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1.01.0 AIMS AND OBJECTIVESAIMS AND OBJECTIVES

This  unit  introduces,  an  important  part  of  marketing  management,This  unit  introduces,  an  important  part  of  marketing  management,
physical distribution. After completing this unit, you will be able to:physical distribution. After completing this unit, you will be able to:

oo define  business  logistics,  physical  distribution  anddefine  business  logistics,  physical  distribution  and
physical supplyphysical supply

oo explain  the  nature  and  importance  of  physicalexplain  the  nature  and  importance  of  physical
distributiondistribution

oo state  the  mission  and  objectives  of  physicalstate  the  mission  and  objectives  of  physical
distributiondistribution

oo describe the evolution of logistics managementdescribe the evolution of logistics management
oo understand logistics' place in the firm.understand logistics' place in the firm.
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1.11.1  INTRODUCTION INTRODUCTION

In order to deliver value satisfaction to target consumers it is not onlyIn order to deliver value satisfaction to target consumers it is not only
sufficient to properly price the product and sell it but it is also necessarysufficient to properly price the product and sell it but it is also necessary
to physically move it to the place of consumption at the time required byto physically move it to the place of consumption at the time required by
consumers. Economists refer to this function as the "creation of place andconsumers. Economists refer to this function as the "creation of place and
time utilities". Unless this function is performed, a product fails to fulfilltime utilities". Unless this function is performed, a product fails to fulfill
its  mission not withstanding meticulous planning of product and otherits  mission not withstanding meticulous planning of product and other
marketing  inputs.   In  marketing,  the  functions  involved  in  physicallymarketing  inputs.   In  marketing,  the  functions  involved  in  physically
moving products are collectively referred to as "physical distribution."moving products are collectively referred to as "physical distribution."

Physical  distribution  is  also  referred  to  as  "marketing  or  businessPhysical  distribution  is  also  referred  to  as  "marketing  or  business
logistics" in business literature. The term logistics is borrowed from thelogistics" in business literature. The term logistics is borrowed from the
military  terminology  where  it  is  used  to  describe  the  process  ofmilitary  terminology  where  it  is  used  to  describe  the  process  of
transporting and supplying troops and equipment so as to have sufficienttransporting and supplying troops and equipment so as to have sufficient
strength to  meet  military  demands.  In  marketing ,  however,  the  termstrength to  meet  military  demands.  In  marketing ,  however,  the  term
logistics has a broader connotation relative to physical distribution. In thelogistics has a broader connotation relative to physical distribution. In the
following topic the meaning of physical distribution and logistics will befollowing topic the meaning of physical distribution and logistics will be
discussed.discussed.
          
1.21.2  MEANING OF PHYSICAL DISTRIBUTION AND LOGISTICS MEANING OF PHYSICAL DISTRIBUTION AND LOGISTICS

A  comprehensive  definition  of  physical  distribution  activities,  calledA  comprehensive  definition  of  physical  distribution  activities,  called
business  logistics,  includes  the  co-ordination  of  the  in  bound and  outbusiness  logistics,  includes  the  co-ordination  of  the  in  bound and  out
bound  activities,  an  emphasis  on  cost-effective  flows,  and  customerbound  activities,  an  emphasis  on  cost-effective  flows,  and  customer
service.service.

Physical  distribution  management  is  organizing  the  movement  andPhysical  distribution  management  is  organizing  the  movement  and
storage of finished goods to the customer. This traditional marketing viewstorage of finished goods to the customer. This traditional marketing view
of physical distribution management looks at only the outbound flow ofof physical distribution management looks at only the outbound flow of
finished  products  from  the  manufacturer  to  the  customer.  It  fails  tofinished  products  from  the  manufacturer  to  the  customer.  It  fails  to
consider activities involving the inbound flow of raw materials and partsconsider activities involving the inbound flow of raw materials and parts
that often have a great impact on the success of the marketing program.that often have a great impact on the success of the marketing program.
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Logistics management, which involves the coordination of the movementLogistics management, which involves the coordination of the movement
and storing of raw materials, parts, and finished goods to achieve a givenand storing of raw materials, parts, and finished goods to achieve a given
service level while minimizing the total logistics cost of the activities. Thisservice level while minimizing the total logistics cost of the activities. This
concept includes both physical  supply and physical  distribution that isconcept includes both physical  supply and physical  distribution that is
both  inbound  and  outbound  activities.  On  practical  level,  there  is  noboth  inbound  and  outbound  activities.  On  practical  level,  there  is  no
consistent use of physical distribution and logistics terms generally, andconsistent use of physical distribution and logistics terms generally, and
many  people  use  them  loosely.  Both  terms-physical  distribution  andmany  people  use  them  loosely.  Both  terms-physical  distribution  and
logistics are used interchangeably in this course material.logistics are used interchangeably in this course material.

Figure 1 shows the relation of physical supply, physical distribution, andFigure 1 shows the relation of physical supply, physical distribution, and
logistics to the operation of a manufacturing firm. This chart shows howlogistics to the operation of a manufacturing firm. This chart shows how
the firm receives its physical  supply in the form of raw materials andthe firm receives its physical  supply in the form of raw materials and
parts from its suppliers, converts these materials and parts in its plant,parts from its suppliers, converts these materials and parts in its plant,
and then provides physical  distribution to  the  finished products  to itsand then provides physical  distribution to  the  finished products  to its
customers.  The concepts  of  physical  supply,  physical  distribution,  andcustomers.  The concepts  of  physical  supply,  physical  distribution,  and
logistics  also  apply  to  non manufacturing firms,  such as  retailers  andlogistics  also  apply  to  non manufacturing firms,  such as  retailers  and
wholesalers, for which the inbound activities include the finished goodswholesalers, for which the inbound activities include the finished goods
that are sold to customers without physical modification.   that are sold to customers without physical modification.   

Figure  1:  Relation  of  physical  distribution  and  logistics  to  aFigure  1:  Relation  of  physical  distribution  and  logistics  to  a
manufacturing firm's operationmanufacturing firm's operation

Check Your Progress Exercise 1Check Your Progress Exercise 1
1.1. What is business logistics?What is business logistics?
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1.31.3 NATURE OF PHYSICAL DISTRIBUTIONNATURE OF PHYSICAL DISTRIBUTION

Physical distribution involves planning, implementing and controlling thePhysical distribution involves planning, implementing and controlling the
physical  flow of  materials  and finished goods from points  of  origin  tophysical  flow of  materials  and finished goods from points  of  origin  to
points of use to meet customer needs at profit.points of use to meet customer needs at profit.

It is basically a distribution activity of physical items. The best physicalIt is basically a distribution activity of physical items. The best physical
distribution methods give us the lowest cost.distribution methods give us the lowest cost.

The traditional distribution system starts from plants. It emphasis on howThe traditional distribution system starts from plants. It emphasis on how
to distribute from plants. The modern physical distribution system, whichto distribute from plants. The modern physical distribution system, which
is known as marketing logistics starts from market place, then to factoryis known as marketing logistics starts from market place, then to factory
to satisfy customers. Thus, the marketing logistics manager's task is toto satisfy customers. Thus, the marketing logistics manager's task is to
coordinate the whole channel of physical distribution system, that is, thecoordinate the whole channel of physical distribution system, that is, the
activities  of  suppliers,  purchasing  agents,  channel  members  andactivities  of  suppliers,  purchasing  agents,  channel  members  and
customers.customers.

1.41.4 THE IMPORTANCE OF PHYSICAL DISTRIBUTIONTHE IMPORTANCE OF PHYSICAL DISTRIBUTION

Physical distribution refers to the activities – order processing, inventoryPhysical distribution refers to the activities – order processing, inventory
management,  materials  handling,  warehousing,  and  transportations  –management,  materials  handling,  warehousing,  and  transportations  –
used to move products from producers to consumers and other end users.used to move products from producers to consumers and other end users.
Planning an efficient physical distribution system is crucial to developingPlanning an efficient physical distribution system is crucial to developing
an effective marketing strategy. Companies that have the right goods inan effective marketing strategy. Companies that have the right goods in
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the right place, at the right time, in the right quantity, and with the rightthe right place, at the right time, in the right quantity, and with the right
support  services  are  able  to  sell  more  than  competitors  that  do  not.support  services  are  able  to  sell  more  than  competitors  that  do  not.
Physical  distribution  is  an  important  element  in  a  marketing  strategyPhysical  distribution  is  an  important  element  in  a  marketing  strategy
because it can decrease costs and increase customer satisfaction. Speedbecause it can decrease costs and increase customer satisfaction. Speed
of  delivery,  service,  and  dependability  are  often  as  important  toof  delivery,  service,  and  dependability  are  often  as  important  to
customers as costs.customers as costs.

Physical distribution deals with physical movement and inventory holdingPhysical distribution deals with physical movement and inventory holding
(storing and tracking inventory until it is needed) both within and among(storing and tracking inventory until it is needed) both within and among
marketing  channel  members.  Often,  one  channel  member  managesmarketing  channel  members.  Often,  one  channel  member  manages
physical distribution for all channel members involved in exchanges. Inphysical distribution for all channel members involved in exchanges. In
fact, there is a trend toward centralization, with one marketing channelfact, there is a trend toward centralization, with one marketing channel
member of the entire chain.member of the entire chain.

Physical distribution systems must meet the needs of the supply chain asPhysical distribution systems must meet the needs of the supply chain as
well as customers. A construction equipment dealer with a low inventorywell as customers. A construction equipment dealer with a low inventory
of replacement parts requires fast, dependable service from componentof replacement parts requires fast, dependable service from component
suppliers when it needs parts not in stock. Even when the demand forsuppliers when it needs parts not in stock. Even when the demand for
products is unpredictable, suppliers must be able to respond quickly toproducts is unpredictable, suppliers must be able to respond quickly to
inventory needs.  In such cases,  the distribution costs may be a minorinventory needs.  In such cases,  the distribution costs may be a minor
consideration  when  compared  with  service,  dependability,  and  timeconsideration  when  compared  with  service,  dependability,  and  time
liness.  liness.  

Companies  are  placing  greater  emphasis  on  physical  distribution  orCompanies  are  placing  greater  emphasis  on  physical  distribution  or
logistics for various reasons. Following are some of the reasons. logistics for various reasons. Following are some of the reasons. 

i)i) Customer service:Customer service: satisfaction becomes the corner stone of satisfaction becomes the corner stone of
marketing strategy in many business and distribution an importantmarketing strategy in many business and distribution an important
customer service element. Distribution is potent tool even to attractcustomer service element. Distribution is potent tool even to attract
customers by reducing cost and by giving better service.customers by reducing cost and by giving better service.

ii)ii) Physical  distribution:Physical  distribution: is  a  major  cost  element  for  most is  a  major  cost  element  for  most
companies. Poor physical distribution makes the company unable tocompanies. Poor physical distribution makes the company unable to
survive.survive.

55



iii)iii) The explosion in product variety:The explosion in product variety: has created a need for has created a need for
improved  physical  distribution  management.  Ordering,  shipping,improved  physical  distribution  management.  Ordering,  shipping,
stocking and controlling of variety of products give a challenge tostocking and controlling of variety of products give a challenge to
physical distribution.physical distribution.

iv)iv) Improvement  in  information  technology:Improvement  in  information  technology: has  created has  created
opportunities for major gain in distribution efficiency. Example, useopportunities for major gain in distribution efficiency. Example, use
of computers.of computers.

1.51.5 THE LOGISTICAL MISSIONTHE LOGISTICAL MISSION

The logistical mission of an enterprise is to develop a system that meetsThe logistical mission of an enterprise is to develop a system that meets
objectives at the lowest possible birr expenditure. The logistical system isobjectives at the lowest possible birr expenditure. The logistical system is
primarily  concerned  with  support  of  manufacturing  and  marketingprimarily  concerned  with  support  of  manufacturing  and  marketing
operations. At the policy level, the critical question is to determine theoperations. At the policy level, the critical question is to determine the
associated cost of  logistical  operations.  Thus,  the planning of  logisticsassociated cost of  logistical  operations.  Thus,  the planning of  logistics
involves two policy considerations: (1) service performance, and (2) totalinvolves two policy considerations: (1) service performance, and (2) total
cost expenditure.cost expenditure.

The  logistical  performance  is  measured  with  respect  to  availability,The  logistical  performance  is  measured  with  respect  to  availability,
capability,  and  quality.  Availability  concerns  the  system's  capacity  tocapability,  and  quality.  Availability  concerns  the  system's  capacity  to
consistently  satisfy  material  or  product  requirements.  As  such,consistently  satisfy  material  or  product  requirements.  As  such,
availability deals with inventory level. As a general rule, the lower theavailability deals with inventory level. As a general rule, the lower the
frequence of planned stock outs, the greater the investment in averagefrequence of planned stock outs, the greater the investment in average
inventory.  inventory.  

Capability  of  logistical  performance  refers  to  the  elapsed  time  fromCapability  of  logistical  performance  refers  to  the  elapsed  time  from
receipt of an order to inventory delivery. Performance capability consistsreceipt of an order to inventory delivery. Performance capability consists
of the speed of delivery and consistency. Naturally,  all  firms desire toof the speed of delivery and consistency. Naturally,  all  firms desire to
provide customers fast delivery. However, rapid delivery is of little valueprovide customers fast delivery. However, rapid delivery is of little value
unless it is consistently achieved. It may hinder a firm to promise secondunless it is consistently achieved. It may hinder a firm to promise second
day delivery  if  in  actual  performance the  standard is  achieved only  aday  delivery  if  in  actual  performance the  standard is  achieved only  a

66



small  percentage of the time. An enterprise on the receiving end of asmall  percentage of the time. An enterprise on the receiving end of a
logistical system typically values consistency over speed of service. logistical system typically values consistency over speed of service. 

Performance  quality  relates  to  how  well  the  overall  logistical  task  isPerformance  quality  relates  to  how  well  the  overall  logistical  task  is
completed with respect to damage, correct type items, and resolution ofcompleted with respect to damage, correct type items, and resolution of
unexpected problems. There is no point in speedy delivery of a damagedunexpected problems. There is no point in speedy delivery of a damaged
product. product. 

Quality relates to the maintenance of low error rates and a respectedQuality relates to the maintenance of low error rates and a respected
track record for resolving problems.  Performance standards should betrack record for resolving problems.  Performance standards should be
established on a selective basis.  Some products are more critical thanestablished on a selective basis.  Some products are more critical than
others  because  of  their  importance  to  the  purchaser  and  theirothers  because  of  their  importance  to  the  purchaser  and  their
profitability.profitability.

The level of total cost has a direct relationship to the customer serviceThe level of total cost has a direct relationship to the customer service
policy. The simultaneous attainment of high availability, capability, andpolicy. The simultaneous attainment of high availability, capability, and
quality  is  expensive.  The  higher  each  of  these  aspects  of  totalquality  is  expensive.  The  higher  each  of  these  aspects  of  total
performance, the greater the cost of logistical operations.performance, the greater the cost of logistical operations.

The mission of the logistician is to get the right goods or services to theThe mission of the logistician is to get the right goods or services to the
right place, at the right time, and in the desired condition at the lowestright place, at the right time, and in the desired condition at the lowest
possible cost.possible cost.

1.61.6 THE PHYSICAL DISTRIBUTION OBJECTIVETHE PHYSICAL DISTRIBUTION OBJECTIVE

From the viewpoint of logistical system design and administration, a firmFrom the viewpoint of logistical system design and administration, a firm
must establish objectives and control several different operational areas.must establish objectives and control several different operational areas.
For  most  companies,  the  main  objectives  of  physical  distribution  areFor  most  companies,  the  main  objectives  of  physical  distribution  are
decreasing costs and transit time while increasing customer service. Indecreasing costs and transit time while increasing customer service. In
the following paragraphs these two main objectives will be discussed.the following paragraphs these two main objectives will be discussed.

a)a) Meeting Customer Service StandardsMeeting Customer Service Standards
All organizations strive to satisfy customer needs and wants through a setAll organizations strive to satisfy customer needs and wants through a set
of activities known collectively as customer service. The level and qualityof activities known collectively as customer service. The level and quality
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of service that a firm's management aims to provide for its customersof service that a firm's management aims to provide for its customers
comprise the organization's customer service standards. Many companiescomprise the organization's customer service standards. Many companies
claim  that  customer  service  is  their  top  priority,  and  clearly,  withoutclaim  that  customer  service  is  their  top  priority,  and  clearly,  without
customers there would be no sales or profits-service may therefore be ascustomers there would be no sales or profits-service may therefore be as
important in attracting customers and building sales, as are the cost andimportant in attracting customers and building sales, as are the cost and
quality of the organizations product.quality of the organizations product.

Customers require a variety of services. At the most basic level, they needCustomers require a variety of services. At the most basic level, they need
fair prices, acceptable product quality, and dependable deliveries. In thefair prices, acceptable product quality, and dependable deliveries. In the
physical  distribution  area,  availability,  timeliness,  and  quality  arephysical  distribution  area,  availability,  timeliness,  and  quality  are
important  dimensions  of  customer  service  and  frequently  determineimportant  dimensions  of  customer  service  and  frequently  determine
whether customers are satisfied with a supplier.whether customers are satisfied with a supplier.

Customers  seeking  a  higher  level  of  customer  service  may  also  wantCustomers  seeking  a  higher  level  of  customer  service  may  also  want
sizable inventories, efficient order processing, availability of emergencysizable inventories, efficient order processing, availability of emergency
shipments, progress reports, post-sale services, prompt replacement ofshipments, progress reports, post-sale services, prompt replacement of
defective  items,  and  warranties.  Customers'  inventory  requirementsdefective  items,  and  warranties.  Customers'  inventory  requirements
influence the expected level of physical distribution service.influence the expected level of physical distribution service.

Many  companies  guarantee  service  performance  to  win  customers-Many  companies  guarantee  service  performance  to  win  customers-
services  are  provided  most  effectively  when  service  standards  areservices  are  provided  most  effectively  when  service  standards  are
developed and stated in measurable terms.developed and stated in measurable terms.

b)b)  Reducing Total Distribution Costs Reducing Total Distribution Costs
Although  physical  distribution  managers  try  to  minimize  the  costsAlthough  physical  distribution  managers  try  to  minimize  the  costs
associated  with  order  processing,  inventory  management,  materialsassociated  with  order  processing,  inventory  management,  materials
handling, warehousing, and transportation, decreasing costs in one areahandling, warehousing, and transportation, decreasing costs in one area
often raises them in another because physical distribution costs interactoften raises them in another because physical distribution costs interact
often in an inverse way.often in an inverse way.

The total cost approach involves analyzing the costs of all  distributionThe total cost approach involves analyzing the costs of all  distribution
alternatives, even those considered too impractical or expense. Total costalternatives, even those considered too impractical or expense. Total cost
analyses  and  weigh  inventory  levels  against  warehousing  expenses,analyses  and  weigh  inventory  levels  against  warehousing  expenses,
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materials  costs  against  various  modes  of  transportation,  and  allmaterials  costs  against  various  modes  of  transportation,  and  all
distribution  costs  against  customer  service  standards.  In  many  cases,distribution  costs  against  customer  service  standards.  In  many  cases,
accounting procedures and statistical methods are used to figure totalaccounting procedures and statistical methods are used to figure total
costs.  Where  hundreds  of  combinations  of  distribution  variables  arecosts.  Where  hundreds  of  combinations  of  distribution  variables  are
possible, computer simulations are helpful.possible, computer simulations are helpful.

Distribution managers must be sensitive to the issue of cost trade-offs.Distribution managers must be sensitive to the issue of cost trade-offs.
Higher  costs  in  one  function  area  of  a  distribution  system  may  beHigher  costs  in  one  function  area  of  a  distribution  system  may  be
necessary to achieve lower costs in another.necessary to achieve lower costs in another.

Although  management  sometimes  overlooks  the  importance  of  theseAlthough  management  sometimes  overlooks  the  importance  of  these
activities,  efficient  order  processing  facilities  products  flow.activities,  efficient  order  processing  facilities  products  flow.
Computerized order processing provides a database for all supply chainComputerized order processing provides a database for all supply chain
members to  increase their  productivity.  When carried out  quickly  andmembers to  increase their  productivity.  When carried out  quickly  and
accurately,  order  processing  contributes  to  customer  satisfaction,accurately,  order  processing  contributes  to  customer  satisfaction,
decreased costs and cycle time, and increased profits.decreased costs and cycle time, and increased profits.

Order  handling involves several  tasks.  Once an order is  entered,  it  isOrder  handling involves several  tasks.  Once an order is  entered,  it  is
transmitted to the warehouse, where product availability is verified, andtransmitted to the warehouse, where product availability is verified, and
to  the  credit  department,  where  prices,  terms,  and  customer's  creditto  the  credit  department,  where  prices,  terms,  and  customer's  credit
rating  are  checked.  If  the  credit  department  approves  the  purchase,rating  are  checked.  If  the  credit  department  approves  the  purchase,
warehouse personnel (sometimes assisted by automated equipment) pickwarehouse personnel (sometimes assisted by automated equipment) pick
and  assemble  the  order.  If  the  requested  product  is  not  in  stock,  aand  assemble  the  order.  If  the  requested  product  is  not  in  stock,  a
production  order  is  sent  to  the  factory  or  the  customer  is  offered  aproduction  order  is  sent  to  the  factory  or  the  customer  is  offered  a
substitute. substitute. 

Order  processing  can  be  manual  or  electronic,  depending  on  whichOrder  processing  can  be  manual  or  electronic,  depending  on  which
method  provides  the  greatest  speed  and  accuracy  within  cost  limits.method  provides  the  greatest  speed  and  accuracy  within  cost  limits.
Manual processing suffices for small volume orders and is more flexible inManual processing suffices for small volume orders and is more flexible in
special  situations.  Electronic  data  interchange  (EDI)  integrates  orderspecial  situations.  Electronic  data  interchange  (EDI)  integrates  order
processing  with  production,  inventory,  accounting,  and  transportation.processing  with  production,  inventory,  accounting,  and  transportation.
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EDI is an information system for the supply chain that links marketingEDI is an information system for the supply chain that links marketing
channel members and facilitating agencies together.channel members and facilitating agencies together.

1.71.7 EVOLUTION OF LOGISTICS MANAGEMENTEVOLUTION OF LOGISTICS MANAGEMENT

Logistics activities are among the most persuasive of all human activitiesLogistics activities are among the most persuasive of all human activities
and involve movement and storage of goods for the purpose of achievingand involve movement and storage of goods for the purpose of achieving
the desired objectives of making the right types of goods available at thethe desired objectives of making the right types of goods available at the
right time and at the right place.right time and at the right place.

Logistics  management  is  a  managerial  responsibility  to  design  andLogistics  management  is  a  managerial  responsibility  to  design  and
administer a system to control the flows of raw materials, work-in-processadminister a system to control the flows of raw materials, work-in-process
and  finished  goods  inventory  to  meet  the  strategic  objectives  of  theand  finished  goods  inventory  to  meet  the  strategic  objectives  of  the
enterprise.  The  goal  of  logistics  is  to  achieve  a  pre-determinedenterprise.  The  goal  of  logistics  is  to  achieve  a  pre-determined
manufacturing support and marketing at the lowest possible cost.manufacturing support and marketing at the lowest possible cost.

The evolution of logistics management can be seen in five different stagesThe evolution of logistics management can be seen in five different stages
or phases as follows: or phases as follows: 

a)a) Phase 1: (1956-1965)Phase 1: (1956-1965)
In this phase, integrated logistics concept began to crystallize throughIn this phase, integrated logistics concept began to crystallize through

-- development of total cost analysisdevelopment of total cost analysis
-- the application of system approachthe application of system approach
-- increased concern for customer servicesincreased concern for customer services
-- revised attention to marketing channelsrevised attention to marketing channels

b)b) Phase 2: (1966-1970)Phase 2: (1966-1970)
This period represented a time during which a basic concept of logisticsThis period represented a time during which a basic concept of logistics
was tested. In this period with in small firms, the initial attention waswas tested. In this period with in small firms, the initial attention was
given to either physical distribution or purchasing.given to either physical distribution or purchasing.

Physical distribution was developed to support marketing. However, fewPhysical distribution was developed to support marketing. However, few
firms simultaneously under took change in both physical distribution andfirms simultaneously under took change in both physical distribution and
purchasing practice and this period is called a time for relevancy.purchasing practice and this period is called a time for relevancy.
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c)c) Phase 3: (1971-1979)Phase 3: (1971-1979)
This  period  is  called  a  period  of  changing priorities.  This  time was  aThis  period  is  called  a  period  of  changing priorities.  This  time was  a
period of prolonged uncertainty in all dimensions of business due to theperiod of prolonged uncertainty in all dimensions of business due to the
energy crisis  and ecological  concerns.  Priorities changed from servingenergy crisis  and ecological  concerns.  Priorities changed from serving
demand to  maintaining supplier  to overcome supplies failure that  haddemand to  maintaining supplier  to overcome supplies failure that  had
affected this period. Therefore, there was a rapid adoption of materialsaffected this period. Therefore, there was a rapid adoption of materials
management. management. 

Physical  distribution  management  that  was  originally  developed  werePhysical  distribution  management  that  was  originally  developed  were
shifted to support marketing concept. Just-in-Time (JIT) concept and longshifted to support marketing concept. Just-in-Time (JIT) concept and long
term  contractual  agreement  emerged.  This  period  resulted  in  theterm  contractual  agreement  emerged.  This  period  resulted  in  the
institutionalization of logistics within the original structure.institutionalization of logistics within the original structure.
    
d)d) Phase 4: (1980-1985)Phase 4: (1980-1985)
In this period, there was a change in the area of political, technologicalIn this period, there was a change in the area of political, technological
and communicational.and communicational.

e)e) Phase 5: (1986 up to most)Phase 5: (1986 up to most)
Strategic  management  concept  is  emphasized.  Integrated  logisticStrategic  management  concept  is  emphasized.  Integrated  logistic
management is essential for the following reasons. management is essential for the following reasons. 
-- In  today's  business  there  is  a  great  deal  ofIn  today's  business  there  is  a  great  deal  of

interdependence  between  all  logistical  operations.  Total  movementinterdependence  between  all  logistical  operations.  Total  movement
and storage provide a higher order of trade-off and greater synergeticand storage provide a higher order of trade-off and greater synergetic
potential.potential.

-- A narrow or restricted approach creates a potential for aA narrow or restricted approach creates a potential for a
dysfunctional  interface  (conflict  interests)  to  a  significant  degree.dysfunctional  interface  (conflict  interests)  to  a  significant  degree.
Concepts  related  to  solely  physical  distribution,  manufacturingConcepts  related  to  solely  physical  distribution,  manufacturing
support,  and purchasing place  operations  on  diametrically  oppositesupport,  and purchasing place  operations  on  diametrically  opposite
goals.  A  failure  to  a  dominant  philosophy  of  logistics  managementgoals.  A  failure  to  a  dominant  philosophy  of  logistics  management
creates the potential for classical sub optimization.creates the potential for classical sub optimization.
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-- Control requirements for each operation are similar to theControl requirements for each operation are similar to the
objectives of logistics. Control is to reconcile the different operationalobjectives of logistics. Control is to reconcile the different operational
demands for each function.demands for each function.

-- An  increasing  awareness  of  integrated  logisticsAn  increasing  awareness  of  integrated  logistics
management  that  many  trade-offs  exist  between  manufacturingmanagement  that  many  trade-offs  exist  between  manufacturing
economies and marketing requirements can be reconciled by a well-economies and marketing requirements can be reconciled by a well-
designed logistical system. designed logistical system. 

-- The  complexity  of  contemporary  logistics  requireThe  complexity  of  contemporary  logistics  require
innovational  solutions  and  the  challenge  for  company's  now  is  toinnovational  solutions  and  the  challenge  for  company's  now  is  to
develop new way of satisfying logistical requirements. develop new way of satisfying logistical requirements. 

1.81.8 LOGISTICS' PLACE IN THE FIRMLOGISTICS' PLACE IN THE FIRM

To see the relationship between physical distribution and other functionalTo see the relationship between physical distribution and other functional
areas, it is better to perceive first from the logistics perspective. Firmsareas, it is better to perceive first from the logistics perspective. Firms
have been carrying logistical activities of the firm in a more meaningfulhave been carrying logistical activities of the firm in a more meaningful
manner so that good management is more easily achieved. This meansmanner so that good management is more easily achieved. This means
that some activities previously considered solely as the responsibility ofthat some activities previously considered solely as the responsibility of
production or marketing have been grouped. How does logistics fit withproduction or marketing have been grouped. How does logistics fit with
production and marketing?production and marketing?

Logistics occupies a strategic organizational position between productionLogistics occupies a strategic organizational position between production
and marketing. Because of this, and because it is not possible to divideand marketing. Because of this, and because it is not possible to divide
the activities of the firm without some overlap of responsibility for at leastthe activities of the firm without some overlap of responsibility for at least
some of the activities, interface activities are created. These are activitiessome of the activities, interface activities are created. These are activities
that  must  be  jointly  managed  by  two  or  more  functional  areas.  Thethat  must  be  jointly  managed  by  two  or  more  functional  areas.  The
logistician  must  deal  with  these  "between  production  and  marketing"logistician  must  deal  with  these  "between  production  and  marketing"
areas.areas.

