Chapter 12 – Marketing Channels Delivering Customer Value

· Enterprise Rent-A-Car = #1 NA rental car company  this happened b/c of it’s customer driven distributions strategy 
· While competitors Hertz & Avis focused on serving travellers at airports, Enterprise opened off-airport neighbourhood locations that provided ST car replacement rentals for ppl whose cars were wrecked/stolen/serviced
· Since customers in the city have no way to get to an Enterprise office to pick up a rental car  company picks up customers & brings them back to the rental office…company’s main value proposition  “Pick enterprise. We’ll pick you up” 
Supply Chains & the Value Delivery Network
· Supply chain consists of:
· “UPSTREAM”  set of firms that supply raw material, components, parts, info, finances, expertise needed to create a product/service
· “DOWNSTREAM”  marketing channels (distribution channels) that connect the firm & its customers  wholesalers & retailers
· Focus of marketers  
· “supply chain” = too limited b/c it takes a “make & sell” view  “demand chain” would be better b/c it suggests a sense & respond view where planning begins with the needs of target customers
· Value Delivery Network: the network made up of the company, suppliers, distributors, ad ultimately customers who “partner” with each other to improve the performance of the entire system in delivering customer value 
· Chapter focus = marketing channels (downstream)
Nature & Importance of Marketing Channels 
· Few producers sell their goods directly to customers  use intermediaries
· Marketing Channel (Distribution Channel): set of interdependent orgs that help make a product/service available for use/consumption by the consumer or business user 
· A company’s channel decisions directly affect every other marketing decision
· Ex. whether a company develops/acquires new products may depend on how well those products fit the capabilities of its channel members 
· Companies often pay too little attention to their distribution channels but many have used them to gain a competitive advantage 
· Distribution channel decisions often involve LT commitments to other firms	
· Ex. if Ford set up distribution channel contracts with franchises/independent dealers, they can’t easily replace these channels 
How Channel Members Add Value 
· Producers use intermediaries b/c they create greater efficiency in making goods available to target markets & offer the firm more than they can achieve on their own  contacts, experience, specialization, scale of operation
· Economic system POV = intermediaries transform the assortment of products made by producers into the assortment wanted by consumers
· Marketing channel members buy large quantities from producers & break them down into smaller quantities/broader assortments wanted by consumers
· Intermediaries match supply & demand 
· Members of the marketing channel perform many key functions:
· Information  gathering & distributing marketing research & intelligence info about actors & forces in the marketing enviro needed for planning & aiding exchange 
· Promotion  developing & spreading persuasive communication about an offer
· Contact  findings & communicating with prospective buyers 
· Matching  shaping & fitting the offer to the buyer’s needs, including activities such as manufacturing, grading, assembling, packaging 
· Negotiation  reaching an agreement on price & other terms of the offer so that ownership/possession can e transferred 
· Others help to fulfill the completed transactions:
· Physical Distribution  transporting & storing goods
· Financing  acquiring & using funds to cover the costs of the channel work
· Risk Taking  assuming the risks of carrying out the channel work 
· Environmental Sustainability = new item added to the list of functions to be performed within the supply chain 
· When some of these functions are shifted to intermediaries, the producer’s costs & prices may be lower, but the intermediaries must charge more to cover the costs of their work
· Various functions should be assigned to the channel members who can add the most value for the cost
Number of Channel Levels 
· Channel Level: layers of intermediaries that perform some work in bringing the product & its ownership closer to the final buyer 
· Producer & final consumer are a part of every channel
· DIAGRAM PG. 393  consumer & business channels
· Number of intermediary levels = the length of a channel
· Direct Marketing Channel: a marketing channel that has no intermediary levels
· Company sells directly to the consumer
· Indirect Marketing Channel: marketing channel containing 1/more intermediary levels 
· From the producer’s POV  a greater # of levels means less control & greater channel complexity 
· All channels are connected by several types of flows  physical flow of products, flow of ownership, payment flow, info flow, promotion flow
Channel Behaviour & Organization
· Distribution channels are complex beh systems where ppl & companies interact to accomplish individual, company, and channel goals  formal & informal 
· Channel systems don’t stand still  new types of intermediaries emerge & whole new channel systems evolve 
Channel Behaviour
· A marketing channel consists of firms that have partnered for their common good  each channel member depends on the others 
· Each channel member plays a specialized role in the channel & the channel will be effective when each member assumes the task it can do best 
· Ex. Samsung’s role is to make electronics, while Future Shops role is to display them, answer questions, and sell them 
· Channel members should understand & accept their roles, coordinate their activities, & cooperate to attain overall channel goals  altho channel members depend on one another, they often act alone in their short-run best interests 
· Channel Conflict: disagreements among marketing channel members on goals & roles – who should do what & for what rewards 
· Horizontal Conflict  occurs among firms at the same level of the channel
· Ex. some Ford dealers in Toronto may complain about other dealers in the city that are stealing sales from them
· Vertical Conflict  conflict b/n diff levels of the same channel
· More common 
· Ex. Goodyear created conflict with its premier independent-dealer channel when it began selling through mass-merchant retailers 
· Some channel conflict = healthy competition  creates innovation
Vertical Marketing Systems 
· For channel to perform well  each channel member’s role must be specified & channel conflict must be managed 
· It will perform better if it has a firm/agency/mechanism that provides leadership 
· Conventional Distribution Channel: channel with 1/more independent producers, wholesalers, and retailers, each a separate business seeking to maximize its own profits (even at the expense of profits for the whole system) 
· No channel member has much control over other members
· Conventional distribution channels = lack leadership & power
· Vertical Marketing System (VMS): distribution channel structure in which producers, wholesalers, and retailers act as a unified system  1 channel member owns the others, has contracts with them, or has so much power that they must all cooperate 
· Vertical marketing systems = provide leadership
· 3 Major VMS:
1. Corporate
2. Contractual
3. Administered 


