Chapter 12 Marketing Channels Delivering Customer Value
· Marketing channels and their functions
· How channel members interact and how they organize to perform the work of the channel
· Major channel alternatives open to a company
· How companies select motivate and evaluate channel members
· The nature and importance of marketing logistics and integrated supply chain management
Case with Enterprise tapping in the car rental market over Avis and Hertz
Supply Chains and the Value Delivery Network
· Value delivery network
· The network made up of the company, suppliers, distributors and ultimately customers who “partner” with each other to improve the performance of the entire system in delivering customer value
· Focus on upstream and downstream partners – supply chain being firms supplying raw materials, components and then those that look toward the customer i.e. wholesalers and resellers
· Better concept: demand chain suggesting a sense and respond view of the market
· Technology allows for better transactions between the network
· 4 major questions:
· What is the nature of marketing channels and why are they important?
· How do channel firms interact and organize to do the work of the channel
· What problems do companies face in designing and managing their channels
· What role do physical distribution and supply chain management play in attracting and satisfying customers?
Nature and Importance of Marketing Channels
· Marketing channels
· A set of interdependent organizations that help make a product or service available for use or consumption by the consumer or business user
· Channel decisions affect every other marketing decision such as price, products, promotions
· Many companies use imaginative distribution systems to gain a competitive advantage
· Fed Ex, Enterprise and off-airport offices, Amazon online
· Often involve long-term commitment to other firms since they set up contracts

· How Channel Members Add Value
· Producers use intermediaries to create greater efficiency in making goods available to target markets
· Can provide economies
· Reduce the amount of work that must be done by both producers and consumers
· Economic system’s POV – role of intermediaries is to transform the assortment of products made by producers into the assortment wanted by the consumers.
· i.e. Unilever has soap. Shoppers Drug Mart buys a lot. Consumers can buy soap and other items.
· Channel members bridge the major time, place and possession gaps that separate goods and services from those who would use them.
· Help complete transactions
· Information – gather market research about actors and forces needed for planning
· Promotion – developing and spreading communication about an offer
· Contact – find prospective buyers
· Matching – shaping and fitting the offer to the buyer’s needs
· Negotiation – reaching an agreement on price 
· Others help to fulfill the completed transactions
· Physical distribution – transporting and storage
· Financing – acquiring and using funds to cover the costs of the channel work
· Risk taking – assuming the risks of carrying out the channel work
· Environmental sustainability achievement 

· Number of Channel Levels
· Channel level
· Layer of intermediaries that perform some work in bringing the product and its ownership closer to the final buyer
· Producer and final consumer are part of every channel
· Number of channels indicates the length of a channel
· Direct marketing channel – no intermediaries
· Indirect marketing channel – one or more intermediary levels
· Greater number of levels means less control and greater channel complexity
· All channels are connected by flows – physical flow of products, flow of ownership, the payment flow, the information flow and the promotion flow.
Channel Behaviour and Organization
Channel Behaviour
· Each channel depends on each other for their good. (dealer -> consumer, dealer->supplier)
· To cooperate to achieve overall channel goals sometimes means giving up individual company goals
· They often act alone in their own short-run best interest and disagree about who should do what and for what rewards causing channel conflict
· Horizontal conflict – occurs among firms at the same level of the channel (i.e. Holiday Inn franchises complaining about other Holiday Inn doing a bad job)
· Vertical conflict – occurs between different levels of the same channel and is more common. (Goodyear with its independent dealer channel when it started selling through mass-merchant retailers)
· Some conflict can result in healthy competition, but not too much as seen with Goodyear
Vertical Marketing Systems
· Channel will perform better if it includes a firm, agency or mechanism that provides leadership and has the power to assign roles and manage conflict
· Conventional distributional channels lack the leadership and power, often resulting in damaging conflict and poor performance. Vertical marketing systems have helped.
· Conventional distribution channel – channel consisting of one or more independent producers, wholesalers, and retailers, each to a separate business seeking to maximize its own profits, even at the expense of profits for the system as a whole
· Vertical marketing system – distribution channel structure in which producers, wholesalers and retailers act as a unified system. One channel member owns the others, has contracts with them, or has so much power that they must all cooperate i.e. Forzani Group
· 3 types of VMS:
· Corporate VMS
· Combines successive stages of production and distribution under single ownership – channel leadership is established through common ownership
· i.e. Zara owning everything from its entire supply chain and distribution chain.
· Contractual VMS
· Independent firms at different levels of production and distribution join together though contracts to obtain more economies or sales impact than they could achieve alone
· Franchise organization – most common type of contractual relationship where a channel member, called a franchisor links several stages in the production-distribution process. 
· 3 types:
· Manufacturer-sponsored retailer franchise system – i.e. Ford and its independent franchised dealers
· Manufacturer-sponsored wholesaler franchise system – i.e. Coca-Cola licenses bottlers who buy the syrup concentrate and bottle and sell.
· Service-firm-sponsored retailer franchise system – found in auto-rental business, fast-food service, motel and health care business.
· Many people cannot see the difference between corporate and contractual. Therefore, both are good
· Administered VMS
· Coordinates successive stages of production and distribution, not through common ownership or contractual ties but through the size and power of one of the parties
· i.e. P&G has a say in where retailers place their products because they’re strong
Horizontal Marketing Systems
· Channel arrangement in which two or more companies at one level join together to follow a new marketing opportunity
· i.e. McDonalds at Wal-Marts – both win
Multichannel Distribution Systems
· Distribution system where a single firm sets up two or more marketing channels to reach one or more customer segments
· Also called hybrid marketing channel
· Many advantages to companies facing large and complex markets:
· Company expands its sales and market coverage and gains opportunities to tailor its products and services to the specific needs of the diverse customer segments
· Disadvantage: harder to control and generate conflict as more channels compete for customers and sales
Changing Channel Organization
· Disintermediation – cutting out of marketing channel intermediaries by product or service producers, or the displacement of traditional resellers by radical new types of intermediaries. 
· i.e. Air Canada cutting out travel agents
· Presents opportunities and problems for producers and resellers:
· Channel innovators can sweep aside traditional resellers and reap rewards
· Traditional intermediaries must continue to innovate to avoid being swept aside
· To remain competitive, product and service producers must develop new channel opportunities i.e. internet and other direct channels
· This normally causes conflict with their established channels
· One way to solve the problem is e-marketing but relaying people to stores to buy stuff and not from themselves directly
Channel Design Decisions
· Ideal vs practical
· Convincing intermediaries to handle their line
· Small markets -> directly to retailers; larger markets -> distributors, parts of a country-> available outlets
· Marketing channel design – designing effective marketing channels by analyzing consumer needs, setting channel objectives, identifying major channel alternatives and evaluating them