Sample  primary  and  interface  activities  of  production,  marketing  andSample  primary  and  interface  activities  of  production,  marketing  and
logistics are presented as follows.logistics are presented as follows.
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PRODUCTIONPRODUCTION
Sample activitiesSample activities

-- Quality controlQuality control
-- Detailed plant loadingDetailed plant loading
-- In-plant materials handlingIn-plant materials handling
-- Equipment maintenance Equipment maintenance 

MARKETINGMARKETING
Sample activitiesSample activities

-- PromotionPromotion
-- Market researchMarket research
-- Product mixProduct mix
-- Sales force managementSales force management

LOGISTICSLOGISTICS
Sample activitiesSample activities

-- TransportationTransportation
-- Inventory maintenanceInventory maintenance
-- Order processingOrder processing
-- WarehousingWarehousing
-- Materials handlingMaterials handling

PRODUCTION-LOGISTICS INTERFACEPRODUCTION-LOGISTICS INTERFACE
-- Product schedulingProduct scheduling
-- Plant locationPlant location
-- PurchasingPurchasing

MARKETING-LOGISTICS INTERFACEMARKETING-LOGISTICS INTERFACE
-- Customer service standardsCustomer service standards
-- PricingPricing
-- PackagingPackaging
-- Retail location Retail location 

The primary responsibility of marketing is to generate revenue for theThe primary responsibility of marketing is to generate revenue for the
firm. This is done through various promotional means (advertising, pricefirm. This is done through various promotional means (advertising, price
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incentive,  etc),  product  offerings,  and  market  research.  Production  isincentive,  etc),  product  offerings,  and  market  research.  Production  is
mainly concerned with the formation of the product or service and themainly concerned with the formation of the product or service and the
control of its outgoing quality while minimizing the unit cost of formation.control of its outgoing quality while minimizing the unit cost of formation.
To achieve this, production has the responsibility for production systemTo achieve this, production has the responsibility for production system
staffing,  capacity  planning,  quality  control,  and  process  scheduling.staffing,  capacity  planning,  quality  control,  and  process  scheduling.
Because  logistics  has  the  responsibility  for  product  movement  andBecause  logistics  has  the  responsibility  for  product  movement  and
storage,  then transportation,  inventory  maintenance,  order  processing,storage,  then transportation,  inventory  maintenance,  order  processing,
warehousing, materials handling should be of prime concern.warehousing, materials handling should be of prime concern.

Activities  such  as  pricing or  packaging  should  be  jointly  managed  byActivities  such  as  pricing or  packaging  should  be  jointly  managed  by
logistics and marketing. Pricing has both a geographical and competitivelogistics and marketing. Pricing has both a geographical and competitive
components.  Purchasing  and  product  scheduling  are  examples  ofcomponents.  Purchasing  and  product  scheduling  are  examples  of
interface  activities  between  logistics  and  production.  Production  mustinterface  activities  between  logistics  and  production.  Production  must
acquire  goods  at  an acceptable  cost  and quality  where  as  logistics  isacquire  goods  at  an acceptable  cost  and quality  where  as  logistics  is
concerned with the location of sources of supply and the timing of theseconcerned with the location of sources of supply and the timing of these
supplies.  Purchasing  makes  these  decisions.  Product  scheduling  is  asupplies.  Purchasing  makes  these  decisions.  Product  scheduling  is  a
similar activity. Production is interested in the sequence and length ofsimilar activity. Production is interested in the sequence and length of
production runs that can be made, where as logistics is again concernedproduction runs that can be made, where as logistics is again concerned
with  timing  and  location  of  production.  Traditional  administrativewith  timing  and  location  of  production.  Traditional  administrative
arrangements  group  activities  under  several  functional  titles,  thusarrangements  group  activities  under  several  functional  titles,  thus
requiring  cross-functional  coordination  for  a  number  of  importantrequiring  cross-functional  coordination  for  a  number  of  important
logistics activities.logistics activities.

Check Your Progress Exercise 2Check Your Progress Exercise 2
1.1. State the stages/phases involved in the evolution of logisticsState the stages/phases involved in the evolution of logistics

management.management.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
…………………………………………………………………………………………………..…………………………………………………………………………………………………..
..
2.2. What are interface activities?What are interface activities?
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
…………………………………………………………………………………………………..…………………………………………………………………………………………………..
..

1.91.9 SUMMARYSUMMARY

-- Logistics management includes both physical  supply andLogistics management includes both physical  supply and
physical  distribution.  Physical  supply  refers  to  those  activitiesphysical  distribution.  Physical  supply  refers  to  those  activities
involving  the  inbound  flow  of  raw  materials  and  parts.  Physicalinvolving  the  inbound  flow  of  raw  materials  and  parts.  Physical
distribution is that part of logistics, which deals with outbound flow ofdistribution is that part of logistics, which deals with outbound flow of
finished products.finished products.

-- Physical distribution is basically a distribution activity ofPhysical distribution is basically a distribution activity of
physical  items.  The  best  physical  distribution  system  gives  us  thephysical  items.  The  best  physical  distribution  system  gives  us  the
lowest  cost.  The  tradition  physical  distribution  system  starts  fromlowest  cost.  The  tradition  physical  distribution  system  starts  from
plants, and emphases on how to distribute from plants. The modernplants, and emphases on how to distribute from plants. The modern
physical distribution system, otherwise known as marketing logistics,physical distribution system, otherwise known as marketing logistics,
starts from the market place, then to factory to satisfy customers.starts from the market place, then to factory to satisfy customers.

-- Physical  distribution  is  an  important  element  in  aPhysical  distribution  is  an  important  element  in  a
marketing  strategy  because  it  can  decrease  costs  and  increasemarketing  strategy  because  it  can  decrease  costs  and  increase
customer  satisfaction.  Consequently,  companies  are  placing greatercustomer  satisfaction.  Consequently,  companies  are  placing greater
emphasis on physical distribution.emphasis on physical distribution.

-- The  logistical  mission  of  an  enterprise  is  to  develop  aThe  logistical  mission  of  an  enterprise  is  to  develop  a
system  that  meets  objectives  at  the  lowest  possible  cost.  Manysystem  that  meets  objectives  at  the  lowest  possible  cost.  Many
companies  state  their  physical  distribution  objective  as  getting  thecompanies  state  their  physical  distribution  objective  as  getting  the
right goods, to the right place, at the right time and to the least cost.right goods, to the right place, at the right time and to the least cost.
However  and  unfortunately,  no  physical  distribution  system  canHowever  and  unfortunately,  no  physical  distribution  system  can
simultaneously maximize customer service and minimize distributionsimultaneously maximize customer service and minimize distribution
cost. So, given the various physical distribution activities, strong tradecost. So, given the various physical distribution activities, strong trade
off decision must be made on a total system basis.off decision must be made on a total system basis.
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-- The evolution of physical distribution involves five stagesThe evolution of physical distribution involves five stages
or phases. Each phase is characterized by its own typical features. Theor phases. Each phase is characterized by its own typical features. The
last  phase  which  is  said  to  be  modern,  emphasize  strategiclast  phase  which  is  said  to  be  modern,  emphasize  strategic
management concept.management concept.

-- Logistics occupies strategic organizational position. This isLogistics occupies strategic organizational position. This is
so  because  logistics  share  some  joint  responsibility  with  bothso  because  logistics  share  some  joint  responsibility  with  both
production  and  marketing.  In  other  words,  there  are  productionproduction  and  marketing.  In  other  words,  there  are  production
logistics  and  marketing  logistics  activities.  Production  logisticslogistics  and  marketing  logistics  activities.  Production  logistics
activities are those activities, which must be jointly managed by bothactivities are those activities, which must be jointly managed by both
production  and  logistics.  These  activities  include  purchasing,  plantproduction  and  logistics.  These  activities  include  purchasing,  plant
location  and  product  scheduling.  Marketing-logistics  activities  arelocation  and  product  scheduling.  Marketing-logistics  activities  are
activities  which  should  be  managed  by  marketing  and  logistics.activities  which  should  be  managed  by  marketing  and  logistics.
Packaging, customer service, pricing and retail location are examplesPackaging, customer service, pricing and retail location are examples
of marketing logistics activities.of marketing logistics activities.

1.101.10 ANSWER TO CHECK YOUR PROGRESS EXERCISESANSWER TO CHECK YOUR PROGRESS EXERCISES

Exercise 1Exercise 1
1.1. Business logistics is part of marketing, which deals with all move-Business logistics is part of marketing, which deals with all move-

store  activities  that  facilitate  product  flow  from  one  point  of  rawstore  activities  that  facilitate  product  flow  from  one  point  of  raw
material acquisition to the point of final consumption, as well as thematerial acquisition to the point of final consumption, as well as the
information flows that set the product in motion for the purpose ofinformation flows that set the product in motion for the purpose of
providing adequate levels of customer service at a reasonable cost.providing adequate levels of customer service at a reasonable cost.

2.2. Physical  distribution  deals  with  the  out  bound  flow  of  finishedPhysical  distribution  deals  with  the  out  bound  flow  of  finished
products where as physical supply is concerned with the inbound flowproducts where as physical supply is concerned with the inbound flow
of raw materials and parts.of raw materials and parts.
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Exercise 2Exercise 2
1.1. The  stages/phases  involved  in  the  evolution  of  logisticsThe  stages/phases  involved  in  the  evolution  of  logistics

management aremanagement are
-- Phase 1 (1956 – 1965)Phase 1 (1956 – 1965)
-- Phase 2 (1966 – 1970)Phase 2 (1966 – 1970)
-- Phase 3 (1971 – 1979)Phase 3 (1971 – 1979)
-- Phase 4 (1980 – 1985)Phase 4 (1980 – 1985)
-- Phase 5 (1986 up to now)Phase 5 (1986 up to now)

2.2. Interface  activities  are  those  activities,  which  have  to  be  jointlyInterface  activities  are  those  activities,  which  have  to  be  jointly
managed by two or more functional areas or departments.managed by two or more functional areas or departments.

1.111.11 MODEL EXAMINATION QUESTIONSMODEL EXAMINATION QUESTIONS

  
1.1. What  is  physical  distribution?  How  is  it  related  to  businessWhat  is  physical  distribution?  How  is  it  related  to  business

logistics?logistics?
2.2. Why is physical distribution important?Why is physical distribution important?
3.3. Explain the mission and objectives of logistics.Explain the mission and objectives of logistics.
4.4. What is the difference between a primary and an interface physicalWhat is the difference between a primary and an interface physical

distribution activity?distribution activity?
5.5. Logistics  occupies  a  strategic  organizational  position  betweenLogistics  occupies  a  strategic  organizational  position  between

production and marketing. Explain.production and marketing. Explain.
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2.0 AIMS AND OBJECTIVES2.0 AIMS AND OBJECTIVES

This  unit  highlights  and  discusses  the  various  aspects  of  physicalThis  unit  highlights  and  discusses  the  various  aspects  of  physical
distribution management. distribution management. 
After reading this unit, you should be able toAfter reading this unit, you should be able to

-- discuss the activities of physical distributiondiscuss the activities of physical distribution
-- describe the management of physical distribution on three levelsdescribe the management of physical distribution on three levels
-- explain the three important concepts of physical distributionexplain the three important concepts of physical distribution
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-- understand the relationship between physical distribution and otherunderstand the relationship between physical distribution and other
functional areas namely, marketing and productionfunctional areas namely, marketing and production

-- understand the future in physical distribution. understand the future in physical distribution. 

2.1 INTRODUCTION2.1 INTRODUCTION

The management of physical distribution provides an exciting opportunityThe management of physical distribution provides an exciting opportunity
for  improving  customer  services  and  reducing  costs.  For  manyfor  improving  customer  services  and  reducing  costs.  For  many
enterprises, the physical distribution function often determines how wellenterprises, the physical distribution function often determines how well
channels perform to satisfy customers through product availability. channels perform to satisfy customers through product availability. 
Efficient distribution can increase profitability by increasing salesEfficient distribution can increase profitability by increasing sales
and  reducing  costs.  The  impact  that  physical  distributionand  reducing  costs.  The  impact  that  physical  distribution
management  can  have  on  profits  is  increasing  recognized  inmanagement  can  have  on  profits  is  increasing  recognized  in
companies  where  major  benefits  are  obtained  by  managing  ancompanies  where  major  benefits  are  obtained  by  managing  an
integrated system of activities for satisfying customers at efficientintegrated system of activities for satisfying customers at efficient
cost levels.cost levels.

Major  activities  that  are  normally  grouped  together  in  an  integratedMajor  activities  that  are  normally  grouped  together  in  an  integrated
approach  to  physical  distribution  management  are  transportation,approach  to  physical  distribution  management  are  transportation,
inventory, warehousing and order processing. Each activity with its manyinventory, warehousing and order processing. Each activity with its many
specific  functions  represents  an  important  management  task,  andspecific  functions  represents  an  important  management  task,  and
decisions  about  it  must  be  co-ordinated  with  all  other  distributiondecisions  about  it  must  be  co-ordinated  with  all  other  distribution
decisions.decisions.

2.2 PHYSICAL DISTRIBUTION ACTIVITIES2.2 PHYSICAL DISTRIBUTION ACTIVITIES

2.2.1 Primary Activities2.2.1 Primary Activities
These activities are of primary importance in achieving cost and serviceThese activities are of primary importance in achieving cost and service
objective of logistics. Transportation,  inventory maintenance and orderobjective of logistics. Transportation,  inventory maintenance and order
processing are primary logistics activities. These activities are consideredprocessing are primary logistics activities. These activities are considered
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primary  to  effective  management  of  logistics  because  they  eitherprimary  to  effective  management  of  logistics  because  they  either
contribute  most  to  the  total  cost  of  logistics  or  they  are  essential  tocontribute  most  to  the  total  cost  of  logistics  or  they  are  essential  to
effective coordination and completion of the logistic task.effective coordination and completion of the logistic task.

TRANSPORTATIONTRANSPORTATION
For  most  firms,  transportation  is  the  most  important  logistics  activityFor  most  firms,  transportation  is  the  most  important  logistics  activity
simply because it absorbs, on average, approximately one-third to two-simply because it absorbs, on average, approximately one-third to two-
third  of  logistics  costs.  It  is  essential,  because  no  modern  firm  canthird  of  logistics  costs.  It  is  essential,  because  no  modern  firm  can
operate without providing for the movement of its raw materials and/oroperate without providing for the movement of its raw materials and/or
finished  products  in  someway.  This  essential  nature  is  alwaysfinished  products  in  someway.  This  essential  nature  is  always
underscored by financial strains placed on many firms when freight costunderscored by financial strains placed on many firms when freight cost
increases for one or other reasons.increases for one or other reasons.

"Transportation"  refers  to  the  various  methods  for  moving  goods."Transportation"  refers  to  the  various  methods  for  moving  goods.
Transportation choice will affect the pricing of products, on time deliveryTransportation choice will affect the pricing of products, on time delivery
performance and the condition of goods when they arrive, all of whichperformance and the condition of goods when they arrive, all of which
will affect customer satisfaction. Management of transportation activitywill affect customer satisfaction. Management of transportation activity
involves the making of choices regarding the method of shipment, theinvolves the making of choices regarding the method of shipment, the
routings, and the utilization of vehicle capacity. routings, and the utilization of vehicle capacity. 
  
Modes of TransportationModes of Transportation
The various modes of  transportation include Rail,  Truck, Air,  Pipeline,The various modes of  transportation include Rail,  Truck, Air,  Pipeline,
and  Water.  In  the  subsequent  paragraphs  these  different  modes  ofand  Water.  In  the  subsequent  paragraphs  these  different  modes  of
transportation will be discussed.transportation will be discussed.

i)i) RailRail
Railroads are one of the most cost-effective modes for shippingRailroads are one of the most cost-effective modes for shipping
carload quantities of bulk products – coal,  sand, minerals, farmcarload quantities of bulk products – coal,  sand, minerals, farm
and forests products – over long land distances. The rate costs forand forests products – over long land distances. The rate costs for
shipping merchandize are quiet complex. The lowest rate comesshipping merchandize are quiet complex. The lowest rate comes
from shipping carload rather  than less  than carload quantities.from shipping carload rather  than less  than carload quantities.
Manufacturers  will  attempt  to  combine  shipments  to  commonManufacturers  will  attempt  to  combine  shipments  to  common
distances to take advantage of lower carload rates. distances to take advantage of lower carload rates. 
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ii)ii)  Truck/Highways – Also Known as Motor Carriers Truck/Highways – Also Known as Motor Carriers
Motor carriers account for a large portion of intra city (with in cities) asMotor carriers account for a large portion of intra city (with in cities) as
opposed inter city transportation. They are highly flexible in their routingopposed inter city transportation. They are highly flexible in their routing
and  time  schedules.  Regarding  cost  they  are  competitive  with  railand  time  schedules.  Regarding  cost  they  are  competitive  with  rail
shipment and they usually offer faster service.shipment and they usually offer faster service.
  
iii)iii) WaterWater
A substantial amount of goods move by ships and barges on coastal andA substantial amount of goods move by ships and barges on coastal and
inland water ways. Water transportation is very low in cost for shippinginland water ways. Water transportation is very low in cost for shipping
bulky, low value, non-perishable products such as sand, coal, grain, oil,bulky, low value, non-perishable products such as sand, coal, grain, oil,
and metallic ores. On the other hand, water transportation is the lowestand metallic ores. On the other hand, water transportation is the lowest
cost transportation mode and is dependent on climatic conditions.cost transportation mode and is dependent on climatic conditions.

The major capital investment a water makes is in transport equipment,The major capital investment a water makes is in transport equipment,
and to  some extent,  in  terminal  facilities.  Waterways and harbors  areand to  some extent,  in  terminal  facilities.  Waterways and harbors  are
publicly owned and operated. Terminal costs include the harbor fees aspublicly owned and operated. Terminal costs include the harbor fees as
the  carrier  enters  a  seaport,  and  the  costs  of  loading  and  unloadingthe  carrier  enters  a  seaport,  and  the  costs  of  loading  and  unloading
cargo. Loading – unloading times are particularly slow for water carriers,cargo. Loading – unloading times are particularly slow for water carriers,
and high terminal cost are almost prohibitive for all but bulk commoditiesand high terminal cost are almost prohibitive for all but bulk commodities
for  which  merchandized  material-handling  equipment  can  be  usedfor  which  merchandized  material-handling  equipment  can  be  used
effectively.effectively.

iv)iv) PipelinePipeline
Pipelines  are  a  specialized  means  of  shipping  petroleum,  coal,  andPipelines  are  a  specialized  means  of  shipping  petroleum,  coal,  and
chemicals from sources to markets. Pipeline shipment of petroleum is lesschemicals from sources to markets. Pipeline shipment of petroleum is less
expensive than rail  shipments although more expensive than waterwayexpensive than rail  shipments although more expensive than waterway
shipment.  Most  pipelines  are  used  by  their  owners  to  ship  their  ownshipment.  Most  pipelines  are  used  by  their  owners  to  ship  their  own
product, although they are technically available for use by a shipper. product, although they are technically available for use by a shipper. 

v)v) AirAir
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Air  carriers  transport  small  percentage  of  the  nation's  goods  but  areAir  carriers  transport  small  percentage  of  the  nation's  goods  but  are
becoming more important as a transportation mode. Although airfreightbecoming more important as a transportation mode. Although airfreight
rates are considerably higher than rail or truck freight rates, air freight isrates are considerably higher than rail or truck freight rates, air freight is
ideal where speed is essential and/or distant markets have to be reached.ideal where speed is essential and/or distant markets have to be reached.
Among the most frequently air freighted products are perishable (e.g.,Among the most frequently air freighted products are perishable (e.g.,
technical instruments,  jewelry).  Companies find that airfreight reducestechnical instruments,  jewelry).  Companies find that airfreight reduces
their  required  inventory  levels,  number  of  warehouses,  and  costs  oftheir  required  inventory  levels,  number  of  warehouses,  and  costs  of
packaging.packaging.

The following table summarizes advantages and disadvantages of the fiveThe following table summarizes advantages and disadvantages of the five
modes of transportation available.modes of transportation available.

ModeMode Relative AdvantageRelative Advantage Relative DisadvantagesRelative Disadvantages
RailRail -- Full capacityFull capacity

-- Extensive routesExtensive routes
-- Low costLow cost

-- Some  reliability,  damageSome  reliability,  damage
problems problems 

-- Not  always  completeNot  always  complete
pickup and deliverypickup and delivery

-- Sometimes slowSometimes slow

TruckTruck -- Complete  pickup  andComplete  pickup  and
deliverydelivery

-- Extensive routesExtensive routes
-- Fairly fastFairly fast

-- Size  and  weightSize  and  weight
restrictionsrestrictions

-- Higher costHigher cost
-- More weather sensitiveMore weather sensitive

AirAir -- FastFast
-- Low damageLow damage
-- Frequent departureFrequent departure

-- High costHigh cost
-- Limited capabilityLimited capability

PipelinePipeline -- Low costLow cost
-- Very reliableVery reliable

-- Limited  routesLimited  routes
(accessibility)(accessibility)

-- Slow Slow 

WaterWater -- Low costLow cost
-- Huge capacitiesHuge capacities

-- SlowSlow
-- Limited  routes  andLimited  routes  and

schedulesschedules
-- More weather sensitiveMore weather sensitive
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Criteria For Selecting Transportation ModesCriteria For Selecting Transportation Modes
Marketers  select  a  transportation  mode  based  on  cost,  speed,Marketers  select  a  transportation  mode  based  on  cost,  speed,
dependability, flexibility, accessibility and frequency.dependability, flexibility, accessibility and frequency.
  
 Cost:Cost: Marketers  compare  alternative  transportation  modes  to Marketers  compare  alternative  transportation  modes  to

determine whether benefits from a more expensive mode are worthdetermine whether benefits from a more expensive mode are worth
higher  cost.  When  speed  is  less  important  marketers  prefer  lowerhigher  cost.  When  speed  is  less  important  marketers  prefer  lower
costs.costs.

 Speed:Speed: It is measured by the total time a carrier has possession of It is measured by the total time a carrier has possession of
goods; including the time required to pick up and delivery, handlinggoods; including the time required to pick up and delivery, handling
and movement between points of origin and destination.and movement between points of origin and destination.

 Dependability:Dependability: Dependability  of  a  transportation  mode  is Dependability  of  a  transportation  mode  is
determined by the consistency of service provided. Marketers must bedetermined by the consistency of service provided. Marketers must be
able to count on carriers to deliver goods on time and in an acceptableable to count on carriers to deliver goods on time and in an acceptable
condition.  Along  with  speed,  dependability  affects  a  marketer'scondition.  Along  with  speed,  dependability  affects  a  marketer's
inventory costs, including sales lost when merchandise is not available.inventory costs, including sales lost when merchandise is not available.

 Load Flexibility:Load Flexibility: It is the degree to which a transportation mode It is the degree to which a transportation mode
can provide appropriate equipment and conditions for moving specificcan provide appropriate equipment and conditions for moving specific
kind of goods and can be adopted for moving other products. Manykind of goods and can be adopted for moving other products. Many
products must be shipped under controlled humidity. Other productsproducts must be shipped under controlled humidity. Other products
such as  liquids  or  gases  require  special  equipment  or  facilities  forsuch as  liquids  or  gases  require  special  equipment  or  facilities  for
shipment.shipment.

 Accessibility:Accessibility: A  carrier's  ability  to  move  goods  over  a  specific A  carrier's  ability  to  move  goods  over  a  specific
route  or  network  (rail  lines,  water  ways,  or  truck  roads)  is  itsroute  or  network  (rail  lines,  water  ways,  or  truck  roads)  is  its
accessibility.accessibility.

 Frequency:Frequency: It  is  how  often  a  company  can  send  shipments  by It  is  how  often  a  company  can  send  shipments  by
specific transportation mode. When using pipelines shipments can bespecific transportation mode. When using pipelines shipments can be
continuous.continuous.

In  choosing  a  transportation  mode  for  a  particular  product,  shippersIn  choosing  a  transportation  mode  for  a  particular  product,  shippers
consider such criteria as speed, frequency. If the goal is low cost, thenconsider such criteria as speed, frequency. If the goal is low cost, then
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water and pipelines are prime contenders. Trucks stand high on most ofwater and pipelines are prime contenders. Trucks stand high on most of
the criteria, and this accounts for their growing share.the criteria, and this accounts for their growing share.

Shippers are increasingly combining two or more transportation modes,Shippers are increasingly combining two or more transportation modes,
thanks to containerization. Containerization consists of putting the goodsthanks to containerization. Containerization consists of putting the goods
in boxes or trailers that are easy to transfer between two transportationin boxes or trailers that are easy to transfer between two transportation
modes.   modes.   PIGGY  BACKPIGGY  BACK describes  the  use  of  rail  and  trucks;   describes  the  use  of  rail  and  trucks;  FISHYFISHY
BACK,BACK, water and trucks;  water and trucks; TRIANSHIP,TRIANSHIP, water and rail; and  water and rail; and AIR TRUCKAIR TRUCK,,
air and trucks. Each coordinated mode of transportation offers specificair and trucks. Each coordinated mode of transportation offers specific
advantages  to  the  shipper.  For  example,  piggyback  is  cheaper  thanadvantages  to  the  shipper.  For  example,  piggyback  is  cheaper  than
trucking alone and yet provides flexibility and convenience. trucking alone and yet provides flexibility and convenience. 

In choosing transportation modes, shippers can decide between private,In choosing transportation modes, shippers can decide between private,
contract and common carriers. If the shipper owns its own truck or aircontract and common carriers. If the shipper owns its own truck or air
fleet,  the  shipper  becomes  a  private  carrier.  A  contract  carrier  is  anfleet,  the  shipper  becomes  a  private  carrier.  A  contract  carrier  is  an
independent  organization  selling  transportation  service  to  others  on  aindependent  organization  selling  transportation  service  to  others  on  a
contract  basis.  A  common  carrier  provides  services  betweencontract  basis.  A  common  carrier  provides  services  between
predetermined points on a schedule basis and is available to all shipperspredetermined points on a schedule basis and is available to all shippers
at standard rates.at standard rates.

Transportation decisions must consider the complex trade offs betweenTransportation decisions must consider the complex trade offs between
various transportation modes and their implications for other distributionvarious transportation modes and their implications for other distribution
elements  such  as  warehousing and  inventory.  As  the  relative  costs  ofelements  such  as  warehousing and  inventory.  As  the  relative  costs  of
different  transportation  modes  change  overtime,  companies  need  todifferent  transportation  modes  change  overtime,  companies  need  to
reanalyze  their  options  in  the  search  for  optimal  physical  distributionreanalyze  their  options  in  the  search  for  optimal  physical  distribution
arrangements.arrangements.

Evaluating Mode/Carrier PerformanceEvaluating Mode/Carrier Performance
 Among the  criteria  that  are  often used in  measuring and controlling Among the  criteria  that  are  often used in  measuring and controlling
carrier performance are speed of service, size of order shipped, on timecarrier performance are speed of service, size of order shipped, on time
delivery,  transit  time variability and damage. In addition to day-to-daydelivery,  transit  time variability and damage. In addition to day-to-day
evaluation  of  transportation  services,  a  periodic  audit  is  needed  inevaluation  of  transportation  services,  a  periodic  audit  is  needed  in
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planning,  implementing,  and  controlling  a  transportation  system.  Aplanning,  implementing,  and  controlling  a  transportation  system.  A
transportation  system  audit  is  a  comprehensive  evaluation  oftransportation  system  audit  is  a  comprehensive  evaluation  of
transportation's objectives, operations, and performance. It is useful intransportation's objectives, operations, and performance. It is useful in
identifying  performance  standards,  in  measuring  cost  and  serviceidentifying  performance  standards,  in  measuring  cost  and  service
components,  and  in  developing  procedures  for  managing  thecomponents,  and  in  developing  procedures  for  managing  the
transportation network. Characteristics related to the distribution of thetransportation network. Characteristics related to the distribution of the
product, customer's service requirements, and geographic considerationsproduct, customer's service requirements, and geographic considerations
should be identified and assessed.should be identified and assessed.

Next,  transportations  modal  alternatives,  including  inter  modalNext,  transportations  modal  alternatives,  including  inter  modal
combinations (truck plus rail), should be examined. This is followed bycombinations (truck plus rail), should be examined. This is followed by
consideration of the relationship of transportation to physical distribution.consideration of the relationship of transportation to physical distribution.
Finally, specific carriers are evaluated. The frequency of transportationFinally, specific carriers are evaluated. The frequency of transportation
system evaluation and the selection of criteria for such evaluation shouldsystem evaluation and the selection of criteria for such evaluation should
be determined as part of the system audit.be determined as part of the system audit.

2525



Check Your Progress Exercise 1Check Your Progress Exercise 1
1.1. What are the primary activities of physical distribution?What are the primary activities of physical distribution?

………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
……….……….

2.2. Outline the service criteria for selecting transportation modes.Outline the service criteria for selecting transportation modes.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

INVENTORY MAINTENANCEINVENTORY MAINTENANCE
Inventory refers to a stock of items kept in the store that is meant forInventory refers to a stock of items kept in the store that is meant for
future  use.  It  is  usually  not  possible  or  practical  to  provide  instantfuture  use.  It  is  usually  not  possible  or  practical  to  provide  instant
production  or  instant  delivery  to  customers.  In  order  to  achieve  aproduction  or  instant  delivery  to  customers.  In  order  to  achieve  a
reasonable  degree  of  product  availability,  inventories  need  to  bereasonable  degree  of  product  availability,  inventories  need  to  be
maintained as buffers between supply and demand. The extensive use ofmaintained as buffers between supply and demand. The extensive use of
inventories  results  in  the  fact  that,  on  the  average,  they  account  forinventories  results  in  the  fact  that,  on  the  average,  they  account  for
approximately one-third to two-thirds of logistics costs, making inventoryapproximately one-third to two-thirds of logistics costs, making inventory
maintenance a key logistics activity.maintenance a key logistics activity.

Whereas transportation adds "place" value to a product, inventories addWhereas transportation adds "place" value to a product, inventories add
"time" value. In order to create this time value, inventories are placed"time" value. In order to create this time value, inventories are placed
close  to  customers  or  close  to  manufacturing  points.  The  often  largeclose  to  customers  or  close  to  manufacturing  points.  The  often  large
number  of  such  stocking  points  and  the  high  costs  for  carrying  thenumber  of  such  stocking  points  and  the  high  costs  for  carrying  the
products in storage, typically 25 to 30 percent of the products' value perproducts in storage, typically 25 to 30 percent of the products' value per
year, require close management. The management of inventories involvesyear, require close management. The management of inventories involves
keeping stock levels as low as possible while providing the desired levelkeeping stock levels as low as possible while providing the desired level
of stock availability for customers.of stock availability for customers.

