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Lecture # 10: OEMs

Original Equipment Manufacturers
Original Equipment Manufacturers (OEMS) act as both the suppliers and contractors to larger manufacturers.  The term OEM can be related to the major computer manufacturers down to the packaging specialists. Along the way there are value-added resellers, inhouse systems builders, systems integrators, third party vendors, distributors who add value, system houses, and software houses as well. All of these have one thing in common: they purchase a system (or part of a system), add some value to it, and sell it for consumption by another profit center.


In the world of computer OEMs there is a range of basic services which all OEMs should be able to expect from their suppliers. Over and above these, there are winning services which cement a solid relationship between OE~M and supplier to help build a prosperous business for both parties.In terms of basic service, reliable delivery must come near the top of the list. This means the OEM will be placing scheduled orders and delivery must be reliable including ex-stock delivery when necessary.


Technical support offered by supplier to OEM must also be at the highest level. OEMs are very demanding since most of them have first class support in house. Keeping the OEMs well informed is vitally important. They will need regular updates on product information from marketing and technical angles, with additional information from the computer equipment manufacturers regarding product lifetime and price projections.Price is always a major consideration. The good supplier, while wishing to sell to OEMs at a competitive price, cannot compromise too far.However, to ensure a prosperous business relationship and a high level of service the OEM must allow the supplier to make a reasonable profit.


The development phase for OEMs can be a difficult time. It helps when the supplier is prepared to loan his OEM equipment within reason to speed up the OEMs time to market. Additionally, during the early stages of the new equipment's use, it is vital that the OEMs engineers are properly trained on the new products or new techniques, in a group if necessary, by qualified instructors. The supplier will have an ongoing responsibility to ensure training is done, as well as updated as the technology changes.


Financing, advertising and promotions, sales and service training, and feedback on local and regional marketing conditions all constitute to the dealers success in running a business profitably. Distributors must provide these services, and without them the aforementioned burdens would fall on the manufacturers. Without the distributor, manufacturers would have to warehouse equipment in many different markets, hire salespeople to call on thousands of dealers, pay expensive freight costs, and maintain extensive billing and administrative functions all of which would greatly increase their costs.


Without the distributor, dealers would be forced to purchase in large quantities, maintain greater inventories and wait longer periods to receive shipments of parts. The manufacturers who rely on two-step distribution recognize the essential role the distributor plays.The Toro Co. in Bloomington, Minnesota views its distributors as vital partners to its commercial and consumer power equipment business. Dennis Himan, Toro's vice president and treasurer says, "The key to the importance of 'two-step distribution' is local-local support, local knowledge, local marketing, and local service. A distributor knows his market place much better than we can. He's closer and can call on dealers regularly and respond to their needs better."


The local sales and marketing efforts the distributors provides helps Toro's dealers improve their bottom lines. In return, the distributors local market knowledge is a resource to the company in understanding regional market environments and in working more effectively with distributors to develop programs and services that will benefit its dealers.Stihl Inc., in Virginia Beach, Va., is a manufacturer of chain saws, blowers, trimmers and brush cutters. This company has historically been a two-step company and is committed to the valuable role the distributor fills in the marketplace. Tom Kilby, Vice-President of sales and marketing says, "we believe the manufacturers are good at manufacturing and that distributors are better at handling local issues such as selling the product, customer service and credit assistance."By dealing with a distributor, the dealers have the advantage of a nearby source of supply and a close personal relationship with the people selling the products. "It's impossible for Stihl to have a close relationship with its 8,000 dealers as it's 22 distributors can ", says Kilby.


Some dealers feel they can get a better deal by buying direct and in terms of price this may be true. However, dealers must recognize how difficult they would it to compete effectively without the inventory management, advertising, training and other programs the distributors provide.Ariens Company, in Brillion, Wisconsin, markets the majority of its products through two-step distribution. The company believes there are certain functions that a two-step distributor should perform better than a manufacturer.

Steve Dunlap, Marketing Manager for Ariens Co. says, "the key is defining the functions of the distributor as opposed to the functions of the manufacturer. Our focus is on the values that the distributor is able to add to the product before he passes it along to his customers." This could be anything from the various services of programs offered in training to advertising.


Distributors must determine what value they bring to the marketplace and continually ask how their role can be changed to provide more value. Dunlap says its distributors are important to Ariens because they are closer in the marketplace. They have a physical presence in a region, therefore they should have a better knowledge of the competitive environment.OEMS and Service Centers--OEMs use service centers as experts to prevent work stoppages caused by scarcity of materials and/or to avoid excessive costs on materials.A steel service center branch manager in Indiana commented that service centers were once limited to performing, single-step functions such as shearing, burning or saw cut~ing. Now the service centers are performing many other operations requiring several separate functions. Therefore, the service center has become an extension of it's customer.


Just-in-time(JIT) delivery has long been a trademark of the servicecenter industry. For example, when buying metal exactly when it's needed, the appliance OEMs can reduce the costs associated with maintaining large inventories: taxes, insurance, depreciation, heat, light and maintenance.When service centers assume the costs of possession, they save customers the cost of capital required to finance inventory, equipment and manpower. These savings can amount to as much as 40 percent of the original price of inventory.


Design Partnerships in OEMS--The appliance industry forecasts suggest that consumer demands for innovative features and styling will increase as warranty programs become more comprehensive. The service centers can help ease the burden of appliance manufacturers to meet the requirements of the marketplace.

Today's service centers in the steel market is working with design engineers to yield the best possible product at the lowest possible production costs. They have established tech teams made up of engineers whose primary responsibility is to work with mills and appliance makers to help develop new products. Getting in on the ground floor commits the service center to a project and to a company at the on-set. The service center does not design per se, but can serve effectively as a materials consultant.


Quality Partnerships in OEMS--The steel service center industry's commitment to quality service is critical to U.S. competitiveness in the global economy. Often when a manufacturer has a problem with the quality of a product, service centers are called to fill an emergency order. The ultimate goal is to get to the point where service centers ship directly to the production floor with minimal or no inspection(Sharkey, 1991).

In Conclusion, we know that OEMs act as suppliers and contractors for larger manufacturers. We also know that OEMS depend on their suppliers for basic services and expect them to be reliable when necessary.They also expect to be kept well informed of any changes in technology or updates on new products and prices so they can stay competitive.


OEMs depend on distributors for such services as financing, advertising and promotions, sales and service training, and feedback on local and regional marketing conditions. Without the distributor, the dealers would be forced to maintain large inventories, purchase in large quantities only and have long waits on parts. The manufacturers that rely on two-step distribution like the Toro Company, Stihl Inc. or Ariens Company all recognize the essential roles each distributor plays to their companies. Each understands that the distributors local market knowledge is vital to their companies existence and survival. They must have that local support, local knowledge, local marketing and local service.
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