1) CORPORATE VMS 
· Corporate VMS: a vertical marketing system that combines successive stages of production & distribution under single ownership  channel leadership is established through common ownership 
· Ex. Italian eyewear maker Luxottica produces famous eyewear brands (Ray Ban, Ralph Lauren, D&G)…it then sells these brands through 2 of the largest optical chains (lens crafters & sunglass hut) which it also owns
2) CONTRACTUAL VMS
· Contractual VMS: a vertical marketing system in which independent firms at diff levels of production & distribution join together through contracts to obtain more economies or sales impact than they could achieve alone 
· Channel members coordinate their activities & manage conflict through contractual agreements 
· Franchise Org: a contractual vertical marketing system, in which a channel member (“franchisor”), links several stages in the production-distribution process 
· Fastest growing retail form in Canada  growing 20% since 1993
· 3 Type of Franchises:
1. Manufacturer-Sponsored Retailer Franchise System 
2. Manufacturer-Sponsored Wholesaler Franchise System
3. Service-firm Sponsored Retailer Franchise System
3) ADMINISTERED VMS
· Administered VMS: a vertical marketing system that coordinates successive stages of production & distribution, not through common ownership or contractual ties, but through the size & power of 1 of the parties 
· Manufacturers of a top brand can obtain strong trade cooperation & support from resellers
· Ex. Kraft can command unusual cooperation from its resellers regarding displays/shelf space/promos/price policies 
· Ex. large retailers (Wal-Mart) can exert strong influence on the manufacturers that supply the products they sell 
Horizontal Marketing Systems
· Horizontal Marketing Systems: a channel arrangement in which 2/more companies at one level join together to follow a new marketing opportunity 
· By working together, companies can combine their financial/production/marketing resources to accomplish more 
· Companies may join forces with competitors/non-competitors, work with each other on temporary/permanent basis, or may create a separate company 
· Ex. McDonald’s places express versions of itself in Wal-Mart stores & it recently joined forced with Sinopec (china’s gas retailer) to place drive thru’s at its 31,000 gas stations 


Multichannel Distribution Systems 
· Multichannel Distribution Systems (hybrid marketing channels): a distribution system in which a single firm sets up 2/more marketing channels to reach 1/more customer segments 
· DIAGRAM PG. 399
· ADVANATAGES: with each new channel, the company expands its sales and market coverage & gains opportunities to tailor its products & services to specific needs fo diverse customer segments 
· DISADVANATAGE: multichannel systems = hard to control & create conflict as more channels compete for customers & sales 
· These days, almost every large/small company distributes through multiple channels
· Ex. John Deere sells its lawn mowers through several channels  John Deere retailers, Home Depot stores, and online 
Changing Channel Organization
· Changes in technology & growth of direct and online marketing = having a profound impact on the nature/design of marketing channels 
· Disintermediation: cutting out of marketing channel intermediaries by product/service producers, or the displacement of traditional resellers by radial new types of intermediaries 	
· Ex. Air Canada is selling directly to its final buyers & cutting travel agents  consumers can now buy tickets online! 
· Buying music online is threatening music stores to go out of business
· Traditional intermediaries must continue to innovate to avoid being swept aside  ex. blockbuster now has its own online DVD rental service to keep up with Netflix, but both face competition from digital video distribution in the form  of digital downloads & video on demand 
· To remain competitive, product & services producers must develop new channel opportunities (ex. internet)… but this may bring them into direct competition with their established channels = conflict 
· To avoid disintermediation problems, Black & Decker’s website provides info about its products, but you cant buy product’s online  it refers you to resellers’ websites & stores
Channel Design Decisions 
· Struggle b/n what’s ideal & what’s practical 
· In a smaller market, firms may sell directly to retailers…in a larger market it may sell through distributors, etc.  channel systems evolve to meet market opportunities & conditions 
· For maximum effectiveness, channel analysis & decision-making is purposeful
· Marketing Channel Design: designing effective marketing channels by analyzing consumer needs, setting channel objectives, identifying major channel alternative, and evaluating them 