Reasons for InventoriesReasons for Inventories
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Stockpiling a quantity of goods now in anticipation of future use requiresStockpiling a quantity of goods now in anticipation of future use requires
an investment of an organization's capital resources. It would be ideal ifan investment of an organization's capital resources. It would be ideal if
supply and demand could always be so coordinated that no inventoriessupply and demand could always be so coordinated that no inventories
would be needed. Because it is either impractical or impossible to knowwould be needed. Because it is either impractical or impossible to know
future demand with  certainty,  and because the availability  of  suppliesfuture demand with  certainty,  and because the availability  of  supplies
cannot be guaranteed at any given moment inventories are accumulatedcannot be guaranteed at any given moment inventories are accumulated
to assure an availability of goods and to minimize the overall  costs ofto assure an availability of goods and to minimize the overall  costs of
producing and distributing the goods.producing and distributing the goods.

Inventories actually serve a number of purposes. That is, theyInventories actually serve a number of purposes. That is, they
-- improve customer serviceimprove customer service
-- encourage production economiesencourage production economies
-- permit purchase and transportation economiespermit purchase and transportation economies
--  act as a hedge against price changes act as a hedge against price changes
-- protect against uncertainties in demand and lead time, and protect against uncertainties in demand and lead time, and 
-- act as a hedge against contingencies.act as a hedge against contingencies.

Let's expand on these benefits.Let's expand on these benefits.
i)i) Improve Customer ServiceImprove Customer Service
Inventories are an aid to the marketing of a firm's products. Products canInventories are an aid to the marketing of a firm's products. Products can
be spotted near where customers purchase them and in the quantitiesbe spotted near where customers purchase them and in the quantities
they wish to buy. This is an advantage to the customers who desire orthey wish to buy. This is an advantage to the customers who desire or
must  have immediate stock availability  or  short  delivery times.  to  themust  have immediate stock availability  or  short  delivery times.  to  the
supplying firm, this can mean a competitive edge and reduced lost sales,supplying firm, this can mean a competitive edge and reduced lost sales,
especially for those products that are service sensitive.especially for those products that are service sensitive.

ii)ii) Encourage Production EconomiesEncourage Production Economies
The lowest per unit  cost for producing products generally occurs withThe lowest per unit  cost for producing products generally occurs with
long production runs at  constant quantities.  Inventories act as bufferslong production runs at  constant quantities.  Inventories act as buffers
between demand and supply so that production can be geared to a morebetween demand and supply so that production can be geared to a more
constant output than fluctuating demand might otherwise allow. A stableconstant output than fluctuating demand might otherwise allow. A stable
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work force can be maintained and the costs for frequent production set-work force can be maintained and the costs for frequent production set-
ups avoided. ups avoided. 

iii)iii) Permit Purchase and Transportation EconomiesPermit Purchase and Transportation Economies
When goods are purchased to supply the needs of production or whenWhen goods are purchased to supply the needs of production or when
customer orders are served from the production line, in many cases smallcustomer orders are served from the production line, in many cases small
quantities are involved. This can mean the highest transportation ratesquantities are involved. This can mean the highest transportation rates
are  paid,  and  only  minimum  price  discounts,  if  any,  are  realized.are  paid,  and  only  minimum  price  discounts,  if  any,  are  realized.
However, one purpose for establishing an inventory would be to allowHowever, one purpose for establishing an inventory would be to allow
shipping to or from the inventory under the lower per unit rates of full-shipping to or from the inventory under the lower per unit rates of full-
vehicle-load  quantities.  Like  wise,  lower  prices  can  be  realized  fromvehicle-load  quantities.  Like  wise,  lower  prices  can  be  realized  from
price-quantity discount schedules for purchased goods, because more canprice-quantity discount schedules for purchased goods, because more can
be purchased at one time than is immediately needed.be purchased at one time than is immediately needed.
iv)iv) Hedge Against Price ChangesHedge Against Price Changes
Goods that are purchased on the open market are subject to the priceGoods that are purchased on the open market are subject to the price
levels dictated by changing supply-demand patterns. Products of mines,levels dictated by changing supply-demand patterns. Products of mines,
agricultural  products,  and  crude  oil  are  examples  of  such  goods.agricultural  products,  and  crude  oil  are  examples  of  such  goods.
Purchases may be made in advance of need because of anticipated pricePurchases may be made in advance of need because of anticipated price
increases. This creates an inventory that the logistician must manage.increases. This creates an inventory that the logistician must manage.
  
v)v) Protect Against Demand And Lead Time UncertaintiesProtect Against Demand And Lead Time Uncertainties
In most cases, the level of demand on a logistics system and the timeIn most cases, the level of demand on a logistics system and the time
required  for  re-supply  cannot  be  known  for  sure.  To  assure  productrequired  for  re-supply  cannot  be  known  for  sure.  To  assure  product
availability,  additional  amounts  of  stock (safety  stock)  are maintained.availability,  additional  amounts  of  stock (safety  stock)  are maintained.
Safety stocks are in addition to the regular stock to meet production andSafety stocks are in addition to the regular stock to meet production and
market place needs.market place needs.
    
vi)vi) Hedge Against ContingenciesHedge Against Contingencies
Labor strikes, fires, and floods are just a few of the contingencies that canLabor strikes, fires, and floods are just a few of the contingencies that can
be fall a company. Maintaining backup inventories is one way in whichbe fall a company. Maintaining backup inventories is one way in which
normal supplies can be maintained for a period of time.normal supplies can be maintained for a period of time.
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It is clear that maintaining inventories offers a number of benefits, butIt is clear that maintaining inventories offers a number of benefits, but
the  costs  are  high  and  risen  dramatically  with  the  interest  rates  onthe  costs  are  high  and  risen  dramatically  with  the  interest  rates  on
money.  For  the  logisticians  the  challenge  is  one  of  minimizing  themoney.  For  the  logisticians  the  challenge  is  one  of  minimizing  the
investment  in  inventories  while  balancing  the  efficiency  needs  ofinvestment  in  inventories  while  balancing  the  efficiency  needs  of
production and logistics with the promotional needs of marketing. Theproduction and logistics with the promotional needs of marketing. The
high cost of capital has made this a vital business problem.high cost of capital has made this a vital business problem.
  

Costs Associated with InventoriesCosts Associated with Inventories
Three  different  cost  categories  come  in  to  play  when  managingThree  different  cost  categories  come  in  to  play  when  managing
inventories. These are (1) carrying costs (2) procurement costs, and (3)inventories. These are (1) carrying costs (2) procurement costs, and (3)
out-of-stock costs.out-of-stock costs.

(1)(1) Carrying  Costs:Carrying  Costs: carrying  costs  refer  to  all  the  costs carrying  costs  refer  to  all  the  costs
associated withholding a quantity of goods for a period of time. This isassociated withholding a quantity of goods for a period of time. This is
actually a term that represents a number of costs. First, there is theactually a term that represents a number of costs. First, there is the
cost of capital. Inventories tie up capital that could be put to use incost of capital. Inventories tie up capital that could be put to use in
other ways inside the firm. The cost of capital is usually considered toother ways inside the firm. The cost of capital is usually considered to
be  the  interest  rate  on  money  charged  by  banks  to  their  bestbe  the  interest  rate  on  money  charged  by  banks  to  their  best
customers.customers.

Second, there are inventory service costs such as taxes and insurance. Second, there are inventory service costs such as taxes and insurance. 

Property tax levied on the assessed value of the company's assets is Property tax levied on the assessed value of the company's assets is 

part of the inventory carrying costs. Insurance costs for fire and theft part of the inventory carrying costs. Insurance costs for fire and theft 

protection of inventories are only indirectly related to the amount of protection of inventories are only indirectly related to the amount of 

stock maintained. However, they have traditionally been accounted forstock maintained. However, they have traditionally been accounted for

as a carrying cost.as a carrying cost.

Third, there are storage-space costs. These are the recurring costs forThird, there are storage-space costs. These are the recurring costs for
storage that relate to the amount of inventory on hand.storage that relate to the amount of inventory on hand.
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Fourthly,  there are the inventory risk costs.  These are the costs ofFourthly,  there are the inventory risk costs.  These are the costs of
stock  becoming  unsaleable  due  to  deterioration  or  obsolescence,stock  becoming  unsaleable  due  to  deterioration  or  obsolescence,
damage, and pilferage.damage, and pilferage.

The overall cost of carrying inventories is surprisingly high to manyThe overall cost of carrying inventories is surprisingly high to many
business people. Traditionally, a figure of 25% per year of the averagebusiness people. Traditionally, a figure of 25% per year of the average
value of inventory maintained has been assumed.value of inventory maintained has been assumed.

(2)(2) Procurement Costs:  Procurement Costs:  are costs associated with acquiringare costs associated with acquiring
the  needed  quantities  for  stock  replenishment.  When  an  order  isthe  needed  quantities  for  stock  replenishment.  When  an  order  is
placed, a number of costs are incurred as a result of order processingplaced, a number of costs are incurred as a result of order processing
and preparation. More specific, procurement costs include (a) the costand preparation. More specific, procurement costs include (a) the cost
of  processing  an  order  through  the  order-processing,  accounting,of  processing  an  order  through  the  order-processing,  accounting,
and/or purchasing departments; (b) the cost of transmitting the orderand/or purchasing departments; (b) the cost of transmitting the order
to the supplier;  (c) the cost of setting up production to produce orto the supplier;  (c) the cost of setting up production to produce or
setting up handling procedures to fill the order quantity, (d) the cost ofsetting up handling procedures to fill the order quantity, (d) the cost of
any  materials  handling or  processing of  the  order  at  the  receivingany materials  handling or  processing of  the  order  at  the  receiving
dock; and (e) the price of the goods. Production setup costs may not bedock; and (e) the price of the goods. Production setup costs may not be
relevant to an inventory decision if goods are purchased from outsiderelevant to an inventory decision if goods are purchased from outside
suppliers. Also, transportation cost and price may not be relevant ifsuppliers. Also, transportation cost and price may not be relevant if
there are no volume rate breaks.there are no volume rate breaks.

(3)(3) Out of Stock Costs:Out of Stock Costs:  when there is demand for goods that  when there is demand for goods that
are not in stock, out-of-stock costs are said to be incurred. Dependingare not in stock, out-of-stock costs are said to be incurred. Depending
on how the potential buyer reacts to the out-of-stock situation, one ofon how the potential buyer reacts to the out-of-stock situation, one of
two types of  costs  can occur:  (a)  lost  sales  costs,  or  (b)  backordertwo types of  costs  can occur:  (a)  lost  sales  costs,  or  (b)  backorder
costs.costs.

Lost sales costs are encountered when a customer withdraws his orLost sales costs are encountered when a customer withdraws his or
her order for the product when an out of stock occurs. The cost salesher order for the product when an out of stock occurs. The cost sales
cost is the profit that is foregone on the sale, as well as any profits thatcost is the profit that is foregone on the sale, as well as any profits that
may not be realized in the future due to the negative effect that the outmay not be realized in the future due to the negative effect that the out
of  stock  may  have  on  customer  goodwill.  Products  that  are  highlyof  stock  may  have  on  customer  goodwill.  Products  that  are  highly
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substitutable such as cigarettes, foodstuffs, and aspiring tablets incursubstitutable such as cigarettes, foodstuffs, and aspiring tablets incur
the lost  sales cost.  Actually,  it  is  an opportunity  type cost  becausethe lost  sales cost.  Actually,  it  is  an opportunity  type cost  because
there is no direct expenditure of birrs. It is also difficult to estimatethere is no direct expenditure of birrs. It is also difficult to estimate
because  it  requires  predicting  consumers'  future  intention  aboutbecause  it  requires  predicting  consumers'  future  intention  about
buying the products.buying the products.

Back order costs are more measurable, and do result  in direct birrBack order costs are more measurable, and do result  in direct birr
expenditures by a firm. When a customer is willing to delay purchasingexpenditures by a firm. When a customer is willing to delay purchasing
of a product until and out of stock situation can be corrected, certainof a product until and out of stock situation can be corrected, certain
additional  costs  are  incurred  by  supplying  the  order.  These  backadditional  costs  are  incurred  by  supplying  the  order.  These  back
orders  can  result  in  additional  clerical  and  sales  costs  for  orderorders  can  result  in  additional  clerical  and  sales  costs  for  order
processing, and in additional transportation and handling costs whenprocessing, and in additional transportation and handling costs when
such orders must be filled outside of the normal distribution channel.such orders must be filled outside of the normal distribution channel.
Products that are likely to be back ordered are those that can be fairlyProducts that are likely to be back ordered are those that can be fairly
well differentiated in the customer's mind. Automobiles and applianceswell differentiated in the customer's mind. Automobiles and appliances
are examples of products that customers may wait for if they are notare examples of products that customers may wait for if they are not
immediately available from the stock on hand.   immediately available from the stock on hand.   

Figure 2: Inventory Investment for Various Service LevelsFigure 2: Inventory Investment for Various Service Levels
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ORDER PROCESSINGORDER PROCESSING
Order processing costs tend to be minor compared to transportation orOrder processing costs tend to be minor compared to transportation or
inventory maintenance costs. Nevertheless, order processing is a primaryinventory maintenance costs. Nevertheless, order processing is a primary
logistics activity. Its essential nature comes from the fact that there is alogistics activity. Its essential nature comes from the fact that there is a
critical time element in getting goods and services to customers. It is alsocritical time element in getting goods and services to customers. It is also
the primary activity that triggers product movement and service delivery.the primary activity that triggers product movement and service delivery.

As an activity that acts as a trigger for the goods to fulfill the demandAs an activity that acts as a trigger for the goods to fulfill the demand
requirements, order processing involves a number of sub activities thatrequirements, order processing involves a number of sub activities that
every logisticians should be aware of if he or she is to efficiently manageevery logisticians should be aware of if he or she is to efficiently manage
product flows. These activities include order entry, order status reportingproduct flows. These activities include order entry, order status reporting
and invoicing. and invoicing. 

2.2.2 Supporting Activities2.2.2 Supporting Activities
Supporting  activities  are  those  activities  carried  out  by  the  logisticsSupporting  activities  are  those  activities  carried  out  by  the  logistics
organization that support the primary activities. These are:organization that support the primary activities. These are:

a)a) WarehousingWarehousing
b)b) Materials handlingMaterials handling
c)c) Protective packagingProtective packaging
d)d) AcquisitionAcquisition
e)e) Product schedulingProduct scheduling
f)f) Information maintenanceInformation maintenance

A)A) WAREHOUSINGWAREHOUSING
Warehousing refers to the management of  the space required to  holdWarehousing refers to the management of  the space required to  hold
inventories.  It  involves  such  problems  as  site  selection,  spaceinventories.  It  involves  such  problems  as  site  selection,  space
determination,  stock  layout,  stock  retrieval,  dock  design,  anddetermination,  stock  layout,  stock  retrieval,  dock  design,  and
warehousing configuration. warehousing configuration. 

Important Functions/Purposes of WarehousesImportant Functions/Purposes of Warehouses
Warehouses provide  a  key link  in  the physical  distribution chain.  TheWarehouses provide  a  key link  in  the physical  distribution chain.  The
location,  size,  and  capabilities  of  warehouses  can  proudly  affect  alocation,  size,  and  capabilities  of  warehouses  can  proudly  affect  a
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company's  credibility  to  satisfy  its  customers  and  deliver  productscompany's  credibility  to  satisfy  its  customers  and  deliver  products
profitability.profitability.

Modern warehouses are clean, computerized, and efficient, and they areModern warehouses are clean, computerized, and efficient, and they are
used for a variety of purposes:used for a variety of purposes:

 Storage:Storage: not surprisingly, companies store things in warehouses. not surprisingly, companies store things in warehouses.
However,  storage  is  more  than  just  goods  waiting  for  delivery  toHowever,  storage  is  more  than  just  goods  waiting  for  delivery  to
customers; warehouses can also be used for product seals (aging capscustomers; warehouses can also be used for product seals (aging caps
with wishes), and blending (coffee beans, for example). with wishes), and blending (coffee beans, for example). 

 Breaking Bulk:Breaking Bulk: to  keep transportation costs  down,  warehouses to  keep transportation costs  down,  warehouses
are often used to break bulk. This happens when a centrally locatedare often used to break bulk. This happens when a centrally located
warehouse receives a large shipment, then breaks it down into smallerwarehouse receives a large shipment, then breaks it down into smaller
shipment  intended for  local  distribution.  By  limiting  the  number ofshipment  intended for  local  distribution.  By  limiting  the  number of
shipment made over long distances, breaking bulk takes some of theshipment made over long distances, breaking bulk takes some of the
bite out of transportation costs.bite out of transportation costs.

 Consolidation:Consolidation: on  the  other  hand,  warehouses  can  be  used  to on  the  other  hand,  warehouses  can  be  used  to
consider a number of small shipments to make one large shipment. Forconsider a number of small shipments to make one large shipment. For
example,  this  is  frequently  done  with  overseas  transportation  toexample,  this  is  frequently  done  with  overseas  transportation  to
reduce the number of individual shipments. reduce the number of individual shipments. 

 Unitization:Unitization: it refers to collecting many smaller packages together it refers to collecting many smaller packages together
in  a  larger,  single  load.  Products  are  often  unitized  to  make  theirin  a  larger,  single  load.  Products  are  often  unitized  to  make  their
transportation faster and easier.transportation faster and easier.

 Containerization:Containerization: the  next  step  up  from  unitization  is the  next  step  up  from  unitization  is
containerization,  collecting  goods  into  large  containers  for  morecontainerization,  collecting  goods  into  large  containers  for  more
efficient shipment by truck, train or ship. efficient shipment by truck, train or ship. 

Types of WarehousesTypes of Warehouses
Warehouses can be classified into different categories by taking two basicWarehouses can be classified into different categories by taking two basic
points  as  bases.  Based  on  ownership,  warehouses  are  classified  intopoints  as  bases.  Based  on  ownership,  warehouses  are  classified  into
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private,  public,  and  bonded.  Based  on  the  commodity  they  store,private,  public,  and  bonded.  Based  on  the  commodity  they  store,
warehouses can be general, special, or refrigerated.warehouses can be general, special, or refrigerated.

Based on ownership:Based on ownership:
 Private  warehouses:Private  warehouses: are  owned  by  individuals  or  group  of are  owned  by  individuals  or  group  of

individuals who rent for future price advantage, rent advantage, andindividuals who rent for future price advantage, rent advantage, and
so forth.so forth.

 Public  warehouses:Public  warehouses: are  those  warehouses  governed  by  the are  those  warehouses  governed  by  the
government. These warehouses serve who so ever is able to meet thegovernment. These warehouses serve who so ever is able to meet the
payment.payment.

 Bonded warehouses:Bonded warehouses: are special warehouses constructed around are special warehouses constructed around
airports,  seaports,  and  so  forth.  They  harbor  imported  goods  orairports,  seaports,  and  so  forth.  They  harbor  imported  goods  or
products to be exported until the importer or the exporter pays theproducts to be exported until the importer or the exporter pays the
customs charges.customs charges.

Based on the commodity they store:Based on the commodity they store:
 General warehouses:General warehouses: are warehouses constructed for any kind of are warehouses constructed for any kind of

product without any special commodity specification.product without any special commodity specification.
 Special  commodity  warehouses:Special  commodity  warehouses: are  those  warehouses,  unlike are  those  warehouses,  unlike

general warehouses, constructed for accommoding special products,general warehouses, constructed for accommoding special products,
coffee for example.coffee for example.

 Refrigerated  warehouses:Refrigerated  warehouses: are  those  warehouses  that  are are  those  warehouses  that  are
specially designed for perishable products. They are designed to keepspecially designed for perishable products. They are designed to keep
temperature as per requirement for different perishable products liketemperature as per requirement for different perishable products like
fruits, eggs, flowers, milk and so forth.fruits, eggs, flowers, milk and so forth.

A major advancement in both public and private warehousing is the distribution center, a specialized A major advancement in both public and private warehousing is the distribution center, a specialized 
facility designed to rapidly direct goods from suppliers to store or final consumers. Distribution centers facility designed to rapidly direct goods from suppliers to store or final consumers. Distribution centers 
use advanced equipment and computers to receive, sort, reload, and route tens or hundreds of thousands use advanced equipment and computers to receive, sort, reload, and route tens or hundreds of thousands 
of packages daily. of packages daily. 

B)B) MATERIALS HANDLINGMATERIALS HANDLING
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Materials handling goes hand in hand with warehousing, and it also supports inventory maintenance. It is an Materials handling goes hand in hand with warehousing, and it also supports inventory maintenance. It is an 
activity that is concerned with the movement of the product at the stocking point-for example, transfer of activity that is concerned with the movement of the product at the stocking point-for example, transfer of 
goods from warehouse receiving point to storage location and from storage location to warehouse delivery goods from warehouse receiving point to storage location and from storage location to warehouse delivery 
point. A number of problems are important to materials handling, such as selecting materials handling point. A number of problems are important to materials handling, such as selecting materials handling 
equipment, order picking procedures, and workload balancing.equipment, order picking procedures, and workload balancing.

Product, or materials, handling is the problem of moving small quantities of goods over relatively short Product, or materials, handling is the problem of moving small quantities of goods over relatively short 
distances compared with the longer-haul product movement by transportation companies. It is an activity that distances compared with the longer-haul product movement by transportation companies. It is an activity that 
takes place in warehouses, production facilities, and retail stores, and also between transportation modes. Thetakes place in warehouses, production facilities, and retail stores, and also between transportation modes. The
concern is to be able to move the goods with speed and low cost. Because the handling activity must be concern is to be able to move the goods with speed and low cost. Because the handling activity must be 
repeated many times, what may be minor inefficiencies in any one trip can add up to substantial diseconomies repeated many times, what may be minor inefficiencies in any one trip can add up to substantial diseconomies 
when taken over many products and a period of time. Materials handling equipment and methods have shown when taken over many products and a period of time. Materials handling equipment and methods have shown 
more progress in improving efficiency than perhaps any of other logistical activities.more progress in improving efficiency than perhaps any of other logistical activities.

C) PROTECTIVE PACKAGINGC) PROTECTIVE PACKAGING

One of the objectives of logistics is to move goods with no more damageOne of the objectives of logistics is to move goods with no more damage
than  is  economically  reasonable.  Good  design  of  the  package  for  thethan  is  economically  reasonable.  Good  design  of  the  package  for  the
product's protection helps to assure damage-free movement. In addition,product's protection helps to assure damage-free movement. In addition,
proper package dimensions encourage efficient storage and handling.proper package dimensions encourage efficient storage and handling.

Product package has three important aspects. First, the package is a toolProduct package has three important aspects. First, the package is a tool
for  product  promotion and use.  Second,  it  provides protection for  thefor  product  promotion and use.  Second,  it  provides protection for  the
product. Finally, it is an instrument for improved distribution efficiency.product. Finally, it is an instrument for improved distribution efficiency.
Designing  a  package  therefore  requires  consideration  of  a  number  ofDesigning  a  package  therefore  requires  consideration  of  a  number  of
interest areas.interest areas.

Packaging for the CustomerPackaging for the Customer
Walk into any modern retail store and note the colorful array of products.Walk into any modern retail store and note the colorful array of products.
Products?  No,  packages!  The  packages  may  be  necessary  to  protectProducts?  No,  packages!  The  packages  may  be  necessary  to  protect
products, but marketers have used them to good advantage in promotingproducts, but marketers have used them to good advantage in promoting
their firms' products. Consider just a few of the ways.their firms' products. Consider just a few of the ways.

First,  the  package  provides  an  attractive  method  for  getting  theFirst,  the  package  provides  an  attractive  method  for  getting  the
company's message across the customers. It may be used to convey pricecompany's message across the customers. It may be used to convey price
information  and  the  virtues  of  the  product.  The  package  is  aninformation  and  the  virtues  of  the  product.  The  package  is  an
advertisement.advertisement.

Second,  the  package  dimensions  may  have  to  conform  to  shelf-spaceSecond,  the  package  dimensions  may  have  to  conform  to  shelf-space
requirements in stores. This offers consumers the greatest exposure torequirements in stores. This offers consumers the greatest exposure to
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the  product  among  the  other  products  competing  for  the  same  shelfthe  product  among  the  other  products  competing  for  the  same  shelf
space.space.

Finally, the package may offer some utility that enhances the product.Finally, the package may offer some utility that enhances the product.

Packaging for ProtectionPackaging for Protection
One of the basic reasons for incurring the added expense of packaging isOne of the basic reasons for incurring the added expense of packaging is
to  reduce  the  occurrence  of  damage,  loss  through  theft  or  misplacedto  reduce  the  occurrence  of  damage,  loss  through  theft  or  misplaced
goods, or spoilage. The greatest concern of the logistician for most of thegoods, or spoilage. The greatest concern of the logistician for most of the
products that must be handled is damage.products that must be handled is damage.

Packaging for Distribution EfficiencyPackaging for Distribution Efficiency
The final concern is how the package affects the efficiency of handling,The final concern is how the package affects the efficiency of handling,
storing, and moving the product. These are some of the most importantstoring, and moving the product. These are some of the most important
concerns to the logistician in package design.concerns to the logistician in package design.

D) ACQUISITIOND) ACQUISITION
Acquisition is the logistics activity that makes the product available to theAcquisition is the logistics activity that makes the product available to the
logistics  system.  It  is  concerned  with  the  selection  of  supply-sourcelogistics  system.  It  is  concerned  with  the  selection  of  supply-source
locations, quantities to be acquired, timing of purchases, and the form inlocations, quantities to be acquired, timing of purchases, and the form in
which the product  is  to  be acquired. The importance of  acquisition towhich the product  is  to  be acquired. The importance of  acquisition to
logistics is that buying decisions have geographical and time dimensionslogistics is that buying decisions have geographical and time dimensions
that  affect  logistics  costs.  Acquisition  should  not  be  confused  withthat  affect  logistics  costs.  Acquisition  should  not  be  confused  with
purchasing. Purchasing includes many of the detail of the buying processpurchasing. Purchasing includes many of the detail of the buying process
(for example, price negotiation and vendor rating) that are not specifically(for example, price negotiation and vendor rating) that are not specifically
related to the logistics task, hence the substitute term of acquisition used.related to the logistics task, hence the substitute term of acquisition used.

Acquisition,  or  purchasing,  refers  to  those  activities  that  take  placeAcquisition,  or  purchasing,  refers  to  those  activities  that  take  place
between the organization and its suppliers. Purchasing generally bringsbetween the organization and its suppliers. Purchasing generally brings
to mind the idea of buying. The term acquisition is used here to meanto mind the idea of buying. The term acquisition is used here to mean
those aspects of purchasing that affect the availability and flow of thethose aspects of purchasing that affect the availability and flow of the
supply  product.  Although  product  price  and  quality  are  vitalsupply  product.  Although  product  price  and  quality  are  vital
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considerations  for  choosing  any  supplier,  the  third  key  element  isconsiderations  for  choosing  any  supplier,  the  third  key  element  is
delivery.delivery.

To some organizations,  logistical  management of  supply  side activitiesTo some organizations,  logistical  management of  supply  side activities
may  be  of  little  concern.  This  is  not  because  these  activities  aremay  be  of  little  concern.  This  is  not  because  these  activities  are
unimportant,  but  because  there  may  be  relatively  little  control  overunimportant,  but  because  there  may  be  relatively  little  control  over
supply  movements.  Delivered  pricing  arrangements,  lack  of  receivingsupply  movements.  Delivered  pricing  arrangements,  lack  of  receiving
inventories,  and lack of  control  over transport  services may place theinventories,  and lack of  control  over transport  services may place the
acquisition activities outside the logistician's  interest.  More often thanacquisition activities outside the logistician's  interest.  More often than
not, however, the organization is able to exercise a degree of control overnot, however, the organization is able to exercise a degree of control over
the  logistics  activities  of  its  supply  channel.  To  many  organizations,the  logistics  activities  of  its  supply  channel.  To  many  organizations,
especially service organizations, the most important logistical problemsespecially service organizations, the most important logistical problems
often center on the acquisition activity.often center on the acquisition activity.

The logistics problems of supply management are only slightly differentThe logistics problems of supply management are only slightly different
from those of physical distribution. Acquisition in supply management isfrom those of physical distribution. Acquisition in supply management is
more a matter of selecting among a limited number of supply sources,more a matter of selecting among a limited number of supply sources,
where as physical distribution is concerned with distributing to customerswhere as physical distribution is concerned with distributing to customers
located at many points. Also, the volumes moved per shipment tend to belocated at many points. Also, the volumes moved per shipment tend to be
larger in the supply channel than those in the distribution channel.  larger in the supply channel than those in the distribution channel.  

The benefits to the organization for good management of acquisition areThe benefits to the organization for good management of acquisition are
quite impressive. Normally, a firm spends between 40 and 60 percent ofquite impressive. Normally, a firm spends between 40 and 60 percent of
its sales birr for purchased materials. Even small reductions in the cost ofits sales birr for purchased materials. Even small reductions in the cost of
purchased  materials,  whether  through  lower  price  or  more  efficientpurchased  materials,  whether  through  lower  price  or  more  efficient
movement, can have a dramatic effect on profitability.movement, can have a dramatic effect on profitability.

E) PRODUCT SCHEDULINGE) PRODUCT SCHEDULING
Whereas  acquisition  relates  to  the  supply  (in  bound)  side  of  aWhereas  acquisition  relates  to  the  supply  (in  bound)  side  of  a
manufacturing firm, product scheduling relates to the distribution (outmanufacturing firm, product scheduling relates to the distribution (out
bound) side. It refers primarily to the aggregate quantities to be producedbound) side. It refers primarily to the aggregate quantities to be produced
and where and when they should be produced. It does not refer to theand where and when they should be produced. It does not refer to the
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detailed  production scheduling that  is  carried  out  on a  daily  basis  bydetailed  production scheduling that  is  carried  out  on a  daily  basis  by
production planners.production planners.

Because  productive  capacity  is  limited  and  often  dispersedBecause  productive  capacity  is  limited  and  often  dispersed
geographically, providing the right goods at the place and time neededgeographically, providing the right goods at the place and time needed
for production becomes a critical concern as goods flow from suppliersfor production becomes a critical concern as goods flow from suppliers
through the productive facility and on to customers.through the productive facility and on to customers.

Timing the convergence of materials for the production process greatlyTiming the convergence of materials for the production process greatly
affects  the  efficiency  with  which  the  process  can  be  carried  out.affects  the  efficiency  with  which  the  process  can  be  carried  out.
Therefore,  production  scheduling  is  not  just  a  production  processTherefore,  production  scheduling  is  not  just  a  production  process
management problem, but it involves logistical considerations as well. management problem, but it involves logistical considerations as well. 