· Analyzing Consumer Needs
· Marketing channels are part of the consumer-value delivery network where every channel member and level adds value for the customer. 
· How do consumers want to buy from the channel?
· Company must balance consumer needs against feasibility and costs of meeting the needs and against customer price preferences. 

· Setting Channel Objectives
· Companies should state their marketing channel objectives in terms of targeted levels of customer service
· Influenced by the nature of the company, its products, its marketing intermediaries, its competitors and the environment. 
· i.e. size and financial situation 
· what it sells and what approach it should take i.e. selling perishable products directly to get rid of delays
· Sometimes a company may want to compete in or near the same outlets that carry competitors’ products. Other times, they may avoid the channels used by competitors. 
· Environmental factors such as economic conditions and legal constraints may affect channel objectives and design. 

· Identifying Major Alternatives
· Types of intermediaries
· Directly? Indirectly? 
· Use of many types of resellers provides both benefits and drawbacks
· Can reach more and different kinds of buyers but it will be more difficult to manage and control
· Competition of direct and indirect channels for customers
· Number of intermediaries
· Intensive distribution – strategy of stocking the product in as many outlets as possible i.e. Kraft and Coca Cola
· Exclusive distribution – the producer gives only a limited number of dealers the exclusive right to distribute its products in their territories i.e. luxury automobiles , Rolex watches
· Helps gain stronger dealer selling support and more control over dealer prices, promotion and services. It also enhances the brand’s image and allows for higher mark-ups. 
· Selective distribution – the use of more than one but fewer than all of the intermediaries who are willing to carry the company’s products.  i.e. General Electric and their major appliances
· Can develop good working relationships with selected channel members and expect a better-than –average selling effort. It gives producers good market coverage with more control and less cost than with intensive distribution.



· Responsibilities of each channel members
· Producer and intermediaries need to agree on the terms and responsibilities of each channel member including price policies, conditions of sale, territorial rights and specific services.
· Mutual services and duties need to be specified especially in franchise and exclusive distribution channels.

· Evaluating the Major Alternatives
· Economic criteria – company compares the likely sales, costs, and profitability of different channel alternatives
· Control issues – how much power are you giving over?
· Adaptive criteria – channels want long term commitments, meanwhile companies generally want a flexible channel to adapt to environmental changes.  

· Designing International Distribution Channels
· Global marketers must usually adapt their channel strategies to the existing structures within each country
· Some markets, the distribution system is complex and hard to penetrate, consisting of many layers and large numbers of intermediaries. 
· Other extreme -> distribution systems in developing countries may be scattered, inefficient or even lacking. 
· Government regulation can greatly restrict how a company distributes products in global markets.

Channel Management Decisions
· Marketing channel management – selecting, managing and motivating individual channel members and evaluating their performance over time

· Selecting Channel Members
· When selecting intermediaries, the company should determine what characteristics distinguish the better ones
· They want to evaluate each channel member’s years in business, other lines carried, growth and profit record, cooperativeness and reputation.
· If sales agents that  number and character of other lines carried, and size and quality of the sales force
· If retail store that wants exclusive or selective distribution  store’s customers, location and future growth potential.