 1) Analyzing Consumer Needs
· Designing the marketing channel BEGINS with finding out what consumers want from the channel? 
· Eg. Do they want to buy from near-by locations or travel to centralized location? By in person, online or by phone? Add on services? 
· The faster the delivery, the greater the assortment provided and more add-on services= greater the channels service level
· HOWEVER, company may not have the resources or skills needed for desired channel
· Need to balance costs with consumer preferences Consumers will accept lower service levels for lower prices 

2) Setting Channel Objectives 
· Goal= minimize total channel costs of meeting customer service requirements  within each consumer segment 
· Objectives are influenced by: 
a) Nature of company and products
b) Intermediaries
· Eg. Companies selling perishable goods may need more direct marketing to avoid delays (food may go bad if it doesn’t get to consumers fast enough) Therefore, intermediaries are avoided 
c) Competitors
· Some companies  want to compete in the SAME outlets as that carry competitors’ products  OR companies may AVOID these channels
d) Environmental factors 
· Economic conditions and legal constraints 
3) Identifying Major Alternatives 
· Types of intermediaries: 
· Eg. Selling direct to final consumers through phone and internet marketing or a direct sales force= NO INTERMEDIARIES
· Sell indirectly through retailers or “value added resellers” (independent distributers) = INTERMEDIARIES
· Benefits of intermediaries: reach more and diff kinds of buyers 
· Drawbacks: difficult to control and manage 
· Direct and indirect will compete for same customers 
· Number of marketing intermediaries:
· Strategies?
· Intensive distribution: stocking the product in as many outlets as possible …. Products must be available when and where consumers want them (eg. Tooth paste, candy, Kraft, Coca Cola)
· Maximum brand exposure and consumer convenience 
· Exclusive distribution: giving a limited amount of dealers an exclusive right to distribute the company’s products in their territories 
· Luxury goods (Rolex watches, women’s apparel, cars) 
· Enhances the brand’s image and allows for higher markups 
· Selective distribution: the use of one but fewer than  all of the intermediaries who are willing to carry the company’s products 
· Eg. Tv, home appliances and furniture
· Gives producers good market coverage with more control and less cost than intensive
· Producers can expect better than average selling efforts
· Responsibilities of Chanel Members: 
· Producer and intermediaries should agree on terms and responsibilities of each channel member 
· Eg. price policies, conditions of sale, territorial rights, and specific services 
4) Evaluating the Major Alternatives 
· Each alternative should be evaluated against:
· Economic criteria
· Likely sales, costs and profitability of diff channels options
· Investments? Returns?
· Control
· Some intermediaries might be more controlling than others 
· Company prefers to keep as much control as possible
· Adaptive criteria
· Flexible channels so it can adapt to environmental changes that will occur in the long run 
5) Designing International Distribution Channels 
· Channel systems can change from country to country 
· Thus, marketers must adapt their channel strategies to existing structures in each country
· Distribution systems in developing countries can be scattered, inefficient, lacking 
· Government regulation can restrict how a company distributes products
· Eg. Chinese gov banned door-to-door selling, so Avon had to abandon its traditional direct-marketing approach and sell through retail shops 

CHANNEL MANAGEMENT DECISIONS 

· Marketing channel management: selecting, managing and motivating individual channel members and evaluating their performance over time 

Selecting Channel Members 
· Producers select channel members based on a number of factors:
· Years in business
· Other lines carried
· Growth and profit record 
· Cooperativeness 
· Reputation 
· Producers vary in their ability to attract qualified marketing intermediaries 
· Some have NO trouble, while others have difficulty finding a channel to carry their product 

Managing and Motivating Channel Members 
· Once channel members are selected, they must be continioully monitored and motivated to do their best
· Company must not only sell through the intermediaries, but to and with them
· Practice strong partner relationship management (PRM)= long term partnerships = VALUE DELIVERY SYSTEM 
· Focus on cohesive system
· PRM and supply chain management software help recruit, train, organize, manage, motivate and evaluate relationships with  channel partners 