The logistician is more concerned with the aggregate production scheduleThe logistician is more concerned with the aggregate production schedule
than the  detailed  one.  In  fact,  it  is  becoming more the  case  that  thethan the  detailed  one.  In  fact,  it  is  becoming more the  case  that  the
corporate logistician specifies the overall product requirements that arecorporate logistician specifies the overall product requirements that are
needed to meet demand.  It  is  production's  responsibility  to create theneeded to meet demand.  It  is  production's  responsibility  to create the
product  in quantities and at  locations at  which company costs  can beproduct  in quantities and at  locations at  which company costs  can be
minimized. The details of bringing land, labor, and capital together areminimized. The details of bringing land, labor, and capital together are
generally production concern rather than a logistics concern.generally production concern rather than a logistics concern.

At  any  given  producing  location,  the  questions  of  what  quantities  toAt  any  given  producing  location,  the  questions  of  what  quantities  to
produce and when to produce them are important concern because rawproduce and when to produce them are important concern because raw
material  flows  must  be  planned,  as  well  as  provision  made  formaterial  flows  must  be  planned,  as  well  as  provision  made  for
transportation and storage of both raw materials and finished goods. Thetransportation and storage of both raw materials and finished goods. The
question of where goods should be produced involves all the activities inquestion of where goods should be produced involves all the activities in
the logistics mix.the logistics mix.

Production scheduling at a given location has two distinct problems. First,Production scheduling at a given location has two distinct problems. First,
there is  planning the timing of  material  flows,  or  aggregate planning.there is  planning the timing of  material  flows,  or  aggregate planning.
Second,  there  is  planning  the  sequence  in  which  products  are  to  beSecond,  there  is  planning  the  sequence  in  which  products  are  to  be
produced. produced. 

F) INFORMATION MAINTENANCEF) INFORMATION MAINTENANCE
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 No logistics function within a firm is likely to operate very efficiently No logistics function within a firm is likely to operate very efficiently
without necessary cost and performance information. Such information iswithout necessary cost and performance information. Such information is
essential to good logistics planning and control. Maintaining a databaseessential to good logistics planning and control. Maintaining a database
of important types of information-for example, customer locations, salesof important types of information-for example, customer locations, sales
volume,  shipping  patterns,  and  inventory  levels  supports  efficient  andvolume,  shipping  patterns,  and  inventory  levels  supports  efficient  and
effective management of both primary and supporting activities. effective management of both primary and supporting activities. 

Check Your Progress Exercise 2Check Your Progress Exercise 2
1.1. What purposes do investories serve?What purposes do investories serve?

………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
……….……….

2.2. Outline the various supporting physical distribution activities.Outline the various supporting physical distribution activities.
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
……….……….

3.3. What is the importance of information to logistics?What is the importance of information to logistics?
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
……….……….

2.3 MANAGING PHYSICAL DISTRIBUTION ON THREE LEVELS2.3 MANAGING PHYSICAL DISTRIBUTION ON THREE LEVELS

The management of physical distribution is a job that is carried out onThe management of physical distribution is a job that is carried out on
three levels: (1) strategic, (2) tactical, and (3) operational. The strategicthree levels: (1) strategic, (2) tactical, and (3) operational. The strategic
level deals with the strategic planning problem. That is,  deciding in alevel deals with the strategic planning problem. That is,  deciding in a
broad  sense  what  the  overall  system  configuration  should  be  forbroad  sense  what  the  overall  system  configuration  should  be  for
distribution.  More  simply,  it  is  the  placing  of  the  warehouses,  thedistribution.  More  simply,  it  is  the  placing  of  the  warehouses,  the
selecting of  the  transportation modes,  and the  designing of  the  orderselecting of  the  transportation modes,  and the  designing of  the  order
processing system. Strategic planning shapes the distribution system inprocessing system. Strategic planning shapes the distribution system in
broad general terms.broad general terms.
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Physical  distribution  management  at  the  tactical  level  is  resourcePhysical  distribution  management  at  the  tactical  level  is  resource
utilization.  In  many  respects,  it  is  short-range  planning.  When  a  firmutilization.  In  many  respects,  it  is  short-range  planning.  When  a  firm
invests  in  some  part  of  the  distribution  system,  such  as  trucks,invests  in  some  part  of  the  distribution  system,  such  as  trucks,
warehouses,  order-transmittal  equipment,  or  materials  handlingwarehouses,  order-transmittal  equipment,  or  materials  handling
equipment, there is the problem of using this owned equipment and theseequipment, there is the problem of using this owned equipment and these
facilities efficiently this is a tactical problem. If transportation equipmentfacilities efficiently this is a tactical problem. If transportation equipment
could always move fully loaded, if warehouse space could always be fullycould always move fully loaded, if warehouse space could always be fully
occupied, and if order transmittal equipment were never idle, the cost ofoccupied, and if order transmittal equipment were never idle, the cost of
ownership would be at a minimum. Therefore, by the careful planning ofownership would be at a minimum. Therefore, by the careful planning of
distribution flows on a routine basis (often a daily basis),  managementdistribution flows on a routine basis (often a daily basis),  management
attempts to achieve the highest utilization possible.attempts to achieve the highest utilization possible.

Operational  management  refers  to  the  daily  tasks  that  a  distributionOperational  management  refers  to  the  daily  tasks  that  a  distribution
manager  and  subordinates  perform to  assure  that  the  product  movesmanager  and  subordinates  perform to  assure  that  the  product  moves
through the distribution channel and on to the ultimate consumer. Thisthrough the distribution channel and on to the ultimate consumer. This
includes  such  activities  as  picking  product  from  warehouse  stocks,includes  such  activities  as  picking  product  from  warehouse  stocks,
loading  trucks  for  delivery,  packaging  product  for  shipment,  keepingloading  trucks  for  delivery,  packaging  product  for  shipment,  keeping
track of inventory levels, preparing stock replenishment orders etc. Thetrack of inventory levels, preparing stock replenishment orders etc. The
focus of this aspect of distribution management is mainly supervision andfocus of this aspect of distribution management is mainly supervision and
task accomplishment.task accomplishment.

Strategic – what should our distribution system be? Tactical – how canStrategic – what should our distribution system be? Tactical – how can
the distribution system best be utilized? Operational – let's get the goodsthe distribution system best be utilized? Operational – let's get the goods
out! This is a way of classifying distribution management. It should beout! This is a way of classifying distribution management. It should be
obvious from the brief foregoing discussion that a great portion of topobvious from the brief foregoing discussion that a great portion of top
management's  job  involves  strategic  planning.  Middle  management  ismanagement's  job  involves  strategic  planning.  Middle  management  is
most heavily involved in tactical planning, and supervisory personnel aremost heavily involved in tactical planning, and supervisory personnel are
involved in more of the operational activities.    involved in more of the operational activities.    

2.4 THREE IMPORTANT CONCEPTS OF PHYSICAL DISTRIBUTION2.4 THREE IMPORTANT CONCEPTS OF PHYSICAL DISTRIBUTION
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By this point in the discussion, at least some general ideas as to what theBy this point in the discussion, at least some general ideas as to what the
strategic distribution problem should be established. But  how can onestrategic distribution problem should be established. But  how can one
approach  such  seemingly  complex  problems?  There  are  some  basicapproach  such  seemingly  complex  problems?  There  are  some  basic
concepts  that  help.  These  are  (1)  cost  trade  offs,  (2)  the  total  costconcepts  that  help.  These  are  (1)  cost  trade  offs,  (2)  the  total  cost
concept, and (3) the total system concept. It was the recognition of theseconcept, and (3) the total system concept. It was the recognition of these
important principles that led to the grouping of logistics activities, as theyimportant principles that led to the grouping of logistics activities, as they
are  currently  defined.  They  represent  capstone  ideas  for  physicalare  currently  defined.  They  represent  capstone  ideas  for  physical
distribution management.distribution management.
      
(1) The Cost Trade-off(1) The Cost Trade-off
The concept of the cost trade-off is fundamental to physical distributionThe concept of the cost trade-off is fundamental to physical distribution
management.  Without  it,  physical  distribution  management  wouldmanagement.  Without  it,  physical  distribution  management  would
probably not be practiced as we know it today.probably not be practiced as we know it today.
The cost trade-off concept is the recognition that the cost patterns of theThe cost trade-off concept is the recognition that the cost patterns of the
various activities of the firm sometimes display characteristics that putvarious activities of the firm sometimes display characteristics that put
them in economic conflict with one another. Consider the pattern of coststhem in economic conflict with one another. Consider the pattern of costs
shown in Figure 3 for the three primary logistics activities as they areshown in Figure 3 for the three primary logistics activities as they are
influenced by the selection of the number of warehouses in a distributioninfluenced by the selection of the number of warehouses in a distribution
system.  Notice  that  as  the  number  of  warehouses  is  increased,system.  Notice  that  as  the  number  of  warehouses  is  increased,
transportation costs decline. This is because bulk shipments can be madetransportation costs decline. This is because bulk shipments can be made
to warehouses at low volume rates.to warehouses at low volume rates.
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Figure  3:  Basic  cost  trade  offs  in  determining  the  number  ofFigure  3:  Basic  cost  trade  offs  in  determining  the  number  of
warehouses in a distribution system.warehouses in a distribution system.

Also,  the  distance  that  small-volume  shipments  must  move  fromAlso,  the  distance  that  small-volume  shipments  must  move  from
warehouse to  customer is  reduced,  lowering out  bound transportationwarehouse to  customer is  reduced,  lowering out  bound transportation
costs.  Thus  the  combinations  of  warehouse  inbound  and  outboundcosts.  Thus  the  combinations  of  warehouse  inbound  and  outbound
transportation costs shows a cost pattern that declines with increasingtransportation costs shows a cost pattern that declines with increasing
numbers of warehouses.numbers of warehouses.

On the  hand,  inventory and order  processing costs  show the oppositeOn the  hand,  inventory and order  processing costs  show the opposite
pattern to transportation costs and are therefore said to be in conflictpattern to transportation costs and are therefore said to be in conflict
with  them.  Inventory  costs  increase  with  the  number  of  warehouseswith  them.  Inventory  costs  increase  with  the  number  of  warehouses
because  more  stock  is  needed  to  maintain  the  same  level  of  stockbecause  more  stock  is  needed  to  maintain  the  same  level  of  stock
availability than with fewer warehouses. Order processing costs may alsoavailability than with fewer warehouses. Order processing costs may also
increase with the number of warehouses if the warehouses serve as orderincrease with the number of warehouses if the warehouses serve as order
processing points.processing points.

To make a decision as to the number of warehouses, the manager tries toTo make a decision as to the number of warehouses, the manager tries to
balance or "trade-off" the conflicting costs. This achieves the lowest costbalance or "trade-off" the conflicting costs. This achieves the lowest cost
distribution system.distribution system.

(2) The Total Cost Concept(2) The Total Cost Concept
 The total cost concept and the cost trade off go hand in hand. The total The total cost concept and the cost trade off go hand in hand. The total
cost concept is the recognition that conflicting cost patterns should becost concept is the recognition that conflicting cost patterns should be
examined collectively and balanced at optimum. As show in Figure 3, theexamined collectively and balanced at optimum. As show in Figure 3, the
total relevant cost for the number of warehouses is the addition of thetotal relevant cost for the number of warehouses is the addition of the
three costs to form a total cost curve. Note that the least-cost point onthree costs to form a total cost curve. Note that the least-cost point on
this curve is not at the point where the transportation cost is minimum orthis curve is not at the point where the transportation cost is minimum or
where inventory or order processing costs are minimum. Rather the leastwhere inventory or order processing costs are minimum. Rather the least
cost point lies at a point between these. It was recognized that managingcost point lies at a point between these. It was recognized that managing
transportation,  inventories,  and  order  processing  activities  collectivelytransportation,  inventories,  and  order  processing  activities  collectively
could lead to substantial cost reduction when compared with managingcould lead to substantial cost reduction when compared with managing
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them separately. The total cost idea was instrumental in deciding whichthem separately. The total cost idea was instrumental in deciding which
of  a  firm's  activities  should  be  grouped  together  and  called  physicalof  a  firm's  activities  should  be  grouped  together  and  called  physical
distribution activities.  Further,  it  provided the  basic  argument  for  thedistribution activities.  Further,  it  provided the  basic  argument  for  the
collective management of the logistics activities as identified in this unit.collective management of the logistics activities as identified in this unit.

It is a general rule in distribution that the faster and more reliable theIt is a general rule in distribution that the faster and more reliable the
transportation service, the lower the inventory requirement on both endstransportation service, the lower the inventory requirement on both ends
of the goods movement. In addition, the speed of goods movement affectsof the goods movement. In addition, the speed of goods movement affects
the length of time that money is tied up in inventories while goods are inthe length of time that money is tied up in inventories while goods are in
transit.transit.

The essence of the total cost concept is to consider all the relevant costThe essence of the total cost concept is to consider all the relevant cost
factors  in  a  particular  decision,  add them to  form the total  cost,  andfactors  in  a  particular  decision,  add them to  form the total  cost,  and
search for the minimum total cost alternative.search for the minimum total cost alternative.

(3) The Total System Concept(3) The Total System Concept
The third important principle is the total system concept. This concept isThe third important principle is the total system concept. This concept is
an extension of the total cost concept and is probably one of the mostan extension of the total cost concept and is probably one of the most
over  used,  under  defined  terms  in  business  today.  It  represents  aover  used,  under  defined  terms  in  business  today.  It  represents  a
philosophy for distribution management that considers all those factors inphilosophy for distribution management that considers all those factors in
a decision that are in some way affected by the outcome of the decision.a decision that are in some way affected by the outcome of the decision.
For example, in choosing a mode of transportation, the total cost conceptFor example, in choosing a mode of transportation, the total cost concept
would encourage us to consider the impact of the decision on the firm'swould encourage us to consider the impact of the decision on the firm's
inventories. On the other hand, the total-system concept would encourageinventories. On the other hand, the total-system concept would encourage
us  to  consider  the  impact  of  the  transportation choice  on the  buyer'sus  to  consider  the  impact  of  the  transportation choice  on the  buyer's
inventories as well.inventories as well.

The total system approach is to look broadly at distribution problems inThe total system approach is to look broadly at distribution problems in
order to uncover relationships that if neglected, could lead to sub optimalorder to uncover relationships that if neglected, could lead to sub optimal
decisions. This approach is particularly important to logistics because sodecisions. This approach is particularly important to logistics because so
much  of  logistics  management  interfaces  with  other  functional  areasmuch  of  logistics  management  interfaces  with  other  functional  areas
within, and beyond, the legal boundaries of the firm.within, and beyond, the legal boundaries of the firm.
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2.5  PHYSICAL  DISTRIBUTION  VERSUS  OTHER  FUNCTIONAL2.5  PHYSICAL  DISTRIBUTION  VERSUS  OTHER  FUNCTIONAL
AREASAREAS

    
Physical distribution is the newest member of the organizational team.Physical distribution is the newest member of the organizational team.
Marketing and production are established areas within many firms. WhatMarketing and production are established areas within many firms. What
is the relationship of physical distribution to these areas.is the relationship of physical distribution to these areas.

2.5.1 Relationship to Marketing2.5.1 Relationship to Marketing
Paul converse, a leading authority and teacher of marketing some yearsPaul converse, a leading authority and teacher of marketing some years
ago, referred to physical distribution as "The Other Half of Marketing".ago, referred to physical distribution as "The Other Half of Marketing".
Most leading textbooks on marketing identify physical distribution as aMost leading textbooks on marketing identify physical distribution as a
key part of the subject matter. For example, Jerome McCarthy defines thekey part of the subject matter. For example, Jerome McCarthy defines the
marketing  mix  as  made  up  of  product,  place  (physical  distribution),marketing  mix  as  made  up  of  product,  place  (physical  distribution),
promotion and price.promotion and price.

Why do marketing people consider physical  distribution to be such anWhy do marketing people consider physical  distribution to be such an
integral  part  of  the  marketing function?  The  answer  lies  in  the  basicintegral  part  of  the  marketing function?  The  answer  lies  in  the  basic
mission of marketing as practiced by most firms, that is, to generate themission of marketing as practiced by most firms, that is, to generate the
revenue for  the  firm.  Physical  distribution contributes  to  this  mission.revenue for  the  firm.  Physical  distribution contributes  to  this  mission.
Richard Lewis has suggested that marketing has two basic purposes. OneRichard Lewis has suggested that marketing has two basic purposes. One
is the obtaining demand, and the other is the servicing of demand. Theis the obtaining demand, and the other is the servicing of demand. The
two are linked by the customer service level provided.two are linked by the customer service level provided.

Obtaining demand is a result of the promotional efforts of marketing, asObtaining demand is a result of the promotional efforts of marketing, as
well as the price and product mix offered to consumers. Once the demandwell as the price and product mix offered to consumers. Once the demand
has been secured, it must be served. This is where physical distributionhas been secured, it must be served. This is where physical distribution
comes in.  The physical  distribution effort  put  the right  product  in thecomes in.  The physical  distribution effort  put  the right  product  in the
right place at the right time to meet demand requirements. If there wereright place at the right time to meet demand requirements. If there were
no more to the relationship than this, the demand obtaining and demandno more to the relationship than this, the demand obtaining and demand
servicing activities could easily be separated. But sales people have longservicing activities could easily be separated. But sales people have long
recognized  that  physical  distribution  actually  contributes  to  creatingrecognized  that  physical  distribution  actually  contributes  to  creating
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ActivitiesActivities

demand. Product availability, prompt delivery, and accurate order fillingdemand. Product availability, prompt delivery, and accurate order filling
are just a few of the services that can please a customer. Sales can beare just a few of the services that can please a customer. Sales can be
generated  by  good  service.  It  is  the  service  level  that  binds  thegenerated  by  good  service.  It  is  the  service  level  that  binds  the
promotional  and  distribution  efforts  together.  Figure  4  illustrates  thepromotional  and  distribution  efforts  together.  Figure  4  illustrates  the
relationship.  relationship.  

Conversely, marketing efforts can help to control physical distribution.Conversely, marketing efforts can help to control physical distribution.

Figure 4: Dividing the marketing efforts into its demand obtaining andFigure 4: Dividing the marketing efforts into its demand obtaining and
demand servicing activities.demand servicing activities.

2.5.2 Relationship to Production2.5.2 Relationship to Production
Production has been defined as the process by which goods and servicesProduction has been defined as the process by which goods and services
are created. Recently, there has been a movement to broaden the conceptare created. Recently, there has been a movement to broaden the concept
of  production  into  "operations".  Operations  not  only  includeof  production  into  "operations".  Operations  not  only  include
manufacturing activities but service producing activities as well.  Somemanufacturing activities but service producing activities as well.  Some
have suggested that logistics activities are a part of production, or thathave suggested that logistics activities are a part of production, or that
they can be integrated into production concepts. No attempt is made herethey can be integrated into production concepts. No attempt is made here
to resolve the argument as to whether physical distribution is a part ofto resolve the argument as to whether physical distribution is a part of
production. Rather, it should be recognized that producing activities andproduction. Rather, it should be recognized that producing activities and
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goods  moving  activities  overlap  to  a  substantial  degree.  It  is  at  thisgoods  moving  activities  overlap  to  a  substantial  degree.  It  is  at  this
interface that the production/physical distribution relationship occurs.interface that the production/physical distribution relationship occurs.

This  relationship  has  not  been  as  well  defined  as  the  one  betweenThis  relationship  has  not  been  as  well  defined  as  the  one  between
physical  distribution  and  marketing.  Nevertheless,  the  relationship  isphysical  distribution  and  marketing.  Nevertheless,  the  relationship  is
strong.  It  occurs  in  at  least  two  ways:  (1)  around  the  scheduling  ofstrong.  It  occurs  in  at  least  two  ways:  (1)  around  the  scheduling  of
replenishment  of  orders  for  warehouses,  and  (2)  around  the  productreplenishment  of  orders  for  warehouses,  and  (2)  around  the  product
loading at plants.loading at plants.

It is often a distribution responsibility to initiate replenishment orders toIt is often a distribution responsibility to initiate replenishment orders to
replace  field  warehouse  stocks.  If  carried  out  without  regard  forreplace  field  warehouse  stocks.  If  carried  out  without  regard  for
production costs, production may be forced into poor product sequencingproduction costs, production may be forced into poor product sequencing
and short production runs. On the other hand, if production disregardsand short production runs. On the other hand, if production disregards
distribution cost  in its  product  scheduling decisions,  distribution costsdistribution cost  in its  product  scheduling decisions,  distribution costs
may  be  too  high,  due  to  the  uneconomic  transportation  patterns  andmay  be  too  high,  due  to  the  uneconomic  transportation  patterns  and
inflated  inventory  levels  that  are  forced  into  the  distribution  system.inflated  inventory  levels  that  are  forced  into  the  distribution  system.
Better  coordination  between  the  timing  and  the  quantities  flowing  isBetter  coordination  between  the  timing  and  the  quantities  flowing  is
needed.   needed.   

Second,  distribution patterns usually  determine the quantities and theSecond,  distribution patterns usually  determine the quantities and the
product types produced at each of the plants that make up a multiple-product types produced at each of the plants that make up a multiple-
plant  network.  How the demand is  assigned to the plants can greatlyplant  network.  How the demand is  assigned to the plants can greatly
affect  total  production  costs.  Therefore,  plant  loading  and  goodsaffect  total  production  costs.  Therefore,  plant  loading  and  goods
movement patterns must be planned as a joint program.movement patterns must be planned as a joint program.

Physical distribution activities are strategically linked to the productionPhysical distribution activities are strategically linked to the production
and sales  functions in  a  firm. Each function claims an interest  in  theand sales  functions in  a  firm. Each function claims an interest  in  the
physical  distribution  activities,  and  rightfully  so.  The  management  ofphysical  distribution  activities,  and  rightfully  so.  The  management  of
performance of each function is affected by distribution activity levels.performance of each function is affected by distribution activity levels.
When this  is  fully  appreciated,  we can see that  it  is  not important  toWhen this  is  fully  appreciated,  we can see that  it  is  not important  to
concern  ourselves  with  whether  physical  distribution  is  a  part  ofconcern  ourselves  with  whether  physical  distribution  is  a  part  of
production or a part of marketing or a separate managerial function ofproduction or a part of marketing or a separate managerial function of
equal status with production and marketing. What is important is thatequal status with production and marketing. What is important is that
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effective  coordination  be  achieved  among  the  various  distributioneffective  coordination  be  achieved  among  the  various  distribution
activities so that the cost trade offs of physical distribution are exploited.activities so that the cost trade offs of physical distribution are exploited.

Check Your Progress Exercise 3Check Your Progress Exercise 3
1.1. What are the three levels on which the management of physicalWhat are the three levels on which the management of physical

distribution is carried out?distribution is carried out?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

2.2. State the three important concepts of physical distribution.State the three important concepts of physical distribution.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
3.3. What is meant by obtaining demand?What is meant by obtaining demand?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
4.4. The  relationship  between  physical  distribution  and  productionThe  relationship  between  physical  distribution  and  production

occurs in at least two days. What are these?occurs in at least two days. What are these?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

2.6 THE FUTURE IN PHYSICAL DISTRIBUTION2.6 THE FUTURE IN PHYSICAL DISTRIBUTION

Executives involved in physical distribution face tremendous challengesExecutives involved in physical distribution face tremendous challenges
and  opportunities  in  the  years  ahead.  These  pressures  originate  bothand  opportunities  in  the  years  ahead.  These  pressures  originate  both
within their companies and from external environmental forces.within their companies and from external environmental forces.
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Within  most  firms  there  is  a  need  to  coordinate  physical  distributionWithin  most  firms  there  is  a  need  to  coordinate  physical  distribution
activities more effectively so that they function as a system. Essentiallyactivities more effectively so that they function as a system. Essentially
this is a problem in organization. If you ask, "Who is in charge of physicalthis is a problem in organization. If you ask, "Who is in charge of physical
distribution?" all too often, the answer is "No one". These activities oftendistribution?" all too often, the answer is "No one". These activities often
are not coordinated. Managerial responsibility is fragmented among unitsare not coordinated. Managerial responsibility is fragmented among units
that may have conflicting goals. Fortunately, there is a trend toward thethat may have conflicting goals. Fortunately, there is a trend toward the
establishment  of  a  separate  department  responsible  for  all  physicalestablishment  of  a  separate  department  responsible  for  all  physical
distribution activities.distribution activities.

It is imperative that top management view logistics as one of its primeIt is imperative that top management view logistics as one of its prime
responsibilities.  Physical  distribution  costs  are  the  largest  singleresponsibilities.  Physical  distribution  costs  are  the  largest  single
operating  cost  in  many  firms.  For  countless  companies,  effectiveoperating  cost  in  many  firms.  For  countless  companies,  effective
customer  service  (which  involves  physical  distribution  activitiescustomer  service  (which  involves  physical  distribution  activities
primarily)  can  mean  the  difference  between  a  strong  and  a  weakprimarily)  can  mean  the  difference  between  a  strong  and  a  weak
marketing position. Once the top executives become aware of the stakes,marketing position. Once the top executives become aware of the stakes,
they are likely to play an active role in logistics management. If thesethey are likely to play an active role in logistics management. If these
internal conditions are not sufficient incentive, then certainly the macrointernal conditions are not sufficient incentive, then certainly the macro
environmental forces should do the job.environmental forces should do the job.

2.7 SUMMARY2.7 SUMMARY

        
Physical  distribution  activities  are  broadly  categorized  as  primaryPhysical  distribution  activities  are  broadly  categorized  as  primary
activities  and  supporting  activities.  Primary  activities  includeactivities  and  supporting  activities.  Primary  activities  include
transportation, inventory maintenance and order processing. Supportingtransportation, inventory maintenance and order processing. Supporting
activities are those activities carried out by the logistics organization thatactivities are those activities carried out by the logistics organization that
support  the  primary  activities.  These  are  warehousing,  materialssupport  the  primary  activities.  These  are  warehousing,  materials
handling,  protective  packaging,  acquisition,  product  scheduling  andhandling,  protective  packaging,  acquisition,  product  scheduling  and
information maintenance.information maintenance.

Transportation is the most important logistics activity that deals with theTransportation is the most important logistics activity that deals with the
various methods for moving goods. The various modes of transportationvarious methods for moving goods. The various modes of transportation
include  rail,  truck,  air,  pipeline,  and  water.  Marketers  select  ainclude  rail,  truck,  air,  pipeline,  and  water.  Marketers  select  a
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transportation  mode  based  on  criteria  like  cost,  speed,  dependability,transportation  mode  based  on  criteria  like  cost,  speed,  dependability,
flexibility, accessibility and frequency.flexibility, accessibility and frequency.

Inventory maintenance is another important logistics activity. It is usuallyInventory maintenance is another important logistics activity. It is usually
not possible or practical to provide instant production or instant deliverynot possible or practical to provide instant production or instant delivery
to customers.  The reasons or  purposes for  inventories  are to  improveto customers.  The reasons or  purposes for  inventories  are to  improve
customer  service,  to  encourage  production  economies,  to  permitcustomer  service,  to  encourage  production  economies,  to  permit
purchase and transportation economies, to act as a hedge against pricepurchase and transportation economies, to act as a hedge against price
changes, to protect against uncertainties in demand and lead time, and tochanges, to protect against uncertainties in demand and lead time, and to
act as a hedge against contingencies.     act as a hedge against contingencies.     

There  are  three  costs  associated with  inventories.  These are  carryingThere  are  three  costs  associated with  inventories.  These are  carrying
costs, procurement costs, and out-of-stock costs. costs, procurement costs, and out-of-stock costs. 

Warehousing refers to the management of  the space required to  holdWarehousing refers to the management of  the space required to  hold
inventories. Warehouses serve important purposes like storage, breakinginventories. Warehouses serve important purposes like storage, breaking
bulk, consolidation, unitization and containerization. Private warehouses,bulk, consolidation, unitization and containerization. Private warehouses,
public  warehouses,  bonded  warehouses,  general  warehouses,  specialpublic  warehouses,  bonded  warehouses,  general  warehouses,  special
commodity  warehouses,  and  refrigerated  warehouses  are  the  variouscommodity  warehouses,  and  refrigerated  warehouses  are  the  various
types of warehouses.types of warehouses.

Materials  handling is  a  supporting activity  that  is  concerned with  theMaterials  handling is  a  supporting activity  that  is  concerned with  the
movement of the product at the stocking point. It deals with a number ofmovement of the product at the stocking point. It deals with a number of
problems such as selecting materials handling equipment, order pickingproblems such as selecting materials handling equipment, order picking
procedures, and workload balancing.procedures, and workload balancing.

As  one  of  the  supporting  activities  of  physical  distribution,  protectiveAs  one  of  the  supporting  activities  of  physical  distribution,  protective
packaging  has  three  important  aspects.  These  are  packaging  for  thepackaging  has  three  important  aspects.  These  are  packaging  for  the
customer,  packaging  for  protection  and  packaging  for  distributioncustomer,  packaging  for  protection  and  packaging  for  distribution
efficiency. efficiency. 

Acquisition  is  concerned  with  the  selection  of  supply-source  location,Acquisition  is  concerned  with  the  selection  of  supply-source  location,
quantities to be acquired, timing of purchases, and the form in which thequantities to be acquired, timing of purchases, and the form in which the
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product  is  to  be  acquired.  It  is  the  logistics  activity  that  makes  theproduct  is  to  be  acquired.  It  is  the  logistics  activity  that  makes  the
product available to the logistics system. product available to the logistics system. 

Product  scheduling  refers  primarily  to  the  aggregate  quantities  to  beProduct  scheduling  refers  primarily  to  the  aggregate  quantities  to  be
produced and where and when they should be produced.produced and where and when they should be produced.

Information  maintenance  is  invaluable  logistics  activity.  Cost  andInformation  maintenance  is  invaluable  logistics  activity.  Cost  and
performance  information  is  essential  to  good  logistics  planning  andperformance  information  is  essential  to  good  logistics  planning  and
control.control.