· Managing and Motivating Channel Members
· Companies should sell through, to and with the intermediaries
· Companies practice strong partner relationship management to forge long-term partnerships with channel members, creating a value delivery system that meets the needs of both the company and its marketing partners. 
· While managing the channels, the company must convince distributors that they can succeed by working together as a cohesive value delivery system (i.e. Samsung giving perks to resellers that do well)
· Companies now use PRM systems to coordinate their whole-channel marketing efforts just like there are CRM software systems.
· Used to help recruit, train, organize, manage, motivate and evaluate relationships

· Evaluating Channel Members
· Producer must regularly check channel member performance against standards  such as sales quotas, average inventory levels, customer delivery time, treatment of damaged and lost goods, cooperation in company promotion and training programs and services to the customer
· Public Policy and Distribution Decisions
· Fulfillment Practices, the Canadian Marketing Association’s Code of Ethics covers some ethical issues
· i.e. goods being shipped within 30 days of the receipt of an order (or stated time)
· American Marketing Association’s Code of Ethics puts in to question practices around these issues:
· Exclusive dealing – When sellers do not allow the dealer to handle other competitors’ products 
· Legal as long as they do not substantially lessen competition or create a monopoly and as long as both parties enter into the agreement voluntarily
· Exclusive territories – Producer agrees not to sell to other dealers in a given area or to only sell in its own territory. 
· First practice is normal under franchise systems as a way to increase dealer enthusiasm. The second practice where the producer tries to keep a dealer from selling outside its territory, has become a major legal issue
· Tying agreements – producers of a strong brand sometimes sell to dealers only if they will take some or all of the rest of the line (full-line forcing).
· Not illegal but causes considerable channel conflict
· Dealers’ Rights – producers are free to select their dealers but their right to terminate dealers is somewhat restricted. 
· Sellers can drop dealers “for cause” but cannot for reasons such as refusing to cooperate in a questionable legal arrangement (exclusive dealing or tying agreements)
· Sources of supply – outsourcing due to price competition
· Ethical issues
Marketing Logistics and Supply Chain Management
· Nature and Importance of Marketing Logistics
· Marketing Logistics (physical distribution) – planning, implementing and controlling the physical flow of materials, final goods and related information from points of origin to points of consumption ot meet customer requirements at a profit. 
· Past  products at the plant and tried to find low-cost solutions to get them to customers
· Present  customer centred logistics thinking, starting with the marketplace and working back to the factory. 
· Includes outbound distribution (moving products from the factory to resellers and to customers) and inbound distribution (moving products and materials from suppliers to the factory) and reverse distribution (moving broken, unwanted or excess products returned from consumers or resellers)
· Includes the whole supply chain management
· Managing upstream and downstream value-added flows of materials, final goods and related information among suppliers, the company, resellers and final consumers.
· Greater emphasis on logistics because:
· Companies gain a powerful competitive advantage by using improved logistics to give customers better service or lower prices
· Improved logistics can yield tremendous cost savings to the company and customers
· The explosion in product variety has created a need for improved logistics management
· Improvements in information technology have created opportunities for major gains in distribution efficiency
· Logistics affects the environment and a firm’s environmental sustainability efforts
· i.e. green supply chain
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· Goals of the Logistics System
· No logistics can both maximize customer service and minimize distribution costs
· Goal should be to provide a targeted level of customer service at the least cost.
· Objective is to maximize profits, not sales so the company must weigh the benefits of providing higher levels of service against the costs

· Major Logistics Functions
· Major logistic functions include warehousing, inventory management, transportation and logistics information management
· Warehousing
· Companies must store their goods while they wait to be sold
· Must decide on how many and what types of warehouses it needs and where they will be located
· May use either storage warehouses or distribution centres
· Distribution centres – large, highly automated warehouse designed to receive to receive goods from various plants and suppliers, take orders, fill them efficiently and deliver goods to customers as quickly as possible i.e. Walmart
· Places now have computer controlled systems to handle stuff

· Inventory Management
· Must maintain a balance between carrying too little inventory and too much
· Must balance the costs of carrying large inventories against resulting sales and profits
· Use of just-in-time logistics systems
· New stock arrives exactly when needed. It requires accurate forecasting along with fast, frequent and flexible delivery so that new supplies will be available when needed. 
· RFID technology to handle inventory
· 
· Transportation
· 5 main transportation modes: truck, rail, water, pipeline and air – also internet
· Intermodal transportation – combining two or more modes of transportation

· Logistics Information Management
· Information flows such as customer transactions, billing, shipment and inventory levels, and customer data are closely linked to channel performance
· Sharing takes place through traditional or internet based electronic data interchange
· Vendor-managed inventory (VMI) systems or continuous inventory replenishment systems are set up with retailers and suppliers sometimes so suppliers constantly know when to ship out stuff

· Cross-Functional Teamwork Inside the Company
· Decisions by different teams must coordinate to achieve better overall logistics performance
· Goal of integrated supply chain management is to harmonize all of the company’s logistics decisions
· Companies can employ sophisticated, system-wide supply chain management software.
