them well.  The producer also has an active program for building the competence of the distributor organization, offering training experiences and seminars, not only with product and technical knowledge but with basic knowledge of salesmanship, account management, and technical background.