Strategic, tactical, and operational levels are three levels on which theStrategic, tactical, and operational levels are three levels on which the
management  of  physical  distribution  is  carried  out.  Strategic  –  whatmanagement  of  physical  distribution  is  carried  out.  Strategic  –  what
should our distribution system be? Tactical  –  how can the distributionshould our distribution system be? Tactical  –  how can the distribution
system best be utilized? Operational – let's get the goods out! This is asystem best be utilized? Operational – let's get the goods out! This is a
way of classifying distribution management.way of classifying distribution management.

Cost trade offs, the total cost concept, and the total system concept areCost trade offs, the total cost concept, and the total system concept are
the three important concepts of physical distribution.    the three important concepts of physical distribution.    

Physical  distribution  has  a  close  relationship  with  production  andPhysical  distribution  has  a  close  relationship  with  production  and
marketing. It complements/supports the activities of both production andmarketing. It complements/supports the activities of both production and
marketing.marketing.

2.8 ANSWER TO CHECK YOUR PROGRESS EXERCISES2.8 ANSWER TO CHECK YOUR PROGRESS EXERCISES

  
Exercise 1Exercise 1
1.1. The primary activities of  physical  distribution are transportation,The primary activities of  physical  distribution are transportation,

inventory maintenance and order processing.inventory maintenance and order processing.
2.2. The service criteria for selecting transportation modes include cost,The service criteria for selecting transportation modes include cost,

speed, dependability, flexibility, accessibility and frequency.speed, dependability, flexibility, accessibility and frequency.

Exercise 2Exercise 2
1.1. Inventories serve the following important purposesInventories serve the following important purposes

-- improve customer serviceimprove customer service
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-- encourage production economiesencourage production economies
-- permit purchase and transportation economies permit purchase and transportation economies 
-- act as a hedge against price changesact as a hedge against price changes
-- protect against uncertainties in demand and lead time, and protect against uncertainties in demand and lead time, and 
-- act as a hedge against contingencies. act as a hedge against contingencies. 

2.2. The  supporting  physical  distribution  activities  are  warehousing,The  supporting  physical  distribution  activities  are  warehousing,
materials  handling,  protective  packaging,  acquisition,  productmaterials  handling,  protective  packaging,  acquisition,  product
scheduling and information maintenance.scheduling and information maintenance.

3.3. The importance of information to physical distribution is for properThe importance of information to physical distribution is for proper
logistics planning and control.logistics planning and control.

Exercise 3Exercise 3
1.1. Strategic,  tactical,  and operational  levels  are the three levels  onStrategic,  tactical,  and operational  levels  are the three levels  on

which the management of physical distribution is carried out.which the management of physical distribution is carried out.
2.2. Cost trade offs, the total cost concept, and the total system conceptCost trade offs, the total cost concept, and the total system concept

are the three important concepts of physical distribution.are the three important concepts of physical distribution.
3.3. Obtaining demand refers to creating demand for goods and serviceObtaining demand refers to creating demand for goods and service

through promotional  efforts  of  marketing,  as  well  as  the  price  andthrough promotional  efforts  of  marketing,  as  well  as  the  price  and
product mix offered to consumers.product mix offered to consumers.

4.4. The  relationship  between  physical  distribution  and  productionThe  relationship  between  physical  distribution  and  production
occurs in at least two ways. These are: occurs in at least two ways. These are: 

oo Around the replenishment of orders for warehousesAround the replenishment of orders for warehouses
oo Around the product loading at plants.Around the product loading at plants.

2.9 MODEL EXAMINATION QUESTIONS2.9 MODEL EXAMINATION QUESTIONS

1.1. What are primary logistics activities, and how do they differ fromWhat are primary logistics activities, and how do they differ from
interface activities?interface activities?

2.2. How does transportation contribute to "place" value in a product orHow does transportation contribute to "place" value in a product or
service?  How  does  inventory  add  to  "time"  value  in  products  orservice?  How  does  inventory  add  to  "time"  value  in  products  or
services.services.

3.3. Briefly describe the different types of warehouses.Briefly describe the different types of warehouses.
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4.4. Explain the following conceptsExplain the following concepts
-- Total cost approachTotal cost approach
-- Cost trade off conceptCost trade off concept
-- Total system approachTotal system approach

5.5. What trends and developments are likely to characterize physicalWhat trends and developments are likely to characterize physical
distribution efforts in the future? distribution efforts in the future? 
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3.0 AIMS AND OBJECTIVES3.0 AIMS AND OBJECTIVES

The purpose of  this  unit  is  to  discuss  in  detail  the  retail  market  andThe purpose of  this  unit  is  to  discuss  in  detail  the  retail  market  and
retailing institutions. After completing this unit, you will be able to retailing institutions. After completing this unit, you will be able to 

-- explain middlemen and channels of distributionexplain middlemen and channels of distribution
-- define basic retailing termsdefine basic retailing terms
-- understand the nature and importance of retail marketunderstand the nature and importance of retail market
-- know retailing's place in the marketing channelknow retailing's place in the marketing channel
-- describe the functions performed by retailersdescribe the functions performed by retailers
-- know the various classifications of retailing outlets know the various classifications of retailing outlets 
-- state retailers' marketing decisionsstate retailers' marketing decisions
-- understand the future of retailing.understand the future of retailing.

3.1 INTRODUCTION3.1 INTRODUCTION

Retailing  entails  the  business  activities  involved  in  selling  goods  andRetailing  entails  the  business  activities  involved  in  selling  goods  and
services to consumers for their personal, family, or household use. It mayservices to consumers for their personal, family, or household use. It may
be  viewed  from  the  perspectives  of  manufacturers,  service  firms,be  viewed  from  the  perspectives  of  manufacturers,  service  firms,
consumers, and traditional retailers. It includes tangible and intangibleconsumers, and traditional retailers. It includes tangible and intangible
items,  does  not  have  to  use  a  store,  and  can  be  conducted  byitems,  does  not  have  to  use  a  store,  and  can  be  conducted  by
manufacturers and others as well as by retail firms.manufacturers and others as well as by retail firms.

Retailing is the last stage in a channel of distribution, which contains theRetailing is the last stage in a channel of distribution, which contains the
businesses and people involved in the physical movement and transfer ofbusinesses and people involved in the physical movement and transfer of
ownership  of  goods  and  services  from  producer  to  consumer.  In  aownership  of  goods  and  services  from  producer  to  consumer.  In  a
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channel, retailers perform many valuable functions as the intermediarieschannel, retailers perform many valuable functions as the intermediaries
between  manufacturers,  wholesalers,  and  other  suppliers  and  finalbetween  manufacturers,  wholesalers,  and  other  suppliers  and  final
consumers.  Via  the  sorting process,  retailers  collect  an  assortment  ofconsumers.  Via  the  sorting process,  retailers  collect  an  assortment  of
goods and services from various suppliers and offer them to customers.goods and services from various suppliers and offer them to customers.
Retailers communicate with customers and with other channel members,Retailers communicate with customers and with other channel members,
like  manufacturers  and  wholesalers.  Retailers  may  ship,  store,  mark,like  manufacturers  and  wholesalers.  Retailers  may  ship,  store,  mark,
advertise,  and  pre-pay  for  items.  They  complete  transactions  withadvertise,  and  pre-pay  for  items.  They  complete  transactions  with
customers and often provide customer services.customers and often provide customer services.

Retailers and their suppliers have complex relationships because retailersRetailers and their suppliers have complex relationships because retailers
serve two roles. They are part of a distribution channel aimed at the finalserve two roles. They are part of a distribution channel aimed at the final
consumer, and they are also major customers for their suppliers. Thus,consumer, and they are also major customers for their suppliers. Thus,
divergent viewpoints may occur, and they must be reconciled. Channeldivergent viewpoints may occur, and they must be reconciled. Channel
relations are smoothest with exclusive distribution; they are most volatilerelations are smoothest with exclusive distribution; they are most volatile
with  intensive  distribution.  Selective  distribution  combines  aspects  ofwith  intensive  distribution.  Selective  distribution  combines  aspects  of
both  in  an  attempt  to  balance  sales  goals  and  channel  memberboth  in  an  attempt  to  balance  sales  goals  and  channel  member
cooperation.  cooperation.  

Retailing has several special characteristics. The average size of a salesRetailing has several special characteristics. The average size of a sales
transaction is small. Final consumers make many unplanned purchases.transaction is small. Final consumers make many unplanned purchases.
Most retail customers must be drawn to a store location. In this unit theMost retail customers must be drawn to a store location. In this unit the
retail market and retailing institution will be discussed.retail market and retailing institution will be discussed.

3.2 MIDDLEMEN AND CHANNELS OF DISTRIBUTION3.2 MIDDLEMEN AND CHANNELS OF DISTRIBUTION

        
3.2.1 What Are Middlemen?3.2.1 What Are Middlemen?
Middlemen  are  institutions  or  individuals  situated  in  the  marketingMiddlemen  are  institutions  or  individuals  situated  in  the  marketing
channels  at  points  between producers  and final  buyers.  A  middlemanchannels  at  points  between producers  and final  buyers.  A  middleman
renders services in connection with the purchase and/or sale of productsrenders services in connection with the purchase and/or sale of products
moving from producers to customers. A middleman either takes title tomoving from producers to customers. A middleman either takes title to
the  merchandize  or  actively  aids  in  the  transfer  of  ownership.the  merchandize  or  actively  aids  in  the  transfer  of  ownership.
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Accordingly, middlemen are commonly classified as merchant middlemenAccordingly, middlemen are commonly classified as merchant middlemen
and agent  middlemen.  Merchant  middlemen  actually  take  title  to  theand  agent  middlemen.  Merchant  middlemen  actually  take  title  to  the
goods. Agent middlemen like brokers and manufacturers'  agents nevergoods. Agent middlemen like brokers and manufacturers'  agents never
actually take title to the goods, but they do actively assist in the transferactually take title to the goods, but they do actively assist in the transfer
of title. The two major groups of merchant middlemen are wholesalersof title. The two major groups of merchant middlemen are wholesalers
and retailers.and retailers.

Middlemen takeover some of the burden of marketing from producers.Middlemen takeover some of the burden of marketing from producers.
The marketing functions they perform include buying, selling, grading,The marketing functions they perform include buying, selling, grading,
risk taking, and developing and maintaining information database. risk taking, and developing and maintaining information database. 

3.2.2 What Are Channels of Distribution?3.2.2 What Are Channels of Distribution?
Channels of distribution otherwise known as marketing channels can beChannels of distribution otherwise known as marketing channels can be
viewed as sets of independent organizations involved in the process ofviewed as sets of independent organizations involved in the process of
making a  product  or  service  available  for  use  or  consumption  by  themaking a  product  or  service  available  for  use  or  consumption  by  the
consumer or  industrial  user.  In other  words,  they are the routes  thatconsumer or  industrial  user.  In other  words,  they are the routes  that
products follow as they are bought and sold on their way to the ultimateproducts follow as they are bought and sold on their way to the ultimate
consumer or industrial user. A channel always includes both the producerconsumer or industrial user. A channel always includes both the producer
and the final customer for the product, as well as middlemen involved inand the final customer for the product, as well as middlemen involved in
the title transfer. Even though agent middlemen do not take actual title tothe title transfer. Even though agent middlemen do not take actual title to
the goods, they are included as part of a distribution channel.  This isthe goods, they are included as part of a distribution channel.  This is
because they play an active role in the transfer of ownership.because they play an active role in the transfer of ownership.

Distribution  channels  are  either  direct  or  indirect.  A  channel  ofDistribution  channels  are  either  direct  or  indirect.  A  channel  of
distribution is said to be direct when products move directly from thedistribution is said to be direct when products move directly from the
producer to the final consumer or industrial user. Where as a distributionproducer to the final consumer or industrial user. Where as a distribution
channel is referred to as indirect when products pass through variouschannel is referred to as indirect when products pass through various
intermediaries or middlemen. Distribution channel decisions are amongintermediaries or middlemen. Distribution channel decisions are among
the most complex and challenging decisions facing a firm.the most complex and challenging decisions facing a firm.

3.3 BASIC RETAILING TERMS3.3 BASIC RETAILING TERMS
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 Retailers:Retailers: Businesses or individuals that sell more of their goods Businesses or individuals that sell more of their goods
and/or services to final consumers in small quantities.and/or services to final consumers in small quantities.

 Retailing:Retailing: Basically it is defined as the selling of goods or services Basically it is defined as the selling of goods or services
individually  or  in  small  quantities  directly  to  the  consumer  forindividually  or  in  small  quantities  directly  to  the  consumer  for
personal, non-business use. It is also often referred to as marketing atpersonal, non-business use. It is also often referred to as marketing at
the level of the final consumer.the level of the final consumer.

 Retail  mix:Retail  mix: A  combination  of  activities  –  planning  physical A  combination  of  activities  –  planning  physical
facilities,  determining merchandize or services,  pricing,  promotionalfacilities,  determining merchandize or services,  pricing,  promotional
services, finance, and control – engaged in by retailers in an attempt toservices, finance, and control – engaged in by retailers in an attempt to
satisfy their target markets.satisfy their target markets.

 A retail sale:A retail sale: A sale made by any firm-manufacturer, wholesaler or A sale made by any firm-manufacturer, wholesaler or
retail store to ultimate consumers for their personal and non-businessretail store to ultimate consumers for their personal and non-business
use.use.

 Guiding premise of retailing:Guiding premise of retailing: The assumption that retailers must The assumption that retailers must
have the right merchandise at the right time, in the right place, at thehave the right merchandise at the right time, in the right place, at the
right price, and in the right quantity in order to satisfy their customersright price, and in the right quantity in order to satisfy their customers
and make a profit. This basic premise of retailing should be though ofand make a profit. This basic premise of retailing should be though of
as the foundation for all retail decision making.as the foundation for all retail decision making.

3.4 NATURE OF RETAIL MARKET3.4 NATURE OF RETAIL MARKET

  
Retailing is omnipresent (everywhere all the time), educational, dynamic,Retailing is omnipresent (everywhere all the time), educational, dynamic,
and  challenging.  It  is  as  old  as  biblical  markets  and  as  new  as  theand  challenging.  It  is  as  old  as  biblical  markets  and  as  new  as  the
personal  computer.  It  is  small  town  and  big  city,  local  and  regional,personal  computer.  It  is  small  town  and  big  city,  local  and  regional,
national and international. It is the most important link in the distributionnational and international. It is the most important link in the distribution
chain from producer to consumer,  for almost all  of  our gross nationalchain from producer to consumer,  for almost all  of  our gross national
product (GNP) reaches us through some form of retailing.product (GNP) reaches us through some form of retailing.

To  get  into  retailing  is  easy.  To  be  forced  out  is  just  as  easy.To  get  into  retailing  is  easy.  To  be  forced  out  is  just  as  easy.
Consequently, to survive in retailing a company must do a satisfactory jobConsequently, to survive in retailing a company must do a satisfactory job
in its primary role – catering to the consumer – and in its secondary role –in its primary role – catering to the consumer – and in its secondary role –
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serving producers and wholesalers. This dual responsibility is both theserving producers and wholesalers. This dual responsibility is both the
justification for retailing and the key to success in retailing.justification for retailing and the key to success in retailing.
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3.5 RETAILING'S PLACE IN THE MARKETING CHANNEL3.5 RETAILING'S PLACE IN THE MARKETING CHANNEL

Distribution is one of the most important concerns of marketers today.Distribution is one of the most important concerns of marketers today.
There  would  be  little  economic  utility  and  even  less  satisfaction  ifThere  would  be  little  economic  utility  and  even  less  satisfaction  if
manufacturers created new, items but gave no though about how to getmanufacturers created new, items but gave no though about how to get
them to the consumer. In an industrial world, where people are no longerthem to the consumer. In an industrial world, where people are no longer
self-sufficient, the key to success in having the goods in the right place atself-sufficient, the key to success in having the goods in the right place at
the right time. If a marketing system works well, it also provides for thethe right time. If a marketing system works well, it also provides for the
four basic utilities isolated by economists: time, place, possession, andfour basic utilities isolated by economists: time, place, possession, and
form.  In  other  words,  the  system  arranges  for  producing  and  havingform.  In  other  words,  the  system  arranges  for  producing  and  having
goods available when and where they are wanted, that is, in retail stores.goods available when and where they are wanted, that is, in retail stores.
The completed retail sales transaction then provides possession utility.The completed retail sales transaction then provides possession utility.

Are retailers always involved as goods move from manufacturer to user?Are retailers always involved as goods move from manufacturer to user?
There is no single answer to this question because retailers and otherThere is no single answer to this question because retailers and other
engaged in retailing exist at every level of the marketing channel and areengaged in retailing exist at every level of the marketing channel and are
therefore not always in the same channel position. For example, althoughtherefore not always in the same channel position. For example, although
the  route  traveled by  a  product  may usually  be  through a  traditionalthe  route  traveled by  a  product  may usually  be  through a  traditional
marketing channel, there is always the possibility of buying it direct frommarketing channel, there is always the possibility of buying it direct from
a wholesaler or manufacturer.a wholesaler or manufacturer.

A firm does not have to be a retailer by definition in order to engage inA firm does not have to be a retailer by definition in order to engage in
retailing.  Even  though  the  largest  percentage  of  consumer  goods  isretailing.  Even  though  the  largest  percentage  of  consumer  goods  is
marketed  through  the  retail  sector,  many  other  firms  throughout  themarketed  through  the  retail  sector,  many  other  firms  throughout  the
channel engage in the functions traditionally performed by retailers. channel engage in the functions traditionally performed by retailers. 

3.6 FUNCTIONS PERFORMED BY RETAILERS3.6 FUNCTIONS PERFORMED BY RETAILERS

Retailers  undertake  business  functions  or  activities  that  increase  theRetailers  undertake  business  functions  or  activities  that  increase  the
value of the products and services they sell to consumers. These functionsvalue of the products and services they sell to consumers. These functions
are:are:

1.1. providing an assortment of products and services.providing an assortment of products and services.
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2.2. breaking bulk – offering products in small quantities tailored to thebreaking bulk – offering products in small quantities tailored to the
consumption pattern of individual consumers and households.consumption pattern of individual consumers and households.

3.3. storing  products  (holding  inventory)  so  that  consumers  can  buystoring  products  (holding  inventory)  so  that  consumers  can  buy
products when they want them and in the quantities they want.products when they want them and in the quantities they want.

4.4. providing services to improve the ease with which consumers canproviding services to improve the ease with which consumers can
purchase and use products.purchase and use products.

Offering AssortmentsOffering Assortments
Manufacturers specialize in producing specific types of products. If eachManufacturers specialize in producing specific types of products. If each
of these manufacturers had its own stores that only sold its own products,of these manufacturers had its own stores that only sold its own products,
consumers would have to go many different stores to buy groceries toconsumers would have to go many different stores to buy groceries to
prepare a single meal.prepare a single meal.

Retailers offer an assortment of products and services to their customers.Retailers offer an assortment of products and services to their customers.
By  offering an  assortment,  retailers  enable  their  customers  to  chooseBy offering an  assortment,  retailers  enable  their  customers  to  choose
from a wide selection of brands, designs, sizes, colors, and prices in onefrom a wide selection of brands, designs, sizes, colors, and prices in one
location.location.

All  retailers  offer  assortments  of  products,  but  they  specialize  in  theAll  retailers  offer  assortments  of  products,  but  they  specialize  in  the
assortments they offer. Supermarkets provide assortments of food, healthassortments they offer. Supermarkets provide assortments of food, health
and beauty aids and household products. Most consumers are well awareand beauty aids and household products. Most consumers are well aware
of the product assortments retailers offer. of the product assortments retailers offer. 

Breaking BulkBreaking Bulk
To reduce transportation costs, manufacturers and wholesalers typicallyTo reduce transportation costs, manufacturers and wholesalers typically
ship cases of frozen dinners or cartons of blouses to retailers, and thenship cases of frozen dinners or cartons of blouses to retailers, and then
the retailers provide the products in smaller quantities to meet consumerthe retailers provide the products in smaller quantities to meet consumer
needs.needs.

Storing ProductsStoring Products
A major function of retailers is to keep inventory so that products will beA major function of retailers is to keep inventory so that products will be
available when consumers want them. Thus, consumer can keep a muchavailable when consumers want them. Thus, consumer can keep a much
smaller inventory of products, such as a tube of tooth paste or a half-smaller inventory of products, such as a tube of tooth paste or a half-
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gallon of milk,  at  home because they know the retailers will  have thegallon of milk,  at  home because they know the retailers will  have the
products available when they need more.products available when they need more.

By maintaining an inventory, retailers provide a benefit to consumers –By maintaining an inventory, retailers provide a benefit to consumers –
they reduce the consumer's cost of storing products. First, the investmentthey reduce the consumer's cost of storing products. First, the investment
to store products ties up the consumers' money that could be put in ato store products ties up the consumers' money that could be put in a
bank account and earn interest, or put to other use. Second, the productsbank account and earn interest, or put to other use. Second, the products
can be damaged or may spoil while they are being stored.can be damaged or may spoil while they are being stored.

Providing ServicesProviding Services
Retailers also add value to their merchandise by providing a variety ofRetailers also add value to their merchandise by providing a variety of
services. They offer credit so that consumers can have a product now andservices. They offer credit so that consumers can have a product now and
pay for it in the future. They display products so that consumers can seepay for it in the future. They display products so that consumers can see
and test them before making a purchase. Retailers may have salespeopleand test them before making a purchase. Retailers may have salespeople
available to answer questions and provide additional information aboutavailable to answer questions and provide additional information about
the products. Some other retailers services include home delivery, giftthe products. Some other retailers services include home delivery, gift
wrapping,  warranty  coverage,  repairs,  alternations,  and  unit  pricingwrapping,  warranty  coverage,  repairs,  alternations,  and  unit  pricing
information for making comparisons between brands. information for making comparisons between brands. 

Check Your Progress Exercise 1Check Your Progress Exercise 1
1.1. What are channels of distribution?What are channels of distribution?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
2.2. What is retailing?What is retailing?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
3.3. What do retailers do?What do retailers do?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
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3.7 CLASSIFICATIONS OF RETAILING3.7 CLASSIFICATIONS OF RETAILING

Broadly, retailing is classified into store retailing and non store retailing.Broadly, retailing is classified into store retailing and non store retailing.
Although most retailing is done in retail stores, in recent years non-storeAlthough most retailing is done in retail stores, in recent years non-store
retailing has grown tremendously.retailing has grown tremendously.

3.7.1 Store Retailing3.7.1 Store Retailing
Retail stores come in all shapes and sizes. They can be classified by oneRetail stores come in all shapes and sizes. They can be classified by one
or  more  several  characteristics  like  amount  of  service,  product  line,or  more  several  characteristics  like  amount  of  service,  product  line,
relative prices, control of outlets, and store cluster. relative prices, control of outlets, and store cluster. 

i)i) Retailers Classified by Amount of ServiceRetailers Classified by Amount of Service  
Different  products  require  different  amount  of  service  and  customerDifferent  products  require  different  amount  of  service  and  customer
service, and customer service preference vary.service, and customer service preference vary.

a)a) Self-service retailers:Self-service retailers: in such retailer stores, customers are in such retailer stores, customers are
willing to perform their  own "locate-compare-select"  process towilling to perform their  own "locate-compare-select"  process to
save money. Self-service is the basis of discount operations andsave money. Self-service is the basis of discount operations and
typically  is  used  by  sellers  of  convenience  goods  (such  astypically  is  used  by  sellers  of  convenience  goods  (such  as
supermarkets)  and  nationally  branded,  fast  moving  shoppingsupermarkets)  and  nationally  branded,  fast  moving  shopping
goods (such as catalog show rooms).goods (such as catalog show rooms).

b)b) Limited service retailers:Limited service retailers: these type of retailers provide more these type of retailers provide more
sales assistance because they carry more shopping goods aboutsales assistance because they carry more shopping goods about
which  customers  need  information.  Their  operating  costs  arewhich  customers  need  information.  Their  operating  costs  are
higher resulting from higher process.higher resulting from higher process.

c)c) Full service retailers:Full service retailers: sales people assist customers in every sales people assist customers in every
phase of the shopping process. They carry usually more specialtyphase of the shopping process. They carry usually more specialty
goods for which customers like to be "waited on". They providegoods for which customers like to be "waited on". They provide
more liberal  return policies,  various credit  plans,  free delivery,more liberal  return policies,  various credit  plans,  free delivery,
home serving, and extras such as lounges and restaurants. Morehome serving, and extras such as lounges and restaurants. More
services result in much higher operating costs, which are passedservices result in much higher operating costs, which are passed
along to customers as premium price.along to customers as premium price.
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ii)ii) Retailers Classified by Product LineRetailers Classified by Product Line
Retailers can also be classified by the length and breadth of their productRetailers can also be classified by the length and breadth of their product
assortment. assortment. 

a)a) Specialty stores:Specialty stores: these retail  stores carry a narrow product these retail  stores carry a narrow product
line with deep assortment within that line (i.e., a number of productline with deep assortment within that line (i.e., a number of product
items).  Specialty  stores  should  not  be  confused  with  specialtyitems).  Specialty  stores  should  not  be  confused  with  specialty
goods.  In  a  sense,  specialty  stores  may  carry  any  category  ofgoods.  In  a  sense,  specialty  stores  may  carry  any  category  of
consumer goods, not just specialty goods. Specialty stores can beconsumer goods, not just specialty goods. Specialty stores can be
classified  further  by  the  narrowness  of  their  product  lines.  Forclassified  further  by  the  narrowness  of  their  product  lines.  For
example:example:

-- a clothing store is a single line storea clothing store is a single line store
-- men's clothing store is a limited line store men's clothing store is a limited line store 
-- men's custom shirt store is a super specialty store.men's custom shirt store is a super specialty store.
b)b) Department stores: Department stores: department stores are retailers that carrydepartment stores are retailers that carry

a wide variety and deep assortment, offer considerable customera wide variety and deep assortment, offer considerable customer
services,  and  are  organized  into  separate  departments  forservices,  and  are  organized  into  separate  departments  for
displaying merchandize.displaying merchandize.

A department  store  is  organized into  departments  selling men's,A department  store  is  organized into  departments  selling men's,
women's, and children's clothing and accessories; home furnishingswomen's, and children's clothing and accessories; home furnishings
and furniture; toys and games, consumer electronics such as TVs,and furniture; toys and games, consumer electronics such as TVs,
VCRs, and stereos; and kitchen ware and small appliances.VCRs, and stereos; and kitchen ware and small appliances.

Each  department  within  the  store  has  a  specific  selling  spaceEach  department  within  the  store  has  a  specific  selling  space
allocated to it,  a cash register to transact and record sales,  andallocated to it,  a cash register to transact and record sales,  and
sales  people  to  assist  customers.  The  department  store  oftensales  people  to  assist  customers.  The  department  store  often
resembles a collection of specialty shops.resembles a collection of specialty shops.

Department stores are often looked to as the retailing leaders. TheyDepartment stores are often looked to as the retailing leaders. They
usually lead in customer services – including credit, merchandiseusually lead in customer services – including credit, merchandise
return, delivery, fashion shows and Christmas displays. They alsoreturn, delivery, fashion shows and Christmas displays. They also
are leaders because of their size.are leaders because of their size.
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c)c) Supermarkets:  Supermarkets:  they are large stores specialized in groceriesthey are large stores specialized in groceries
with self service and wide assortments. Supermarkets introducedwith self service and wide assortments. Supermarkets introduced
self-service,  provided  a  very  broad  product  assortment  in  largeself-service,  provided  a  very  broad  product  assortment  in  large
stores, and emphasized low price by reducing high cost services.stores, and emphasized low price by reducing high cost services.
Profits came from large volume of sales and not from high markups.Profits came from large volume of sales and not from high markups.

Supermarkets offer few customer services. Most of them emphasizeSupermarkets offer few customer services. Most of them emphasize
prices. However, nowadays, they are improving their facilities andprices. However, nowadays, they are improving their facilities and
services  to  attract  more  customers.  Typical  improvements  areservices  to  attract  more  customers.  Typical  improvements  are
better locations, improved décor, longer store hours, check cashing,better locations, improved décor, longer store hours, check cashing,
delivery and even child care centers. delivery and even child care centers. 

d)d) Convenience  stores:Convenience  stores: provide  a  limited  assortment  of provide  a  limited  assortment  of
merchandise at a convenient location and time in a neighborhood. merchandise at a convenient location and time in a neighborhood. 

Convenience stores provide an opportunity for consumers to makeConvenience stores provide an opportunity for consumers to make
fill-in purchases quickly, without having to search through a largefill-in purchases quickly, without having to search through a large
store and wait in long checkout lines. Due to their small size andstore and wait in long checkout lines. Due to their small size and
high turnover, convenience stores typically receive deliveries everyhigh turnover, convenience stores typically receive deliveries every
day.day.

Since  the  principal  benefit  provided  by  convenience  stores  isSince  the  principal  benefit  provided  by  convenience  stores  is
convenience,  they  only  have  to  offer  a  limited  assortment  andconvenience,  they  only  have  to  offer  a  limited  assortment  and
variety and can charge higher prices than supermarkets.   variety and can charge higher prices than supermarkets.   

e)e) Superstores,  combination  stores  and  hypermarkets:  Superstores,  combination  stores  and  hypermarkets:  theythey
differ from conventional supermarkets by size and assortment. Theydiffer from conventional supermarkets by size and assortment. They
are larger than the conventional supermarkets. are larger than the conventional supermarkets. 

-- Superstores:  are  larger  versions  of  the  supermarket.  They  areSuperstores:  are  larger  versions  of  the  supermarket.  They  are
almost  twice the size of  regular supermarkets and carry a largealmost  twice the size of  regular supermarkets and carry a large
assortment of routinely purchased food and non-food items. Theyassortment of routinely purchased food and non-food items. They
offer such services as dry cleaning,  post  offices,  photo finishing,offer  such services as dry cleaning,  post  offices,  photo finishing,
check cashing, bill paying, lunch counters, car care and pet care.check cashing, bill paying, lunch counters, car care and pet care.
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-- Combination stores: are usually even larger than superstores. TheyCombination stores: are usually even larger than superstores. They
are combined food and drug stores. They are combined food andare combined food and drug stores. They are combined food and
drug  stores.  They  offer  more  groceries  and  non-foods  than  adrug  stores.  They  offer  more  groceries  and  non-foods  than  a
supermarket. Some combination stores are joint ventures betweensupermarket. Some combination stores are joint ventures between
supermarkets and drug chains.supermarkets and drug chains.