Evaluating Channel Members
· Evaluate based on:
· Sales quota,
· Average inventory levels
· Customer delivery time
· Treatment of damaged and lost goods
· Cooperation in training programs
· Customer service 
· Recognize and reward high performing intermediaries  
· OR replace/ ASSIST poor performing intermediaries manufactures need to be sensitive to dealers
PUBLIC POLICY AND DISTRIBUTION DECISIONS 
1) Exclusive dealing: seller requires that dealers do NOT handle competitors’ products 
· Exclusive distribution: seller allows only certain outlets to carry its products
· LEGAL as long as they do not substantially lessen competition or create a monopoly…. Both parties must enter into an agreement 
2) Exclusive territories: producer agrees not to sell to others in a given area, OR buyer may agree to sell only in its own territory (LEGAL)
· Illegal-  IF producer tries to keep a dealer from selling outside its territory 
3) Tying agreements: producers of a strong brand will sell to dealers only if they take some or ALL of the rest of the line- full-line forcing =channel conflict 
4) Dealers rights: producers are free to select their dealers but restricted when it comes to termination ….. producers can NOT drop dealers if they refuse to cooperate with an exclusive dealing or tying agreement … there must be a CAUSE  for termination 
5) Sources of supply: over sea suppliers=cheaper  leads to loss of jobs in Canada’s manufacturing sector or controversy (producers use suppliers that pay low wages=sweatshops) …. Few people want to wear high quality luxurious apparel that are made by people in sweatshops 
MARKETING LOGISTICS AND SUPPLY CHAIN MANAGEMENT 
· Marketing logistics: a.k.a physical distribution – involves planning, implementing, and controlling the physical flow of goods, services and other info from origin to consumption to meet consumer requirement at  a profit 
· Right product to right customers at right time and place
· INVOLVES:
· Customer-centered logistics
· Outbound distribution – moving products from factory to resellers to customers 
· Inbound distribution- moving products from suppliers to factory
· Reverse distribution- moving broken, unwanted or excess products returned by customers/resellers 
· Supply chain management: managing upstream and downstream value-added flows of material, final goods etc. among suppliers, resellers, and final customers 
· Why are companies placing greater emphasis on logistics?
· Gain competitive advantage by giving customers better service or lower prices
· Cost savings to company and customers (due to elimination of shipping costs) 
· Increased Product variety= improved need for logistics management 
· Improvement in information technology= lets companies quickly manage flow of goods through supply chain 
· Green supply chain  eliminating transportation, warehousing, packaging etc. by adapting supply chain management help to decrease a company’s environmental footprint 
GOALS of the Logistics System
· NO logistics system can both maximize customer service and minimize distribution costs 
· GOAL= provide a targeted level of customer service at the least cost 
· Customer service level depends on the desired service level for each segment 
· MAXAMIZE PROFITS, NOT SALES (weigh higher levels of services against costs)
Major Logistics Functions
	WAREHOUSING
	INVENTORY MANAGEMENT

	TRANSPORTATION
	LOGISTICS INFORMATION MANAGEMENT


1) Warehousing
· Companies must store goods while they wait to be sold
· Company must decide on how many and what types of warehouses it needs and where they will be located 
· Use storage warehouses OR distribution centers
· Distribution centers: designed to move goods rather than just store them…. 
· Automated and large receive goods, take orders and deliver them to customers  
2) Inventory management
· Managers must maintain a balance b/w carrying too much inventory and too little
· Just-in-time logistics retailers carry only small inventories (enough for a few days), new tock arrives when needed rather than being stored
· Require accurate forecasting and flexible delivery (supplies must be available when needed) 
· RFIDknow where a product is located at any time
· It is a transmitter chip that is inserted into every product
· Smart shelves places an order automatically with suppliers 
3) Transportation
· Five transportation modes: 
· Truck
· Rail
· Water
· Pipeline
· Air
· Internet
· Affects the pricing, delivery and condition of goods when they arrive 
· Intermodal transportation: combining 2 or modes of transportation=increasingly being used!
· Piggyback- rail and track 
· Flashyback- water and truck
· Airtrack- air and truck 
4) Logistics information management 
· Channel partners often link up to share information 
· Manage the flow of customer transactions, billing, shipping and inventory levels
· Electronic data interchange (EDI) – computerized exchange of data b/w organizations 
· Suppliers might actually be asked to generate orders and arrange delivery for their customers 
· VMI- vendor managed inventory OR (continuous inventory replenishment)
· Customer shares real time data on sales and current inventory levels with the supplier, then the supplier takes full responsibility for managing inventory and delivery (costs too) 
Cross-Functional Teamwork Inside the Company 
· Because distribution activities (customer service-delivery, inventory) involve strong trade-offs, decision by different functions (warehousing, transportation etc.) must be coordinated 
· Integrated logistics management: recognition that providing customer service and decreasing distribution costs requires teamwork internally and externally 
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