-- Hyper  stores:  are  even  bigger  than  combination  stores.  TheyHyper  stores:  are  even  bigger  than  combination  stores.  They
combine  supermarket,  discount,  and  warehouse  retailing.  Theycombine  supermarket,  discount,  and  warehouse  retailing.  They
carry  more  than  just  routinely  purchased  goods,  also  sellingcarry  more  than  just  routinely  purchased  goods,  also  selling
furniture, appliances, clothing and many other things. furniture, appliances, clothing and many other things. 

f)f) Service  retailing:Service  retailing: service  businesses  are  those  businesses service  businesses  are  those  businesses
whose "product  line"  is  actually  a service.  There is  considerablewhose "product  line"  is  actually  a service.  There is  considerable
growth in service retailing. Many organizations that offer servicesgrowth in service retailing. Many organizations that offer services
to consumers – such as banks, hospitals, health spas, doctors, legalto consumers – such as banks, hospitals, health spas, doctors, legal
clinics,  and  universities  –  traditionally  have  not  consideredclinics,  and  universities  –  traditionally  have  not  considered
themselves  as  retailers.  Due  to  increased  competition,  thesethemselves  as  retailers.  Due  to  increased  competition,  these
organizations are adopting retailing principles to attract customersorganizations are adopting retailing principles to attract customers
and satisfy their needs.and satisfy their needs.

Some service  retailers  provide  services  in  the  customer's  home,Some service  retailers  provide  services  in  the  customer's  home,
while others provide services in an office, often located in a stripwhile others provide services in an office, often located in a strip
shopping center.shopping center.

iii)iii) Retailers Classified by Relative PricesRetailers Classified by Relative Prices
Retailers  also  can  be  classified  according  to  the  prices  theyRetailers  also  can  be  classified  according  to  the  prices  they
charge. Most retailers charge regular prices and normal qualitycharge. Most retailers charge regular prices and normal quality
goods and customer service. Some offer higher quality goods andgoods and customer service. Some offer higher quality goods and
services at higher prices.services at higher prices.

a)a) Discount stores:Discount stores: discount stores sell standard merchandise at discount stores sell standard merchandise at
lower  prices  by  accepting  lower  margins  and  selling  higherlower  prices  by  accepting  lower  margins  and  selling  higher
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volume. A true discount store regularly sells its merchandise atvolume. A true discount store regularly sells its merchandise at
lower prices, offering mostly national brands, not inferior goods.lower prices, offering mostly national brands, not inferior goods.

b)b) Off-price  retailers:  Off-price  retailers:  off-price  retailers  buy  less  than  regularoff-price  retailers  buy  less  than  regular
wholesale prices and sell at less than retail. They tend to carry awholesale prices and sell at less than retail. They tend to carry a
changing and unstable collection of higher-quality merchandise,changing and unstable collection of higher-quality merchandise,
often-leftover goods, overruns, and irregulars obtained at reducedoften-leftover goods, overruns, and irregulars obtained at reduced
price from manufacturers or other retailers.price from manufacturers or other retailers.

There are three main types of off-price retailers. Namely: factoryThere are three main types of off-price retailers. Namely: factory
outlets, independents and warehouse clubs. outlets, independents and warehouse clubs. 

Factory  outlets:  are  off-price  operations  that  are  owned  andFactory  outlets:  are  off-price  operations  that  are  owned  and
operated  by  manufacturers  and  they  normally  carry  theoperated  by  manufacturers  and  they  normally  carry  the
manufacturer's surplus, discontinued, or irregular goods.manufacturer's surplus, discontinued, or irregular goods.

Independents: are either owned and run by entrepreneurs or areIndependents: are either owned and run by entrepreneurs or are
divisions of large retail corporations. divisions of large retail corporations. 

Warehouse  clubs  (wholesale  clubs):  sell  a  limited  selection  ofWarehouse  clubs  (wholesale  clubs):  sell  a  limited  selection  of
brand name grocery items, appliances, clothing and other goodsbrand name grocery items, appliances, clothing and other goods
at deep discounts to members who pay annual membership fees.at deep discounts to members who pay annual membership fees.

c)c) Catalog showrooms:Catalog showrooms: catalog showrooms sell a wide selection catalog showrooms sell a wide selection
of  high-mark  up,  fast  moving,  brand  name  goods  at  discountof  high-mark  up,  fast  moving,  brand  name  goods  at  discount
prices  by  placing  a  complete  catalog and  a  number  of  sampleprices  by  placing  a  complete  catalog and  a  number  of  sample
items in a showroom and the remaining inventory in an attacheditems in a showroom and the remaining inventory in an attached
warehouse.warehouse.

They offer a broad but shallow assortment of merchandise, lowThey offer a broad but shallow assortment of merchandise, low
prices, and few customer services. They stress selected productprices, and few customer services. They stress selected product
lines,  such  as  cameras,  consumer electronics,  jewelry,  sportinglines,  such  as  cameras,  consumer electronics,  jewelry,  sporting
goods, and gift items. Shoppers examine the samples and catalogsgoods, and gift items. Shoppers examine the samples and catalogs
available in the showroom or they may have already received aavailable in the showroom or they may have already received a
catalog in the mail.catalog in the mail.
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iv)iv) Retailers Classified by Control of OutletsRetailers Classified by Control of Outlets
a)a) Corporate chains/chain stores:  Corporate chains/chain stores:  chain stores are two or morechain stores are two or more

outlets  that  are  commonly  owned and  controlled,  have  centraloutlets  that  are  commonly  owned and  controlled,  have  central
buying and merchandising, and sell similar lines of merchandise.buying and merchandising, and sell similar lines of merchandise.
They appear in all  types of  retailing,  but they are strongest  inThey appear in all  types of  retailing,  but they are strongest  in
department stores,  variety stores,  food stores,  drugstores,  shoedepartment stores,  variety stores,  food stores,  drugstores,  shoe
stores, and women's clothing stores.stores, and women's clothing stores.

They  achieve  economies  of  scale  through  central  buying  forThey  achieve  economies  of  scale  through  central  buying  for
different stores, which allows them to take advantage of quantitydifferent stores, which allows them to take advantage of quantity
discounts.  They  also  have  advantages  in  promotion  anddiscounts.  They  also  have  advantages  in  promotion  and
management – spreading the costs to many stores.  management – spreading the costs to many stores.  

b)b) Voluntary  chains  and  retailer  cooperatives:  Voluntary  chains  and  retailer  cooperatives:  the  growth  ofthe  growth  of
corporate  chains  has  encouraged  the  development  of  bothcorporate  chains  has  encouraged  the  development  of  both
voluntary chains and cooperative chains.voluntary chains and cooperative chains.

Voluntary  chains:  are  wholesaler  –  sponsored  group  ofVoluntary  chains:  are  wholesaler  –  sponsored  group  of
independent retailers that engage in-group buying and commonindependent retailers that engage in-group buying and common
merchandising.  The  wholesaler  sponsor  often  provides  trainingmerchandising.  The  wholesaler  sponsor  often  provides  training
programs, computer and accounting assistance.programs, computer and accounting assistance.

Cooperative  chains:  are  retailer  –  sponsored  groups  formed byCooperative  chains:  are  retailer  –  sponsored  groups  formed by
independent retailers to run their own buying organization andindependent retailers to run their own buying organization and
conduct joint promotion effort.conduct joint promotion effort.

c)c) Franchise:Franchise: is  a  contractual  association  between  a is  a  contractual  association  between  a
manufacturer,  wholesaler,  or  service organization (a franchiser)manufacturer,  wholesaler,  or  service organization (a franchiser)
and independent business people (franchisees) who buy the rightand independent business people (franchisees) who buy the right
to own and operate one or more units in the franchise system.to own and operate one or more units in the franchise system.

Franchising  is  based  on  some unique  product  or  service,  on  aFranchising  is  based  on  some unique  product  or  service,  on  a
method  of  doing  business,  or  on  the  trade  name,  goodwill,  ormethod  of  doing  business,  or  on  the  trade  name,  goodwill,  or
patent  that  the  franchiser  has  developed  the  franchise  benefitpatent  that  the  franchiser  has  developed  the  franchise  benefit
from  the  experience,  buying  power  and  the  image  of  thefrom  the  experience,  buying  power  and  the  image  of  the
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franchiser (the parent company). In return, the franchisee signs afranchiser (the parent company). In return, the franchisee signs a
contract to pay fees and commissions – and to strictly follow thecontract to pay fees and commissions – and to strictly follow the
franchiser rules. franchiser rules. 

d)d) Merchandising  conglomerate:Merchandising  conglomerate: they  are  corporations  that they  are  corporations  that
combine several different retailing forms under central ownershipcombine several different retailing forms under central ownership
and  share  some  distribution  and  management  functions.and  share  some  distribution  and  management  functions.
Diversified retailing provides superior management systems andDiversified retailing provides superior management systems and
economies that benefit all the separate retail operations.economies that benefit all the separate retail operations.

      
v)v) Retailers Classified by Type of Store ClusterRetailers Classified by Type of Store Cluster
Most  stores  today  cluster  together  to  increase  their  customerMost  stores  today  cluster  together  to  increase  their  customer
pulling power and to give consumers the convenience of one-stoppulling power and to give consumers the convenience of one-stop
shopping.  The  main types  of  store  cluster  are  central  businessshopping.  The  main types  of  store  cluster  are  central  business
district and shopping centers.district and shopping centers.

a)a) Central  business  district:Central  business  district: they  are  retail  cluster  with they  are  retail  cluster  with
department  stores,  specialty  stores,  banks,  and  movie  theaters.department  stores,  specialty  stores,  banks,  and  movie  theaters.
They are usually located in down towns.They are usually located in down towns.

b)b) Shopping  centers:Shopping  centers: they  are  groups  of  retail  businesses they  are  groups  of  retail  businesses
planned, developed, owned and managed as a unit.planned, developed, owned and managed as a unit.

-- Regional shopping centers: the largest shopping centers containingRegional shopping centers: the largest shopping centers containing
between 40 and 100 stores attracting customers from wide area.between 40 and 100 stores attracting customers from wide area.

-- Community shopping centers: contain 15 and 50 retail stores. TheyCommunity shopping centers: contain 15 and 50 retail stores. They
normally  contain  a  branch  of  a  department  store,  supermarket,normally  contain  a  branch  of  a  department  store,  supermarket,
specialty stores, and sometimes a bank.specialty stores, and sometimes a bank.

-- Neighborhood shopping centers:  generally contain 5 – 15 stores.Neighborhood shopping centers:  generally contain 5 – 15 stores.
They are close and convenient for consumers. They usually containThey are close and convenient for consumers. They usually contain
a supermarket, perhaps a discount store and several service storesa supermarket, perhaps a discount store and several service stores
dry  cleaner,  self-service  laundry,  drugstore,  video  rental  outlet,dry  cleaner,  self-service  laundry,  drugstore,  video  rental  outlet,
barber or beauty shop.barber or beauty shop.

3.7.2 Non-Store Retailing3.7.2 Non-Store Retailing
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Although a large majority of retail transactions are made in store,Although a large majority of retail transactions are made in store,
a  growing  volume  of  sales  is  taking  place  away  from  stores.a  growing  volume  of  sales  is  taking  place  away  from  stores.
Retailing activities resulting in transactions that occur away fromRetailing activities resulting in transactions that occur away from
a retail store are termed non-store retailing. Non-store retailinga retail store are termed non-store retailing. Non-store retailing
includes  direct  selling,  telemarketing,  automatic  vending  andincludes  direct  selling,  telemarketing,  automatic  vending  and
direct  marketing.  Each  type  may  be  used  by  producers  and/ordirect  marketing.  Each  type  may  be  used  by  producers  and/or
retailers.retailers.

i)i) Direct SellingDirect Selling
Direct  selling  is  a  personal  contact  between  a  sales  person  and  aDirect  selling  is  a  personal  contact  between  a  sales  person  and  a
consumer away from retail store. The two kinds of direct selling are doorconsumer away from retail store. The two kinds of direct selling are door
to door and party plan.to door and party plan.

a)a) Door to  door:Door  to  door: this  means  going directly  to  the  consumers' this  means  going directly  to  the  consumers'
home.  It  gives  consumers  the  opportunity  to  buy  at  home  orhome.  It  gives  consumers  the  opportunity  to  buy  at  home  or
another  convenient  non  store  location.  However,  with  theanother  convenient  non  store  location.  However,  with  the
changing roles of women i.e., women now working outside home,changing roles of women i.e., women now working outside home,
direct  selling  firms  find  new  ways  of  making  contract  withdirect  selling  firms  find  new  ways  of  making  contract  with
prospective customers.  As the result  office to office and house-prospective customers.  As the result  office to office and house-
sales parties appear in the place of door to door retailing. sales parties appear in the place of door to door retailing. 

b)b) Party  Plan/Home Sales  Parties:Party  Plan/Home Sales  Parties: in  this  plan,  a  host  invites in  this  plan,  a  host  invites
some friend to a party and will make a sales presentation. Thissome friend to a party and will make a sales presentation. This
creates a more favorable selling conditions than door to door ascreates a more favorable selling conditions than door to door as
guest get to shop in a friendly, social atmosphere.guest get to shop in a friendly, social atmosphere.

Direct  selling  provides  the  most  aggressive  form  of  retailDirect  selling  provides  the  most  aggressive  form  of  retail
promotion for the seller as well as the chance to demonstrate apromotion for the seller as well as the chance to demonstrate a
product in the shopper's  (rather than the seller's)  environment.product in the shopper's  (rather than the seller's)  environment.
The drawback is that direct selling is the most expensive form ofThe drawback is that direct selling is the most expensive form of
retailing due to higher costs for sales commission. This resulted inretailing due to higher costs for sales commission. This resulted in
higher prices.higher prices.

ii)ii) TelemarketingTelemarketing
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Sometimes  called  telephone  selling,  telemarketing  refers  to  a  salesSometimes  called  telephone  selling,  telemarketing  refers  to  a  sales
person initiating contract with a shopper and also closing a sale over theperson initiating contract with a shopper and also closing a sale over the
telephone. It may rely on prospects who have requested information fromtelephone. It may rely on prospects who have requested information from
the company or whose demographics match those of  the firm's targetthe company or whose demographics match those of  the firm's target
market.market.

Many products that can be bought without being seen are sold over theMany products that can be bought without being seen are sold over the
telephone. Examples are magazine subscriptions, credit-card-membershiptelephone. Examples are magazine subscriptions, credit-card-membership
etc.etc.

Telemarketing allows customers to shop at house-usually placing order byTelemarketing allows customers to shop at house-usually placing order by
telephone and charging the purchase to a credit card. Typically, catalogstelephone and charging the purchase to a credit card. Typically, catalogs
let  customers  see  the  offerings.  This  can  be  real  convenience  tolet  customers  see  the  offerings.  This  can  be  real  convenience  to
customers especially if desired products are not available at local stores. customers especially if desired products are not available at local stores. 

iii)iii) Automatic VendingAutomatic Vending
Automatic  vending  is  selling  and  delivering  products  through vendingAutomatic  vending  is  selling  and  delivering  products  through vending
machines. This type of retailing involves no personal contact between themachines. This type of retailing involves no personal contact between the
buyer and seller. buyer and seller. 

Most products sold by automatic vending are convenience oriented or areMost products sold by automatic vending are convenience oriented or are
purchased on impulse. They are usually well known brands with high ratepurchased on impulse. They are usually well known brands with high rate
of turnover. And the bulk of automatic vending sales has come from theof turnover. And the bulk of automatic vending sales has come from the
"4 C's": Cold drinks, coffee, candy, and cigarettes. They are also used to"4 C's": Cold drinks, coffee, candy, and cigarettes. They are also used to
sell good newspapers, food and snacks, cosmetics, audio tapes and evensell good newspapers, food and snacks, cosmetics, audio tapes and even
shoe shining services.shoe shining services.

Vending  machines  are  found  everywhere  in  factories,  offices,  lobbies,Vending  machines  are  found  everywhere  in  factories,  offices,  lobbies,
retail  stores,  gasoline  stations,  airports,  and  train  and  bus  terminals.retail  stores,  gasoline  stations,  airports,  and  train  and  bus  terminals.
However, automatic vending machines are expensive to buy, stock andHowever, automatic vending machines are expensive to buy, stock and
repair relative to the volume they sell.  And therefore prices of vendedrepair relative to the volume they sell.  And therefore prices of vended
goods are higher.goods are higher.
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iv)iv) Direct MarketingDirect Marketing
Direct marketing through various advertising media that interact directlyDirect marketing through various advertising media that interact directly
with  consumers,  generally  calling  for  the  consumer  to  make  a  directwith  consumers,  generally  calling  for  the  consumer  to  make  a  direct
response. It involves the use of non-personal media to contact customersresponse. It involves the use of non-personal media to contact customers
who, in turn, purchase products without visiting a retail store.who, in turn, purchase products without visiting a retail store.

To contact consumers, direct marketers use one or more of the followingTo contact consumers, direct marketers use one or more of the following
media, radio, TV, newspapers, magazines, catalogs, and mailing (directmedia, radio, TV, newspapers, magazines, catalogs, and mailing (direct
mail) and computers.mail) and computers.

Direct marketing allows sellers to focus efficiently on mini markets withDirect marketing allows sellers to focus efficiently on mini markets with
offers  that  better  match  specific  consumer  needs.  It  provides  manyoffers  that  better  match  specific  consumer  needs.  It  provides  many
benefits to consumers as well. It saves them time, and it introduces thembenefits to consumers as well. It saves them time, and it introduces them
to  new  life  style  and  a  larger  selection  of  goods.  In  general,  directto  new  life  style  and  a  larger  selection  of  goods.  In  general,  direct
marketing allows great  selectivity  to markets  and provides convenientmarketing allows great  selectivity  to markets  and provides convenient
shopping for customers.shopping for customers.

The major types of direct marketing are direct mail, catalog retailing andThe major types of direct marketing are direct mail, catalog retailing and
on line shopping.on line shopping.

a)a) Direct Mail:Direct Mail: companies mail consumers letters, brochures, and even companies mail consumers letters, brochures, and even
product sample, and ask that orders be placed by mail.product sample, and ask that orders be placed by mail.

b)b) Catalog retailing:Catalog retailing: companies mail  catalog to consumers or make companies mail  catalog to consumers or make
them available at retail stores.them available at retail stores.

c)c) On line shopping:On line shopping: shopping through interactive on line computer shopping through interactive on line computer
service  two  way  systems  that  link  consumers  with  sellersservice  two  way  systems  that  link  consumers  with  sellers
electronically.  These  services  create  computerized  catalogs  ofelectronically.  These  services  create  computerized  catalogs  of
products  and  services  which  enable  consumers  compare  theproducts  and  services  which  enable  consumers  compare  the
brands,  then order one using a charge card all  with out leavingbrands,  then order one using a charge card all  with out leaving
home.home.

Check Your Progress Exercise 2Check Your Progress Exercise 2
1.1. What is meant by non-store retailing?What is meant by non-store retailing?
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2.2. Identify retailers classified by product line.Identify retailers classified by product line.
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3.8 RETAILER MARKETING DECISIONS3.8 RETAILER MARKETING DECISIONS

Retail  marketing  decisions  in  the  area  of  target  market,  productRetail  marketing  decisions  in  the  area  of  target  market,  product
assortment and services, price, promotion and place are discussed in theassortment and services, price, promotion and place are discussed in the
following paragraphs. following paragraphs. 

Target Market DecisionsTarget Market Decisions
A retailer's most important decision concerns the target market. Until theA retailer's most important decision concerns the target market. Until the
target market is defined and profiled, the retailer cannot make consistenttarget market is defined and profiled, the retailer cannot make consistent
decisions on product assortment, store décor, advertising messages anddecisions on product assortment, store décor, advertising messages and
media, price levels, and so on. Some stores are able to define their targetmedia, price levels, and so on. Some stores are able to define their target
market quite well.  Many retailers,  however, do not clarify their targetmarket quite well.  Many retailers,  however, do not clarify their target
market or are trying to satisfy too many markets, satisfying none of themmarket or are trying to satisfy too many markets, satisfying none of them
well.well.

A retailer should carry out periodic market research to check that it isA retailer should carry out periodic market research to check that it is
satisfying its target customers.satisfying its target customers.

Product Assortment And ServicesProduct Assortment And Services
Retailers  have to  decide  on three major  "product"  variables:  productsRetailers  have to  decide  on three major  "product"  variables:  products
assortment,  service  mix,  and store  atmosphere.  The  retailer's  productassortment,  service  mix,  and store  atmosphere.  The  retailer's  product
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assortment must match the shopping expectations of the target market.assortment must match the shopping expectations of the target market.
In fact, it becomes a key element in the competitive battle among similarIn fact, it becomes a key element in the competitive battle among similar
retailers. The retailer has to decide on product assortment width (narrowretailers. The retailer has to decide on product assortment width (narrow
or  wide)  and  depth  (shallow  or  deep).  Another  product  assortmentor  wide)  and  depth  (shallow  or  deep).  Another  product  assortment
dimension is the quality of the goods. The customer is interested not onlydimension is the quality of the goods. The customer is interested not only
in the range of choice but also in the quality of the product. in the range of choice but also in the quality of the product. 

Retailers must also decide on the services mix to offer customers. The oldRetailers must also decide on the services mix to offer customers. The old
"mom  and  pop"  grocery  stores  offered  home  delivery,  credit,  and"mom  and  pop"  grocery  stores  offered  home  delivery,  credit,  and
conversation  services  that  today's  supermarkets  have  completelyconversation  services  that  today's  supermarkets  have  completely
eliminated.  Some  of  the  major  services  that  full  service  retailers  caneliminated.  Some  of  the  major  services  that  full  service  retailers  can
offer. The services mix is one of the key tools of non price competition foroffer. The services mix is one of the key tools of non price competition for
differentiating one store from another.differentiating one store from another.

The store's atmosphere is a third element in its product arsenal. EveryThe store's atmosphere is a third element in its product arsenal. Every
store  has  a  "feel",  one  store  is  dirty,  another  is  charming,  a  third  isstore  has  a  "feel",  one  store  is  dirty,  another  is  charming,  a  third  is
palatial,  a  fourth  is  somber.  The  store  must  embody  a  plannedpalatial,  a  fourth  is  somber.  The  store  must  embody  a  planned
atmosphere that suits the target market and leans them toward purchase.atmosphere that suits the target market and leans them toward purchase.
A funeral parlor should be quiet, somber, and peaceful, and a discothqueA funeral parlor should be quiet, somber, and peaceful, and a discothque
should be  bright,  loud,  and vibrating.  The atmosphere  is  designed byshould be  bright,  loud,  and vibrating.  The atmosphere  is  designed by
creative people who know how to combine visual, aural, olfactory, andcreative people who know how to combine visual, aural, olfactory, and
tactile stimuli to achieve the desired effect. tactile stimuli to achieve the desired effect. 

Price DecisionPrice Decision
 The retailers prices are a key competitive factor and reflect the quality of The retailers prices are a key competitive factor and reflect the quality of
goods carried and services offered. The cost of merchandise is the basisgoods carried and services offered. The cost of merchandise is the basis
for their pricing, and their ability to buy intelligently is a key ingredient infor their pricing, and their ability to buy intelligently is a key ingredient in
successful  retailing.  Retailers can often make as much money throughsuccessful  retailing.  Retailers can often make as much money through
smart  buying  as  through  smart  selling.  Beyond  this,  they  must  pricesmart  buying  as  through  smart  selling.  Beyond  this,  they  must  price
carefully in a number of other ways.carefully in a number of other ways.
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Promotion DecisionsPromotion Decisions
Retailer use the normal promotional tools – advertising, personal selling,Retailer use the normal promotional tools – advertising, personal selling,
sales promotion, and publicity – to reach consumers. Retailers advertisesales promotion, and publicity – to reach consumers. Retailers advertise
in  newspapers,  magazines,  radio,  and  television.  The  advertising  isin  newspapers,  magazines,  radio,  and  television.  The  advertising  is
occasionally  supplemented  by  hand-delivered  circulars  and  direct-mailoccasionally  supplemented  by  hand-delivered  circulars  and  direct-mail
pieces. Personal selling requires careful training of the sales people inpieces. Personal selling requires careful training of the sales people in
how to greet customers, meet their needs, and handle the doubts andhow to greet customers, meet their needs, and handle the doubts and
complaints.  Sales  promotion  may  take  the  form  of  in  storecomplaints.  Sales  promotion  may  take  the  form  of  in  store
demonstrations,  trading  stamps,  grand  prizes,  and  visiting  celebrities.demonstrations,  trading  stamps,  grand  prizes,  and  visiting  celebrities.
Publicity is always available to retailers who have something interestingPublicity is always available to retailers who have something interesting
to say.to say.

Place DecisionPlace Decision
The retailer's choice of location is a key competitive factor in its ability toThe retailer's choice of location is a key competitive factor in its ability to
attract customers. For example, customers primarily choose a bank thatattract customers. For example, customers primarily choose a bank that
is nearest to them. The problem breaks down into selecting regions of theis nearest to them. The problem breaks down into selecting regions of the
country  in  which  to  open  stores,  then  particular  cities,  and  thencountry  in  which  to  open  stores,  then  particular  cities,  and  then
particular sites.particular sites.

Large  retailers  must  wrestle  with  the  problem  of  whether  to  locateLarge  retailers  must  wrestle  with  the  problem  of  whether  to  locate
several small stores in many locations or larger stores in fewer locations.several small stores in many locations or larger stores in fewer locations.
Generally speaking, the retailer should locate enough stores in each cityGenerally speaking, the retailer should locate enough stores in each city
to gain visibility  and distribution economies.  The larger  the individualto gain visibility  and distribution economies.  The larger  the individual
stores, the greater their trading area to reach. Firms use a variety ofstores, the greater their trading area to reach. Firms use a variety of
methods  to  assess  locations,  including  traffic  counts,  surveys  ofmethods  to  assess  locations,  including  traffic  counts,  surveys  of
consumers shopping habits, analysis of competitive locations, and so on.consumers shopping habits, analysis of competitive locations, and so on.

3.9 THE FUTURE OF RETAILING3.9 THE FUTURE OF RETAILING

1.1. New Retail  Forms:  New Retail  Forms:  Shortening Retail  Lifecycles newShortening Retail  Lifecycles new
retail forms continue to emerge to meet new situations and consumerretail forms continue to emerge to meet new situations and consumer
needs but the lifecycle of new retail forms is getting shorter.needs but the lifecycle of new retail forms is getting shorter.
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Many  retailing  innovations  are  partially  explained  by  the  wheel  ofMany  retailing  innovations  are  partially  explained  by  the  wheel  of
retailing  concept.  According  to  this  concept  many  new  types  ofretailing  concept.  According  to  this  concept  many  new  types  of
retailing forms begin as low margin, low price, low status operations.retailing forms begin as low margin, low price, low status operations.
They challenge established retailers that have become "fat" by lettingThey challenge established retailers that have become "fat" by letting
their  costs  and  margins  increase.  The  new  retailers  loss  increasetheir  costs  and  margins  increase.  The  new  retailers  loss  increase
forcing them to increase their price. The wheel of retailing conceptforcing them to increase their price. The wheel of retailing concept
seems  to  explain  the  initial  success  and  the  later  troubles  ofseems  to  explain  the  initial  success  and  the  later  troubles  of
department  stores,  supermarkets,  discount  stores  and  the  recentdepartment  stores,  supermarkets,  discount  stores  and  the  recent
success of the price retailers. success of the price retailers. 

2.2. Growth  of  Non  Store  Retailing:Growth  of  Non  Store  Retailing: although  most although  most
retailing still  takes place the old fashioned way across countries inretailing still  takes place the old fashioned way across countries in
store.  Consumers  now  have  an  array  of  alternative  including  mailstore.  Consumers  now  have  an  array  of  alternative  including  mail
order,  television,  phone  and  on  line  shopping.  Such  advance  mayorder,  television,  phone  and  on  line  shopping.  Such  advance  may
threaten some traditional retailers. They offer exciting opportunitiesthreaten some traditional retailers. They offer exciting opportunities
for  others.  Most  store  retailers  are  now  actively  exploring  directfor  others.  Most  store  retailers  are  now  actively  exploring  direct
retailing channels. retailing channels. 

3.3. Increasing  Inter  Type  Competition:  Increasing  Inter  Type  Competition:  today's  retailerstoday's  retailers
increasingly face competition from many different forms of retailers.increasingly face competition from many different forms of retailers.
The competition between chain superstores and small independentlyThe competition between chain superstores and small independently
owned store has become particularly  heated.  Because of  their  bulkowned store has become particularly  heated.  Because of  their  bulk
buying power and high sales  volume,  chains  can buy margins.  Thebuying power and high sales  volume,  chains  can buy margins.  The
arrival of super stores can quickly force near by independents out ofarrival of super stores can quickly force near by independents out of
business. business. 

4.4. The  Risk  of  Mega  Retailers:The  Risk  of  Mega  Retailers: the  rise  of  huge  mass the  rise  of  huge  mass
merchandisers  and specialty  super  stores,  the  formation of  verticalmerchandisers  and specialty  super  stores,  the  formation of  vertical
marketing systems and buying alliances and a rash of retail mergersmarketing systems and buying alliances and a rash of retail mergers
and acquisitions have created a core of super power mega retailers.and acquisitions have created a core of super power mega retailers.
Through their superior information systems and buying power, theseThrough their superior information systems and buying power, these
giant retailers are able to offer better merchandise selection goodsgiant retailers are able to offer better merchandise selection goods
and services and strong price savings to customers. and services and strong price savings to customers. 
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The mega retailers also are shifting the balance of power between The mega retailers also are shifting the balance of power between 
retailers and producers. A relative handful of retailers now control retailers and producers. A relative handful of retailers now control 
access to enormous numbers of consumers giving them the upper access to enormous numbers of consumers giving them the upper 
hand in their dealing with manufacturers.hand in their dealing with manufacturers.

5.5. Growing  importance  of  retail  technology:Growing  importance  of  retail  technology:  retail  retail
technologies are becoming critically  important  as  competitive tools.technologies are becoming critically  important  as  competitive tools.
Progressive retailers are using computer to produce better forecasts,Progressive retailers are using computer to produce better forecasts,
control inventory costs, order electronically from suppliers, and sendcontrol inventory costs, order electronically from suppliers, and send
e-mail between stores and even sell to customers within a store.e-mail between stores and even sell to customers within a store.

6.6. Global  Expansion  of  Major  Retailers:Global  Expansion  of  Major  Retailers: retailers  with retailers  with
unique formats and strong brand positioning are increasingly movingunique formats and strong brand positioning are increasingly moving
into  other  countries.  Many  are  expanding  internationally  to  escapeinto  other  countries.  Many  are  expanding  internationally  to  escape
mature and saturated home markets.mature and saturated home markets.

7.7. Retail Stores as "Communist" or "Hangouts":Retail Stores as "Communist" or "Hangouts": with the with the
rise in the number of people living alone, working at home or living inrise in the number of people living alone, working at home or living in
isolated, there has been resurgence of establishments that regardlessisolated, there has been resurgence of establishments that regardless
of the product or service they offer, also provide a place for people toof the product or service they offer, also provide a place for people to
get together.get together.

3.10 SUMMARY3.10 SUMMARY

Retailers  are  the  most  visible  and  accessible  channel  members  toRetailers  are  the  most  visible  and  accessible  channel  members  to
consumers. They are an important link in the marketing channels becauseconsumers. They are an important link in the marketing channels because
they are both marketers and customers of producers and wholesalers.they are both marketers and customers of producers and wholesalers.

Retailing includes all activities directly related to the sale of goods andRetailing includes all activities directly related to the sale of goods and
services to the ultimate consumer for personal, non business use. Whileservices to the ultimate consumer for personal, non business use. While
most retailing is done through retail stores, retailing may be done by anymost retailing is done through retail stores, retailing may be done by any
institution. Any firm manufacturer, wholesaler or retail store – that sellsinstitution. Any firm manufacturer, wholesaler or retail store – that sells
something to ultimate consumers for their non-business use is making asomething to ultimate consumers for their non-business use is making a
retail sale.retail sale.
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Retailers play two important roles. Namely: primary role – catering to theRetailers play two important roles. Namely: primary role – catering to the
consumer – and secondary role serving producers and wholesalers. Thisconsumer – and secondary role serving producers and wholesalers. This
dual responsibility is both the justification for retailing and the key todual responsibility is both the justification for retailing and the key to
success in retailing.success in retailing.

Retailers perform important business functions. The major functions areRetailers perform important business functions. The major functions are
offering  assortments,  breaking  bulk,  storing  products  and  providingoffering  assortments,  breaking  bulk,  storing  products  and  providing
services.services.

Generally,  retailing  is  classified  into  store  retailing  and  non  storeGenerally,  retailing  is  classified  into  store  retailing  and  non  store
retailing. Store retailing is done in retail stores while non-store retailingretailing. Store retailing is done in retail stores while non-store retailing
refers to retailing activities resulting in transactions that occur away fromrefers to retailing activities resulting in transactions that occur away from
a retail store.a retail store.

Retailing outlets can be classified along various dimensions. Like retailRetailing outlets can be classified along various dimensions. Like retail
stores classified by amount of service, by product line, by relative prices,stores classified by amount of service, by product line, by relative prices,
by control  of  outlets  and by  type of  store  cluster.  Non-store  retailingby control  of  outlets  and by  type of  store  cluster.  Non-store  retailing
includes  direct  selling,  telemarketing,  automatic  vending  and  directincludes  direct  selling,  telemarketing,  automatic  vending  and  direct
marketing.marketing.

Retail marketing decisions are made in the area of target market, productRetail marketing decisions are made in the area of target market, product
assortment and services, price, promotion and place.assortment and services, price, promotion and place.

The future of retailing is characterized by new retail forms, growth of nonThe future of retailing is characterized by new retail forms, growth of non
store  retailing,  increasing  intertype  competition,  the  risk  of  megastore  retailing,  increasing  intertype  competition,  the  risk  of  mega
retailers,  growing importance of retail  technology,  global expansion ofretailers,  growing importance of retail  technology,  global expansion of
major retailers, and retail stores as "communists" or "hangouts". major retailers, and retail stores as "communists" or "hangouts". 

3.11 ANSWERS TO CHECK YOUR PROGRESS EXERCISES3.11 ANSWERS TO CHECK YOUR PROGRESS EXERCISES
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Exercise 1Exercise 1
1.1. Channels  of  distribution  are  the  routes  or  paths  that  productsChannels  of  distribution  are  the  routes  or  paths  that  products

follow as they are bought and sold on their way to the fanal consumerfollow as they are bought and sold on their way to the fanal consumer
or industrial user.or industrial user.

2.2. Retailing is the selling of goods and services individually or in smallRetailing is the selling of goods and services individually or in small
quantities directly to the consumer for personal, non-business use.quantities directly to the consumer for personal, non-business use.

3.3. Retailers perform the following important functionsRetailers perform the following important functions
-- offering assortmentsoffering assortments -  storing products-  storing products
-- breaking bulkbreaking bulk -  providing services -  providing services 

Exercise 2Exercise 2
1.1. Non-store  retailing  refers  to  retailing  activities  resulting  inNon-store  retailing  refers  to  retailing  activities  resulting  in

transactions that occur away from a retail store.transactions that occur away from a retail store.
2.2. Retailers  classified  by  product  line  include  specialty  stores,Retailers  classified  by  product  line  include  specialty  stores,

department  stores,  supermarkets,  convenience  stores,  super  stores,department  stores,  supermarkets,  convenience  stores,  super  stores,
combination stores, and hypermarkets.combination stores, and hypermarkets.

3.12 MODEL EXAMINATION QUESTIONS3.12 MODEL EXAMINATION QUESTIONS

  
1.1. Comment on the statement, "one does not have to be a retailer byComment on the statement, "one does not have to be a retailer by

definition in order to engage in retailing".definition in order to engage in retailing".
2.2. Where in the channel of distribution does retailing fit?Where in the channel of distribution does retailing fit?
3.3. Differentiate between store and non-store retailing.Differentiate between store and non-store retailing.
4.4. Explain retailing outlets classified by amount of service provided. Explain retailing outlets classified by amount of service provided. 
5.5. What trends and developments are likely to characterize retailing inWhat trends and developments are likely to characterize retailing in

the future?the future?
6.6. Compare and contrast the following types of retailers of what theyCompare and contrast the following types of retailers of what they

offer customers.offer customers.
a)a) Specialty storeSpecialty store c) Super storec) Super store
b)b) Department storeDepartment store d) Hyper marketsd) Hyper markets

3.13 REFERENCES3.13 REFERENCES
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4.0 AIMS AND OBJECTIVES4.0 AIMS AND OBJECTIVES

 The  purpose  of  this  unit  is  to  discuss  the  wholesale  market  and The  purpose  of  this  unit  is  to  discuss  the  wholesale  market  and
wholesaling middlemen. After completing this unit, you will be able to wholesaling middlemen. After completing this unit, you will be able to 

-- explain the nature and importance of wholesalingexplain the nature and importance of wholesaling
-- describe the functions performed by wholesalersdescribe the functions performed by wholesalers
-- discuss the various types of wholesalersdiscuss the various types of wholesalers
-- understand wholesaler marketing decisionsunderstand wholesaler marketing decisions
-- know the organizations that facilitate wholesaling functionsknow the organizations that facilitate wholesaling functions
-- understand trends in wholesaling. understand trends in wholesaling. 

4.1 INTRODUCTION4.1 INTRODUCTION

Wholesalers  are  intermediaries  used  in  marketing  channels.  TheyWholesalers  are  intermediaries  used  in  marketing  channels.  They
perform  important  marketing  functions  for  the  manufacturers  andperform  important  marketing  functions  for  the  manufacturers  and
retailers. Like other intermediaries in a distribution channel, wholesalersretailers. Like other intermediaries in a distribution channel, wholesalers
take over some of the burden of marketing from the manufacturers. Theytake over some of the burden of marketing from the manufacturers. They
are engaged in transactional, logistical, and facilitating functions. are engaged in transactional, logistical, and facilitating functions. 

Wholesalers are categorized into various types.  Some take title to theWholesalers are categorized into various types.  Some take title to the
goods they handle, whereas some others do not actually take title to thegoods they handle, whereas some others do not actually take title to the
products they deal with. Rather, they do actively assist in the transfer ofproducts they deal with. Rather, they do actively assist in the transfer of
title. title. 

Wholesalers  are  those  individuals  or  institutions  that  are  primarilyWholesalers  are  those  individuals  or  institutions  that  are  primarily
engaged in wholesaling activities. The only real criterion that wholesalersengaged in wholesaling activities. The only real criterion that wholesalers
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have to qualify is their purpose for buying. Broadly viewed, sales made byhave to qualify is their purpose for buying. Broadly viewed, sales made by
one manufacturer to another are wholesale transactions, and the sellingone manufacturer to another are wholesale transactions, and the selling
manufacturer  is  engaged  in  wholesaling.  However,  here  we  aremanufacturer  is  engaged  in  wholesaling.  However,  here  we  are
concerned with companies that are engaged primarily in wholesaling. concerned with companies that are engaged primarily in wholesaling. 

4.2 NATURE AND IMPORTANCE OF WHOLESALING4.2 NATURE AND IMPORTANCE OF WHOLESALING

  
Wholesaling includes all activities involved in selling goods or services toWholesaling includes all activities involved in selling goods or services to
those who buy for resale or business use. It excludes manufacturers andthose who buy for resale or business use. It excludes manufacturers and
farmers  because  they  are  engaged  primarily  in  production,  and  itfarmers  because  they  are  engaged  primarily  in  production,  and  it
excludes retailers.excludes retailers.

Wholesalers (also called distributors) differ from retailers in a number ofWholesalers (also called distributors) differ from retailers in a number of
ways. First, wholesalers pay less attention to promotion, atmosphere, andways. First, wholesalers pay less attention to promotion, atmosphere, and
location because they are dealing with business customers rather thanlocation because they are dealing with business customers rather than
final consumers. Second, wholesale transactions are usually larger thanfinal consumers. Second, wholesale transactions are usually larger than
retail transactions, and wholesalers usually cover a larger trade area thanretail transactions, and wholesalers usually cover a larger trade area than
retailers.  Third,  the  government  deals  with  wholesalers  and  retailersretailers.  Third,  the  government  deals  with  wholesalers  and  retailers
differently in regard to legal regulation and taxes.differently in regard to legal regulation and taxes.

Why are wholesalers used at all? Manufacturers could by pass then andWhy are wholesalers used at all? Manufacturers could by pass then and
sell directly to retailers or final consumers. The answer lies in severalsell  directly to retailers or final consumers. The answer lies in several
efficiencies that wholesalers bring about. First, small manufacturers withefficiencies that wholesalers bring about. First, small manufacturers with
limited  financial  resources  cannot  afford  to  develop  direct  sellinglimited  financial  resources  cannot  afford  to  develop  direct  selling
organizations. Second, even manufacturers with sufficient capital mightorganizations. Second, even manufacturers with sufficient capital might
prefer  to  use  their  funds  to  expand  production  rather  than  carry  outprefer  to  use  their  funds  to  expand  production  rather  than  carry  out
wholesaling activities. Third, wholesalers are likely to be more efficient atwholesaling activities. Third, wholesalers are likely to be more efficient at
wholesaling because of their scale of operation, their wider number ofwholesaling because of their scale of operation, their wider number of
customer  contacts,  and  their  specialized  skills.  Fourth,  retailers  whocustomer  contacts,  and  their  specialized  skills.  Fourth,  retailers  who
carry  many  lines  often  prefer  to  buy  assortments  from  a  wholesalercarry  many  lines  often  prefer  to  buy  assortments  from  a  wholesaler
rather than buy directly from each manufacturer. rather than buy directly from each manufacturer. 
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4.3 FUNCTIONS PERFORMED BY WHOLESALERS4.3 FUNCTIONS PERFORMED BY WHOLESALERS

Wholesalers perform the following important functions.Wholesalers perform the following important functions.
i)i) Selling  and  Promoting:Selling  and  Promoting: wholesalers  provide  a  sales  force wholesalers  provide  a  sales  force

enabling manufacturers to reach many small-business customers at aenabling manufacturers to reach many small-business customers at a
relatively low cost.  The wholesaler has more contracts and is oftenrelatively low cost.  The wholesaler has more contracts and is often
more trusted by the buyer than is the distant manufacturer. more trusted by the buyer than is the distant manufacturer. 

ii)ii) Buying and Assortment Building:Buying and Assortment Building: wholesalers are able to select wholesalers are able to select
items and build assortments needed by their customers, thus savingitems and build assortments needed by their customers, thus saving
the customers considerable work.the customers considerable work.

iii)iii) Bulk Breaking:Bulk Breaking: wholesalers achieve savings for their customers wholesalers achieve savings for their customers
through buying in huge quantities and breaking the bulk into smallerthrough buying in huge quantities and breaking the bulk into smaller
units.units.

iv)iv) Warehousing:Warehousing: wholesalers  hold  inventories,  there  by  reducing wholesalers  hold  inventories,  there  by  reducing
the inventory costs and risks to suppliers and customers.the inventory costs and risks to suppliers and customers.

v)v) Transportation:Transportation: wholesalers provide quicker delivery to buyers wholesalers provide quicker delivery to buyers
because they are closer than the manufacturer. because they are closer than the manufacturer. 

vi)vi) Financing:Financing: wholesalers  finance  their  customers  by  granting wholesalers  finance  their  customers  by  granting
credit, and they finance their suppliers by ordering early and payingcredit, and they finance their suppliers by ordering early and paying
their bills on time.their bills on time.

vii)vii) Risk Bearing:Risk Bearing: wholesalers absorb some risk by taking title and wholesalers absorb some risk by taking title and
bearing the cost of theft, damage, spoilage, and obsolescence.bearing the cost of theft, damage, spoilage, and obsolescence.

viii)viii) Market  Information:Market  Information: wholesalers  supply  information  to  their wholesalers  supply  information  to  their
suppliers  and  customers  regarding  competitors'  activities,  newsuppliers  and  customers  regarding  competitors'  activities,  new
products, price development, and so on. products, price development, and so on. 

ix)ix) Management  Services  and Counseling:Management  Services  and Counseling: wholesalers  often  help wholesalers  often  help
retailers  improve  their  operations  by  training  their  sales  clerks,retailers  improve  their  operations  by  training  their  sales  clerks,
helping with stores' layouts and displays, and setting up accountinghelping with stores' layouts and displays, and setting up accounting
and  inventory  control  systems.  They  may  help  their  industrialand  inventory  control  systems.  They  may  help  their  industrial
customers by offering training and technical services.customers by offering training and technical services.
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4.4 TYPES OF WHOLESALERS4.4 TYPES OF WHOLESALERS

Wholesalers vary greatly in products they carry, markets to which the sellWholesalers vary greatly in products they carry, markets to which the sell
and method of  operation.  Accordingly wholesalers can be classified asand method of  operation.  Accordingly wholesalers can be classified as
merchant  wholesalers,  agent  wholesaling  middlemen  (brokers  andmerchant  wholesalers,  agent  wholesaling  middlemen  (brokers  and
agents), and manufactures' sales facilities (sales branches and offices).agents), and manufactures' sales facilities (sales branches and offices).

4.4.1 Merchant Wholesalers4.4.1 Merchant Wholesalers
 Merchant  wholesalers  are  independently  owned businesses  that  take Merchant  wholesalers  are  independently  owned businesses  that  take
title to the merchandise they handle. In different trades they are calledtitle to the merchandise they handle. In different trades they are called
jobbers, distributors, or mill supply houses. Merchant wholesalers can bejobbers, distributors, or mill supply houses. Merchant wholesalers can be
sub  classified  into  full  service  wholesalers  and  limited  servicesub  classified  into  full  service  wholesalers  and  limited  service
wholesalers.wholesalers.

Full Service WholesalersFull Service Wholesalers
Full-service  wholesalers  provide  such  services  as  carrying  stock,Full-service  wholesalers  provide  such  services  as  carrying  stock,
maintaining  a  sales  force,  offering  credit,  making  deliveries,  andmaintaining  a  sales  force,  offering  credit,  making  deliveries,  and
providing  management  assistance.  They  include  two  types:  wholesaleproviding  management  assistance.  They  include  two  types:  wholesale
merchants and industrial distributors.merchants and industrial distributors.

Wholesale Merchants:Wholesale Merchants: sell primarily to retailers and provide a full range sell primarily to retailers and provide a full range
of  services.  General  merchandise  wholesalers  carry  severalof  services.  General  merchandise  wholesalers  carry  several
merchandise lines while general line wholesalers carryout one or twomerchandise lines while general line wholesalers carryout one or two
lines in greater depth. Specialty wholesalers specialize in carrying onlylines in greater depth. Specialty wholesalers specialize in carrying only
part  of  a  line.  (Examples  are  healthfood  wholesalers,  seafoodpart  of  a  line.  (Examples  are  healthfood  wholesalers,  seafood
wholesalers, and so on).wholesalers, and so on).

Industrial  Distributors:Industrial  Distributors: are  merchant  wholesalers  who  sell  to are  merchant  wholesalers  who  sell  to
manufacturers rather than to retailers. They provide several service,manufacturers rather than to retailers. They provide several service,
such as carrying stock, offering credit, and providing delivery. Theysuch as carrying stock, offering credit, and providing delivery. They
may carry a broad range of merchandise, a general line, or a specialtymay carry a broad range of merchandise, a general line, or a specialty
line.  Industrial  distributors  may concentrate  on such lines  as  MROline.  Industrial  distributors  may concentrate  on such lines  as  MRO
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items  (Maintenance,  Repair,  and  Operating  suppliers),  OEM  itemsitems  (Maintenance,  Repair,  and  Operating  suppliers),  OEM  items
(Original  Equipment  Suppliers  such  as  ball  bearings,  motors),  or(Original  Equipment  Suppliers  such  as  ball  bearings,  motors),  or
equipment (such as hand and power tools, fork trucks).equipment (such as hand and power tools, fork trucks).

Limited Service WholesalersLimited Service Wholesalers
Limited service wholesalers offer fewer services to their suppliers andLimited service wholesalers offer fewer services to their suppliers and
customers. There are several types.customers. There are several types.
Cash and Carry Wholesalers:Cash and Carry Wholesalers: have a limited line of fast moving goods and have a limited line of fast moving goods and

sell to small retailers for cash and normally do not deliver.sell to small retailers for cash and normally do not deliver.
Truck  Wholesalers:Truck  Wholesalers: truck  wholesalers  perform  a  selling  and  delivery truck  wholesalers  perform  a  selling  and  delivery

function  primarily.  They  carry  a  limited  line  of  semi  perishablefunction  primarily.  They  carry  a  limited  line  of  semi  perishable
merchandise (such as milk, bread, snack foods),  which they sell  formerchandise (such as milk, bread, snack foods),  which they sell  for
cash  as  they  make  their  rounds  of  supermarkets,  small  groceries,cash  as  they  make  their  rounds  of  supermarkets,  small  groceries,
hospitals, restaurants, factory cafeterias, and hotels.hospitals, restaurants, factory cafeterias, and hotels.

Drop  Shippers:Drop  Shippers: operate  in  bulk  industries,  such  as  coal,  lumber,  and operate  in  bulk  industries,  such  as  coal,  lumber,  and
heavy equipment. They do not carry inventory or handle the product.heavy equipment. They do not carry inventory or handle the product.
Upon receiving an order, they select a manufacturer, who ships theUpon receiving an order, they select a manufacturer, who ships the
merchandise directly to the customer on the agreed terms and time ofmerchandise directly to the customer on the agreed terms and time of
delivery. The drop shipper assumes title and risk from the time thedelivery. The drop shipper assumes title and risk from the time the
order is accepted to its delivery to the customer.order is accepted to its delivery to the customer.

Rack Jobbers:Rack Jobbers: serve grocery and drug retailers, mostly in the area of non serve grocery and drug retailers, mostly in the area of non
food  items.  They  send  delivery  trucks  to  stores,  and  the  deliveryfood  items.  They  send  delivery  trucks  to  stores,  and  the  delivery
person sets up toys, paper backs, hardware items, health and beautyperson sets up toys, paper backs, hardware items, health and beauty
aids, and so on. They price the goods, keep them fresh, set up point ofaids, and so on. They price the goods, keep them fresh, set up point of
purchase displays, and keep inventory records. Rack jobbers sell onpurchase displays, and keep inventory records. Rack jobbers sell on
consignment, which means that they retain title to the goods and billconsignment, which means that they retain title to the goods and bill
the retailers only for the goods sold to consumers. Thus they providethe retailers only for the goods sold to consumers. Thus they provide
such services as delivery, shelving, inventory carrying, and financing.such services as delivery, shelving, inventory carrying, and financing.
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They do little promotion because they carry many branded items thatThey do little promotion because they carry many branded items that
are highly advertised. are highly advertised. 

Producers'  Cooperatives:Producers'  Cooperatives: are owned by farmer members and assemble are owned by farmer members and assemble
farm produce to sell in local markets. Their profits are distributed tofarm produce to sell in local markets. Their profits are distributed to
members  at  the  end  of  the  year.  They  often  attempt  to  improvemembers  at  the  end  of  the  year.  They  often  attempt  to  improve
product quality and promote a co-op brand name.product quality and promote a co-op brand name.

Mail  Order  Wholesalers:Mail  Order  Wholesalers: send  catalogs  to  retail,  industrial,  and send  catalogs  to  retail,  industrial,  and
institutional customers featuring jewelry,  cosmetics,  specialty foods,institutional customers featuring jewelry,  cosmetics,  specialty foods,
and other small items. Their main customers are businesses in smalland other small items. Their main customers are businesses in small
outlying areas. No sales force is maintained to call on customers. Theoutlying areas. No sales force is maintained to call on customers. The
order  are  fill  and  sent  by  mail,  truck,  or  other  efficient  means  oforder  are  fill  and  sent  by  mail,  truck,  or  other  efficient  means  of
transportation.transportation.

4.4.2 Brokers and Agents4.4.2 Brokers and Agents
Brokers and agents differ from merchant wholesalers. They do not takeBrokers and agents differ from merchant wholesalers. They do not take
title to goods, and they perform only a few functions. Their main functiontitle to goods, and they perform only a few functions. Their main function
is  to  facilitate  buying  and  selling,  and  for  this  they  will  earn  ais  to  facilitate  buying  and  selling,  and  for  this  they  will  earn  a
commission. They generally specialize by product line or customer types.commission. They generally specialize by product line or customer types.

A)A) BrokersBrokers
The chief function of a broker is to bring buyers and sellers together andThe chief function of a broker is to bring buyers and sellers together and
assist in negotiation. They are paid by the party who hired them. They doassist in negotiation. They are paid by the party who hired them. They do
not carry inventory, get involved in financing, or assume risk. The mostnot carry inventory, get involved in financing, or assume risk. The most
familiar  examples  are  food  brokers,  real  estate  brokers,  insurancefamiliar  examples  are  food  brokers,  real  estate  brokers,  insurance
brokers, and security brokers. brokers, and security brokers. 

B)B) AgentsAgents
Agents represent  either buyers or sellers on a more permanent basis.Agents represent  either buyers or sellers on a more permanent basis.
There are several types.There are several types.
i)i) Manufacturers'  Agents:Manufacturers'  Agents: represent  two  or  more represent  two  or  more

manufactures of complementary lines. They enter into a formal writtenmanufactures of complementary lines. They enter into a formal written
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agreement with each manufacturer covering pricing policy, territories,agreement with each manufacturer covering pricing policy, territories,
order  handling  procedure,  delivery  service  and  warranties,  andorder  handling  procedure,  delivery  service  and  warranties,  and
commission rates. They know each manufacturer's product line andcommission rates. They know each manufacturer's product line and
use  their  wide  contacts  to  sell  the  manufacturer's  products.use  their  wide  contacts  to  sell  the  manufacturer's  products.
Manufacturers' agents are used in such lines as apparel, furniture, andManufacturers' agents are used in such lines as apparel, furniture, and
electrical  goods.  Most  manufacturers'  agents  are  small  businesses,electrical  goods.  Most  manufacturers'  agents  are  small  businesses,
with only a few employees, who are skilled salespeople. They are hiredwith only a few employees, who are skilled salespeople. They are hired
by small manufacturers who cannot afford to maintain their own salesby small manufacturers who cannot afford to maintain their own sales
forces and by large manufacturers who want to use agents to openforces and by large manufacturers who want to use agents to open
new territories or to represent them in territories that cannot supportnew territories or to represent them in territories that cannot support
full time salespeople. full time salespeople. 

ii)ii) Selling  Agents:Selling  Agents: are  given contractual  authority  to  sell  a are  given contractual  authority  to  sell  a
manufacturer's  entire  output.  The  manufacturer  either  is  notmanufacturer's  entire  output.  The  manufacturer  either  is  not
interested in the selling function or feels unqualified. The selling agentinterested in the selling function or feels unqualified. The selling agent
serves as a sales department and has significant influence over prices,serves as a sales department and has significant influence over prices,
terms, and conditions of sale.  The selling agents are found in suchterms, and conditions of sale.  The selling agents are found in such
product  areas as textiles,  industrial  machinery and equipment,  coalproduct  areas as textiles,  industrial  machinery and equipment,  coal
and coke, chemicals, and metals. and coke, chemicals, and metals. 

iii)iii) Purchasing Agents:Purchasing Agents: generally have a long term relationship generally have a long term relationship
with  buyers  and  purchases  for  them,  often  receiving,  inspecting,with  buyers  and  purchases  for  them,  often  receiving,  inspecting,
warehousing, and shipping the merchandise to the buyers. One typewarehousing, and shipping the merchandise to the buyers. One type
consists  of  resident  buyers  in major apparel  markets,  who look forconsists  of  resident  buyers  in major apparel  markets,  who look for
suitable lines of apparel that can be carried by small retailers locatedsuitable lines of apparel that can be carried by small retailers located
in small  cities.  They are knowledgeable and provide helpful  marketin small  cities.  They are knowledgeable and provide helpful  market
information to clients as well as obtaining the best goods and pricesinformation to clients as well as obtaining the best goods and prices
available.available.

iv)iv) Commission  Merchants  or  houses:Commission  Merchants  or  houses: are  agents  who  take are  agents  who  take
physical  possession of  products and negotiate sales.  Normally,  theyphysical  possession of  products and negotiate sales.  Normally,  they
are not employed on a long-term basis. They are used most often inare not employed on a long-term basis. They are used most often in
agricultural marketing by farmers who do not want to sell their ownagricultural marketing by farmers who do not want to sell their own
output and do not belong to producers'  cooperatives. A commissionoutput and do not belong to producers'  cooperatives. A commission
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merchant would take a truck load of commodities to a central market,merchant would take a truck load of commodities to a central market,
sell it for the best price, deduct a commission and expenses, and remitsell it for the best price, deduct a commission and expenses, and remit
the balance to the producer.the balance to the producer.

4.4.3 Manufacturers' Branches and Offices4.4.3 Manufacturers' Branches and Offices

Unlike  merchant  wholesalers,  agents  and  brokers,  manufacturer'sUnlike  merchant  wholesalers,  agents  and  brokers,  manufacturer's
branches and offices are wholly owned extensions of the producer thatbranches and offices are wholly owned extensions of the producer that
perform  wholesaling  activities.  Producers  will  assume  wholesalingperform  wholesaling  activities.  Producers  will  assume  wholesaling
functions when there are no intermediaries to perform these activities,functions when there are no intermediaries to perform these activities,
customers are few in number and geographically concentrated, or orderscustomers are few in number and geographically concentrated, or orders
are  large  or  require  significant  attention.  Wholesaling  activitiesare  large  or  require  significant  attention.  Wholesaling  activities
performed by producers are conducted by means of a branch office orperformed by producers are conducted by means of a branch office or
sales  office.  A  manufacturer's  branch  office  carries  a  producer'ssales  office.  A  manufacturer's  branch  office  carries  a  producer's
inventory, performs the functions of a full service wholesaler, and is aninventory, performs the functions of a full service wholesaler, and is an
alternative to a merchant wholesaler. A manufacturer's sales office doesalternative to a merchant wholesaler. A manufacturer's sales office does
not carry inventory, typically performs only a sales function, and servesnot carry inventory, typically performs only a sales function, and serves
as an alternative to agents and brokers. as an alternative to agents and brokers. 

Check Your Progress Exercise 1Check Your Progress Exercise 1
1.1. What are the points of distinction between wholesalers and retailers?What are the points of distinction between wholesalers and retailers?

………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………………………………………………………………………………
………………

2.2. Why are wholesalers used?Why are wholesalers used?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

3.3. Name the three types (broad classes) of wholesalers.Name the three types (broad classes) of wholesalers.
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……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

4.5 WHOLESALER MARKETING DECISIONS4.5 WHOLESALER MARKETING DECISIONS

Wholesalers-distributors  have  experienced  mounting  competitiveWholesalers-distributors  have  experienced  mounting  competitive
pressures in recent years. They have faced new sources of competition,pressures in recent years. They have faced new sources of competition,
demanding  customers,  new  technologies,  and  more  direct  buyingdemanding  customers,  new  technologies,  and  more  direct  buying
programs by large industrial, institutional, and retail buyers. As a result,programs by large industrial, institutional, and retail buyers. As a result,
they  have  had  to  develop  appropriate  strategic  responses.  One  majorthey  have  had  to  develop  appropriate  strategic  responses.  One  major
drive has been to increase asset productivity by managing better theirdrive has been to increase asset productivity by managing better their
inventories and receivables. And they have had to improve their strategicinventories and receivables. And they have had to improve their strategic
decisions on target markets,  product assortment and services,  pricing,decisions on target markets,  product assortment and services,  pricing,
promotion, and place.promotion, and place.

i)i) Target Market DecisionTarget Market Decision
Wholesalers  need  to  define  their  target  markets  and  not  try  to  serveWholesalers  need  to  define  their  target  markets  and  not  try  to  serve
everyone. They can choose a target group of customers according to sizeeveryone. They can choose a target group of customers according to size
criteria (e.g.,  only large retailers),  type of customer (e.g.,  conveniencecriteria (e.g.,  only large retailers),  type of customer (e.g.,  convenience
food stores only), need for service (e.g., customers who need credit), orfood stores only), need for service (e.g., customers who need credit), or
other  criteria.  Within  the  target  group,  they  can  identify  the  moreother  criteria.  Within  the  target  group,  they  can  identify  the  more
profitable  customers  and  design  stronger  offers  and  build  betterprofitable  customers  and  design  stronger  offers  and  build  better
relationships with them. They can propose automatic reordering systems,relationships with them. They can propose automatic reordering systems,
set up management training and advisory systems, and even sponsor aset up management training and advisory systems, and even sponsor a
voluntary  chain.  They  can  discourage  less  profitable  customers  byvoluntary  chain.  They  can  discourage  less  profitable  customers  by
requiring larger orders or adding surcharges to smaller ones. requiring larger orders or adding surcharges to smaller ones. 

ii)ii) Product Assortment and Services DecisionsProduct Assortment and Services Decisions
The wholesalers  "product"  is  their  assortment.  Wholesalers  are  underThe  wholesalers  "product"  is  their  assortment.  Wholesalers  are  under
great  pressure  to  carry  a  full  line  and  maintain  sufficient  stock  forgreat  pressure  to  carry  a  full  line  and  maintain  sufficient  stock  for
immediate  delivery.  But  this  can  kill  profits.  Wholesalers  today  areimmediate  delivery.  But  this  can  kill  profits.  Wholesalers  today  are
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reexamining how many lines to carry and are choosing to carry only thereexamining how many lines to carry and are choosing to carry only the
more profitable ones.  They are grouping their items on an ABC basis,more profitable ones.  They are grouping their items on an ABC basis,
with  A  standing  for  the  most  profitable  items  and  C  for  the  leastwith  A  standing  for  the  most  profitable  items  and  C  for  the  least
profitable.  Inventory  carrying  levels  are  varied  for  the  three  groups.profitable.  Inventory  carrying  levels  are  varied  for  the  three  groups.
Wholesalers are also examining which services count most in buildingWholesalers are also examining which services count most in building
strong  customer  relationships  and  which  ones  should  be  dropped  orstrong  customer  relationships  and  which  ones  should  be  dropped  or
changed for. The key is to find a distinct mix of services valued by theirchanged for. The key is to find a distinct mix of services valued by their
customers.customers.

iii)iii) Pricing DecisionsPricing Decisions
Wholesalers  usually  mark  up  the  cost  of  goods  by  a  conventionalWholesalers  usually  mark  up  the  cost  of  goods  by  a  conventional
percentage, say 20%, to cover their expenses. Expenses may run 17% ofpercentage, say 20%, to cover their expenses. Expenses may run 17% of
the gross margin leaving a profit margin of approximately 3%. In grocerythe gross margin leaving a profit margin of approximately 3%. In grocery
wholesaling, the average profit margin is often less than 2%. Wholesalerswholesaling, the average profit margin is often less than 2%. Wholesalers
are beginning to experiment with new approaches to pricing. They mightare beginning to experiment with new approaches to pricing. They might
cut their margin on some lines in order to win important new customers.cut their margin on some lines in order to win important new customers.
They will ask suppliers for a special price break when they can turn if intoThey will ask suppliers for a special price break when they can turn if into
an opportunity to increase the suppliers sales.   an opportunity to increase the suppliers sales.   

iv)iv) Promotion DecisionPromotion Decision
Wholesalers  rely  primarily on their  sales  force to achieve promotionalWholesalers  rely  primarily on their  sales  force to achieve promotional
objectives.  Even  here,  most  wholesalers  see  selling  as  a  singleobjectives.  Even  here,  most  wholesalers  see  selling  as  a  single
salesperson talking to a single customer instead of a team effort to sell,salesperson talking to a single customer instead of a team effort to sell,
build,  and  service  major  accounts.  As  for  non-personal  promotion,build,  and  service  major  accounts.  As  for  non-personal  promotion,
wholesalers  would  benefit  from  adopting  some  of  the  image  makingwholesalers  would  benefit  from  adopting  some  of  the  image  making
techniques used by retailers. They need to develop an overall promotiontechniques used by retailers. They need to develop an overall promotion
strategy involving trade advertising, sales promotion, and publicity. Theystrategy involving trade advertising, sales promotion, and publicity. They
also  need  to  make  greater  use  of  suppliers  promotion  materials  andalso  need  to  make  greater  use  of  suppliers  promotion  materials  and
programs.programs.
    
v)v) Place DecisionPlace Decision
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Wholesalers typically located in low rent, low tax are as retailers and putWholesalers typically located in low rent, low tax are as retailers and put
little money into their physical setting and offices. Often the materialslittle money into their physical setting and offices. Often the materials
handling systems and order processing systems lag behind the availablehandling systems and order processing systems lag behind the available
technologies.  To meet rising costs,  progressive wholesalers  have beentechnologies.  To meet rising costs,  progressive wholesalers  have been
making time and motion studies of materials handling procedures. Themaking time and motion studies of materials handling procedures. The
ultimate development is the automated warehouse. Orders are fed into aultimate development is the automated warehouse. Orders are fed into a
computer and items are picked up by mechanical devices and conveyedcomputer and items are picked up by mechanical devices and conveyed
on  a  belt  to  the  shipping  platform,  where  they  are  assembled.  Moston  a  belt  to  the  shipping  platform,  where  they  are  assembled.  Most
wholesalers now use computers to carryout accounting, billing, inventorywholesalers now use computers to carryout accounting, billing, inventory
control, and forecasting.control, and forecasting.

4.6  ORGANIZATIONS  THAT  FACILITATE  WHOLESALING4.6  ORGANIZATIONS  THAT  FACILITATE  WHOLESALING
FUNCTIONSFUNCTIONS

    
In addition to the three main categories of wholesalers that have beenIn addition to the three main categories of wholesalers that have been
described, there are other highly specialized organizations that performdescribed, there are other highly specialized organizations that perform
wholesaling  functions.  Certain  facilitating  organizations  make  itwholesaling  functions.  Certain  facilitating  organizations  make  it
unnecessary  for  a  manufacturer  or  retailer  to  utilize  a  wholesalingunnecessary  for  a  manufacturer  or  retailer  to  utilize  a  wholesaling
establishment.  The  following  sections  show  ways  in  which  typicalestablishment.  The  following  sections  show  ways  in  which  typical
wholesaling functions can be performed by such facilitating agencies.wholesaling functions can be performed by such facilitating agencies.

i)i) Public WarehousesPublic Warehouses
Public warehouse serve as storage facilities. An organization rents spacePublic warehouse serve as storage facilities. An organization rents space
in  a  warehouse  instead  of  constructing  its  own  facilities  or  using  ain  a  warehouse  instead  of  constructing  its  own  facilities  or  using  a
merchant wholesaler's storage services. Public warehouses also providemerchant wholesaler's storage services. Public warehouses also provide
other  wholesaling  activities.  Many  warehouses  order,  deliver,  collectother  wholesaling  activities.  Many  warehouses  order,  deliver,  collect
accounts, and maintain display rooms where potential buyers can inspectaccounts, and maintain display rooms where potential buyers can inspect
products. A producer can place products in a bonded warehouse and useproducts. A producer can place products in a bonded warehouse and use
them as collateral for a loan.them as collateral for a loan.
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ii)ii)  Field Warehouses Field Warehouses
Field warehouses are producer controlled storage spaces that separateField warehouses are producer controlled storage spaces that separate
part of the inventory in to a secure area within the warehouse. A fieldpart of the inventory in to a secure area within the warehouse. A field
warehouse  manager  takes  control  and  becomes  responsible  for  thewarehouse  manager  takes  control  and  becomes  responsible  for  the
products.  This  operation  makes  it  possible  for  a  seller  to  obtain  aproducts.  This  operation  makes  it  possible  for  a  seller  to  obtain  a
warehouse receipt that can be used as collateral for a loan.  warehouse receipt that can be used as collateral for a loan.  

iii)iii) Finance CompaniesFinance Companies
Products can be owned by a finance company or a bank while wholesalersProducts can be owned by a finance company or a bank while wholesalers
or  retailers  maintain  physical  possession.  Automobile  dealer  often callor  retailers  maintain  physical  possession.  Automobile  dealer  often call
this form of financing "floor planning", it allows them to maintain a largethis form of financing "floor planning", it allows them to maintain a large
inventory of cars to give customers greater selection and increase sales.inventory of cars to give customers greater selection and increase sales.

iv)iv) Transportation CompaniesTransportation Companies
Rail,  truck,  air  and  other  carriers  help  manufacturers  and  retailersRail,  truck,  air  and  other  carriers  help  manufacturers  and  retailers
transport  products  without  aid  of  middlemen.  For  example,  freighttransport  products  without  aid  of  middlemen.  For  example,  freight
forwarders combine less than full shipments into standard full loads atforwarders combine less than full shipments into standard full loads at
savings to customers. Perhaps at a carload rate rather than a less thansavings to customers. Perhaps at a carload rate rather than a less than
car load rate. United parcel service is an example of a freight forwardercar load rate. United parcel service is an example of a freight forwarder
that provides door-to-door service for small containers and packages.that provides door-to-door service for small containers and packages.

v)v) Trade Shows and Trade MartsTrade Shows and Trade Marts
Tradeshows and trade marts allow manufactures or wholesalers to exhibitTradeshows and trade marts allow manufactures or wholesalers to exhibit
products  to  potential  buyers  and,  therefore,  assist  in  the  selling  andproducts  to  potential  buyers  and,  therefore,  assist  in  the  selling  and
buying functions. Trade shows offer both selling and non-selling benefits.buying functions. Trade shows offer both selling and non-selling benefits.
On the selling side, they allow vendors to identify prospects; gain accessOn the selling side, they allow vendors to identify prospects; gain access
to  key  decision  makers  in  current  or  potential  customer  companies;to  key  decision  makers  in  current  or  potential  customer  companies;
disseminate  facts  about  their  products,  services,  and  personnel;  anddisseminate  facts  about  their  products,  services,  and  personnel;  and
actually sell products and service current accounts through contacts atactually sell products and service current accounts through contacts at
the show. The non-selling benefits include opportunities to maintain thethe show. The non-selling benefits include opportunities to maintain the
company  image  with  competitors,  customers  and  the  industry  and  tocompany  image  with  competitors,  customers  and  the  industry  and  to
gather information on competitor's products and price. Other importantgather information on competitor's products and price. Other important
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marketing  variables  on  which  trade  shows  have  a  positive  influencemarketing  variables  on  which  trade  shows  have  a  positive  influence
include maintaining or enhancing corporate morale, product testing, andinclude maintaining or enhancing corporate morale, product testing, and
product evaluation.product evaluation.

Tradeshows can permit direct buyer-seller interaction and may eliminateTradeshows can permit direct buyer-seller interaction and may eliminate
the need for agents. Trade marts are relatively permanent facilities thatthe need for agents. Trade marts are relatively permanent facilities that
firms can rent to exhibit producers year round.  firms can rent to exhibit producers year round.  

4.7 TRENDS IN WHOLESALING4.7 TRENDS IN WHOLESALING

Manufacturers  always  have  the  option  of  bypassing  wholesalers  or  ofManufacturers  always  have  the  option  of  bypassing  wholesalers  or  of
replacing  in  efficient  wholesalers  with  better  ones.  The  distinctionreplacing  in  efficient  wholesalers  with  better  ones.  The  distinction
between wholesaling activities that  can be performed by any businessbetween wholesaling activities that  can be performed by any business
and  the  traditional  wholesaling  establishment  is  somewhat  blurred.and  the  traditional  wholesaling  establishment  is  somewhat  blurred.
Manufactures,  retailers,  and  facilitating  organizations  performManufactures,  retailers,  and  facilitating  organizations  perform
wholesaling  functions  to  bridge  the  gap  between  manufacturers  andwholesaling  functions  to  bridge  the  gap  between  manufacturers  and
consumers.  Wholesaling  functions  can  be  shifted  or  shared,  but  noteconsumers.  Wholesaling  functions  can  be  shifted  or  shared,  but  note
eliminated. Wholesaling activities have to be performed by someone or byeliminated. Wholesaling activities have to be performed by someone or by
some institution.  some institution.  

i)i) Prominence Among Types of WholesalersProminence Among Types of Wholesalers
Two kinds of shifts have been taking place in wholesaling activities. First,Two kinds of shifts have been taking place in wholesaling activities. First,
merchant  wholesalers  have  increased  while  manufacturers'  salesmerchant  wholesalers  have  increased  while  manufacturers'  sales
branches have declined. This shift indicates that merchant wholesalersbranches have declined. This shift indicates that merchant wholesalers
have  provided  more  efficient  stocking  operations  than  manufacturershave  provided  more  efficient  stocking  operations  than  manufacturers
could  provide  for  themselves.  (Exceptions  to  this  pattern  are  seen  incould  provide  for  themselves.  (Exceptions  to  this  pattern  are  seen  in
industries  producing  drugs,  automobiles,  hardware,  machinery,  andindustries  producing  drugs,  automobiles,  hardware,  machinery,  and
equipment). Second, the share of trade for manufacturers' sales officesequipment). Second, the share of trade for manufacturers' sales offices
has  increased,  while  agents  and  brokers'  shares  have  declined.has  increased,  while  agents  and  brokers'  shares  have  declined.
Manufactures'  sales  offices  perform  essentially  the  same  wholesalingManufactures'  sales  offices  perform  essentially  the  same  wholesaling
functions as  agents  and brokers;  the  shift  is  from one type of  sellingfunctions as  agents  and brokers;  the  shift  is  from one type of  selling
operation to another. This movement indicates that manufacturers' salesoperation to another. This movement indicates that manufacturers' sales
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offices have developed more effective selling methods than independentoffices have developed more effective selling methods than independent
agents.agents.

In  reaction  to  the  integrated  wholesaling  activities  of  largeIn  reaction  to  the  integrated  wholesaling  activities  of  large
corporate chains owned by retailers, voluntary chain wholesalerscorporate chains owned by retailers, voluntary chain wholesalers
have evolved and have become strong establishments in the foodhave evolved and have become strong establishments in the food
industry.  Voluntary  wholesale  chains  can  be  formed  byindustry.  Voluntary  wholesale  chains  can  be  formed  by
independent  retailers  or  independent  wholesaler's.  Throughindependent  retailers  or  independent  wholesaler's.  Through
innovative wholesaling methods, small independent food retailersinnovative wholesaling methods, small independent food retailers
can operate as efficiently and effectively as large chains.can operate as efficiently and effectively as large chains.

ii)ii) Bypassing WholesalersBypassing Wholesalers
There is  a trend to bypass traditional wholesaling establishment whenThere is  a trend to bypass traditional wholesaling establishment when
alternative channels offer advantages for retailers or manufactures. Newalternative channels offer advantages for retailers or manufactures. New
factory outlet malls illustrate the desire of some manufacturers to sellfactory outlet malls illustrate the desire of some manufacturers to sell
directly  to  the  public.  The  following  environmental  conditions  favordirectly  to  the  public.  The  following  environmental  conditions  favor
circumvention of traditional wholesalers:circumvention of traditional wholesalers:

1.1. Selling  directly  to  retailers  and  industrial  users  becomesSelling  directly  to  retailers  and  industrial  users  becomes
more important as unit value, perishablitiy, and the need for servicemore important as unit value, perishablitiy, and the need for service
and installation increase.and installation increase.

2.2. If the manufacturer is strong financially and has a long line ofIf the manufacturer is strong financially and has a long line of
products, direct sales are more feasible. products, direct sales are more feasible. 

3.3. When retailers or users make large scale purchases or whenWhen retailers or users make large scale purchases or when
customers are concentrated, direct sales may be employed. customers are concentrated, direct sales may be employed. 

In general,  there is a trend toward simplified marketing channels andIn general,  there is a trend toward simplified marketing channels and
fewer distribution points, with a corresponding opportunity for greaterfewer distribution points, with a corresponding opportunity for greater
centralization and control  of distribution.  Many producers are openingcentralization and control  of distribution.  Many producers are opening
retail  stores  to  gain  a  larger  share  of  the  market  by  exposing  theirretail  stores  to  gain  a  larger  share  of  the  market  by  exposing  their
product lines to more consumers.product lines to more consumers.

The nature of  new types of  wholesaling establishments  that  arise willThe nature of  new types of  wholesaling establishments  that  arise will
depend on the changing mix of  activities  that  retailers and producersdepend on the changing mix of  activities  that  retailers and producers
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perform and on the innovative efforts of wholesalers to develop efficiencyperform and on the innovative efforts of wholesalers to develop efficiency
in the marketing channel. The trend toward larger retailers – super storesin the marketing channel. The trend toward larger retailers – super stores
and the like – will provide opportunities as well as threats to wholesalingand the like – will provide opportunities as well as threats to wholesaling
establishments.  Opportunities  will  develop from the  expanded  productestablishments.  Opportunities  will  develop from the  expanded  product
lines of these mass merchandisers. A merchant wholesaler of grocerieslines of these mass merchandisers. A merchant wholesaler of groceries
may want to add other low-cost, high volume products that are sold inmay want to add other low-cost, high volume products that are sold in
superstores.  On  the  other  hand,  some  limited  function  merchantsuperstores.  On  the  other  hand,  some  limited  function  merchant
wholesalers may not be needed. The volume of sales may eliminate thewholesalers may not be needed. The volume of sales may eliminate the
need  for  rack  jobbers,  for  example,  who  usually  handle  slow  movingneed  for  rack  jobbers,  for  example,  who  usually  handle  slow  moving
products  that  are  purchased  in  limited  quantities.  The  future  ofproducts  that  are  purchased  in  limited  quantities.  The  future  of
independent wholesalers, agents, and brokers depends on their ability toindependent wholesalers, agents, and brokers depends on their ability to
delineate  markets  and  provide  desired  services.  Wholesalers  with  lowdelineate  markets  and  provide  desired  services.  Wholesalers  with  low
cost of operations are the only ones that will do well.cost of operations are the only ones that will do well.

Check Your Progress Exercise 2Check Your Progress Exercise 2
1.1. What  are  the  areas  in  which  wholesalers  have  to  improve  theirWhat  are  the  areas  in  which  wholesalers  have  to  improve  their

strategic decisions?strategic decisions?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
2.2. Name  the  various  organizations  that  facilitate  wholesalingName  the  various  organizations  that  facilitate  wholesaling

functions. functions. 
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………

4.8 SUMMARY4.8 SUMMARY

Wholesaling  includes  all  the  activities  involved  in  selling  goods  orWholesaling  includes  all  the  activities  involved  in  selling  goods  or
services to those who are buying for the purpose of resale or for businessservices to those who are buying for the purpose of resale or for business
use.use.
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The  reasons  as  to  why  we  need  wholesalers  include  limited  financialThe  reasons  as  to  why  we  need  wholesalers  include  limited  financial
resources  of  manufacturers,  preference  of  manufacturers  to  use  theirresources  of  manufacturers,  preference  of  manufacturers  to  use  their
finance to expand production facilities that would otherwise be used tofinance to expand production facilities that would otherwise be used to
develop direct selling activities, efficiency of wholesalers at wholesalingdevelop direct selling activities, efficiency of wholesalers at wholesaling
and retailers' preference to buy assortments from wholesalers.and retailers' preference to buy assortments from wholesalers.

Wholesalers  perform many  functions,  including selling  and  promoting,Wholesalers  perform many  functions,  including selling  and  promoting,
buying  and  an  assortment  building,  bulk-breaking,  warehousing,buying  and  an  assortment  building,  bulk-breaking,  warehousing,
transporting, financing, risk bearing, supplying market information, andtransporting, financing, risk bearing, supplying market information, and
providing management services and advice.providing management services and advice.

Wholesalers fall into three categories. First, merchant wholesalers, takeWholesalers fall into three categories. First, merchant wholesalers, take
the  possession  of  the  goods.   They  include  full  service  wholesalersthe  possession  of  the  goods.   They  include  full  service  wholesalers
(wholesale  merchants,  industrial  distributors)  and  limited  service(wholesale  merchants,  industrial  distributors)  and  limited  service
wholesalers  (cash  and  carry  wholesalers,  truck  wholesalers,  dropwholesalers  (cash  and  carry  wholesalers,  truck  wholesalers,  drop
shippers,  rack  jobbers,  producers'  cooperatives  and  mail  ordershippers,  rack  jobbers,  producers'  cooperatives  and  mail  order
wholesalers). Second, brokers and agents, do not take possession of thewholesalers). Second, brokers and agents, do not take possession of the
goods but are paid a commission for aiding buying and selling. Finally,goods but are paid a commission for aiding buying and selling. Finally,
manufacturers'  sales  branches  and  offices  are  sale  facilities  wheremanufacturers'  sales  branches  and  offices  are  sale  facilities  where
wholesaling operations are conducted. wholesaling operations are conducted. 

Wholesalers  make  strategic  decisions  on  target  markets,  productWholesalers  make  strategic  decisions  on  target  markets,  product
assortment and services, pricing, promotion, and place.assortment and services, pricing, promotion, and place.

Organizations  that  facilitate  wholesaling  functions  include  publicOrganizations  that  facilitate  wholesaling  functions  include  public
warehouses,  field  warehouses,  finance  companies,  transportationwarehouses,  field  warehouses,  finance  companies,  transportation
companies, trade shows and trade marts.companies, trade shows and trade marts.

The future of wholesaling is characterized by prominence among types ofThe future of wholesaling is characterized by prominence among types of
wholesalers and a trend to bypass traditional wholesaling establishment.wholesalers and a trend to bypass traditional wholesaling establishment.

4.9 ANSWERS TO CHECK YOUR PROGRESS EXERCISES4.9 ANSWERS TO CHECK YOUR PROGRESS EXERCISES
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Exercise 1Exercise 1
1.1. The points of distinction between wholesalers and retailers are withThe points of distinction between wholesalers and retailers are with

reference to attention, volume of transaction, trade area coverage andreference to attention, volume of transaction, trade area coverage and
governmental activities.governmental activities.

2.2. Wholesalers are used because of Wholesalers are used because of 
-- limited financial resources of manufacturerslimited financial resources of manufacturers
-- preference  of  manufacturers  to  use  their  finance  to  expandpreference  of  manufacturers  to  use  their  finance  to  expand

production facilitiesproduction facilities
-- efficiency of wholesalers at wholesaling functions efficiency of wholesalers at wholesaling functions 
-- retailers' preference to buy assortments from wholesalers. retailers' preference to buy assortments from wholesalers. 

3.3. The three types of wholesalers are merchant wholesalers, brokersThe three types of wholesalers are merchant wholesalers, brokers
and agents, and manufacturers' sales branches and offices.and agents, and manufacturers' sales branches and offices.

Exercise 2Exercise 2
1.1. The  areas  in  which  wholesalers  have  to  improve  their  strategicThe  areas  in  which  wholesalers  have  to  improve  their  strategic

decisions  include  target  market  decision,  product  assortment,  anddecisions  include  target  market  decision,  product  assortment,  and
services  decision,  pricing  decision,  promotion  decision  and  placeservices  decision,  pricing  decision,  promotion  decision  and  place
decision.decision.

2.2. The  various  organizations  that  facilitate  wholesaling  functionsThe  various  organizations  that  facilitate  wholesaling  functions
include  public  warehouses,  field  warehouses,  finance  companies,include  public  warehouses,  field  warehouses,  finance  companies,
transportation companies, and trade shows and trade marts.transportation companies, and trade shows and trade marts.

4.10 MODEL EXAMINATION QUESTIONS4.10 MODEL EXAMINATION QUESTIONS

  
1.1. Describe any four basic wholesaler functions.Describe any four basic wholesaler functions.
2.2. Distinguish agents and brokers.Distinguish agents and brokers.
3.3. Define wholesaling and state the three major categories. Define wholesaling and state the three major categories. 
4.4. Wholesaling functions can be shifted to or assumed by any channelWholesaling functions can be shifted to or assumed by any channel

member other than wholesalers, but cannot be eliminated. Explain thismember other than wholesalers, but cannot be eliminated. Explain this
statement.statement.

5.5. What are the features that characterize the future of wholesaling?What are the features that characterize the future of wholesaling?
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5.0 AIMS AND OBJECTIVES5.0 AIMS AND OBJECTIVES

This  unit  focuses  on  selecting  and  managingThis  unit  focuses  on  selecting  and  managing
distribution/marketing channels.  After completing this unit,  youdistribution/marketing channels.  After completing this unit,  you
will be able to:will be able to:

-- explain the nature and importance of channels of distributionexplain the nature and importance of channels of distribution
-- describe marketing channel functions and flowsdescribe marketing channel functions and flows
-- recognize the number of channel levelsrecognize the number of channel levels
-- discuss channel design decisionsdiscuss channel design decisions
-- describe the issues involved in the selection of channel ofdescribe the issues involved in the selection of channel of

distributiondistribution
-- understand distribution channel managementunderstand distribution channel management
-- explain channel cooperation, conflict, and competitionexplain channel cooperation, conflict, and competition
-- know legal and ethical issues in channel relations.know legal and ethical issues in channel relations.

5.1 INTRODUCTION5.1 INTRODUCTION

Most producers do not sell their goods directly to the final users.Most producers do not sell their goods directly to the final users.
Between  them  and  the  final  users  a  host  of  marketingBetween  them  and  the  final  users  a  host  of  marketing

9797



intermediaries  performing  a  variety  of  functions  and bearing  aintermediaries  performing  a  variety  of  functions  and bearing  a
variety of names (like retailers and wholesalers discussed in unit 3variety of names (like retailers and wholesalers discussed in unit 3
and 4) are involved.and 4) are involved.

Distribution  channels  can  be  compared  to  a  pipeline  throughDistribution  channels  can  be  compared  to  a  pipeline  through
which water flows from a source to terminus. Marketing channelswhich water flows from a source to terminus. Marketing channels
make  possible  the  flow  of  goods  from  a  producer,  throughmake  possible  the  flow  of  goods  from  a  producer,  through
intermediaries, to a buyer.intermediaries, to a buyer.

Marketing channel decisions are among the most critical decisionsMarketing channel decisions are among the most critical decisions
facing  management.  The  company's  chosen  channels  intimatelyfacing  management.  The  company's  chosen  channels  intimately
affect  all  the  other  marketing  decisions  like  pricing  andaffect  all  the  other  marketing  decisions  like  pricing  and
promotion.promotion.

Reaching  prospective  buyers,  either  directly  or  indirectly,  is  aReaching  prospective  buyers,  either  directly  or  indirectly,  is  a
prerequisite  for  successful  marketing.  At  the same time buyersprerequisite  for  successful  marketing.  At  the same time buyers
benefit from distribution systems used by firm.benefit from distribution systems used by firm.

This unit focuses on marketing channels of distribution and whyThis unit focuses on marketing channels of distribution and why
they are important component in the marketing mix. It then showsthey are important component in the marketing mix. It then shows
how such channels benefit consumers and the sequence of firmshow such channels benefit consumers and the sequence of firms
that make up a marketing channel. Finally it describes factors thatthat make up a marketing channel. Finally it describes factors that
influence  the  choice  and  management  of  marketing  channels,influence  the  choice  and  management  of  marketing  channels,
including channel conflict and legal restriction.including channel conflict and legal restriction.

5.2 NATURE AND IMPORTANCE OF CHANNELS OF DISTRIBUTION5.2 NATURE AND IMPORTANCE OF CHANNELS OF DISTRIBUTION

As  defined  in  unit  three-distribution  channel  (also  calledAs  defined  in  unit  three-distribution  channel  (also  called
marketing channel or trade channel) is  the route that productsmarketing channel or trade channel) is  the route that products
follow as they are bought and sold on their way to the final user.follow as they are bought and sold on their way to the final user.
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Marketing channel consists of various intermediaries that performMarketing channel consists of various intermediaries that perform
important marketing functions.important marketing functions.

The  use  of  middlemen  largely  boils  down  to  their  superiorThe  use  of  middlemen  largely  boils  down  to  their  superior
efficiency in marketing goods widely available and accessible toefficiency in marketing goods widely available and accessible to
target markets. Marketing intermediaries, through their contacts,target markets. Marketing intermediaries, through their contacts,
experience,  specialization,  and  scale  of  operation,  offer  theexperience,  specialization,  and  scale  of  operation,  offer  the
producer  more  than  it  can  usually  achieve  on  its  own.  Theproducer  more  than  it  can  usually  achieve  on  its  own.  The
importance  of  intermediaries  is  made  even  clearer  when  weimportance  of  intermediaries  is  made  even  clearer  when  we
consider the functions they perform and the benefits they createconsider the functions they perform and the benefits they create
for buyers. Few consumers appreciate the value of intermediaries,for buyers. Few consumers appreciate the value of intermediaries,
however,  producers  recognize  that  intermediaries  make  sellinghowever,  producers  recognize  that  intermediaries  make  selling
goods  and  services  more  efficient  because  they  minimize  thegoods  and  services  more  efficient  because  they  minimize  the
number of sales contacts necessary to reach a target market.number of sales contacts necessary to reach a target market.

5.3 MARKETING CHANNELS FUNCTIONS AND FLOWS5.3 MARKETING CHANNELS FUNCTIONS AND FLOWS

A marketing  channel  performs the  work  of  moving goods  fromA marketing  channel  performs the  work  of  moving goods  from
producers  to  consumers.  It  overcomes  the  time,  place,  andproducers  to  consumers.  It  overcomes  the  time,  place,  and
possession gaps that separate goods and services from those whopossession gaps that separate goods and services from those who
would use them. Members in the marketing channel  perform awould use them. Members in the marketing channel  perform a
number  of  key  functions  and  participate  in  the  followingnumber  of  key  functions  and  participate  in  the  following
marketing flows:marketing flows:

-- Information:  Information:  the  collection  and  dissemination  of  marketingthe  collection  and  dissemination  of  marketing
research information about potential and current customers,research information about potential and current customers,
competitors,  and other actors and forces in the marketingcompetitors,  and other actors and forces in the marketing
environment.environment.

-- Promotion:Promotion: the development and dissemination of persuasive the development and dissemination of persuasive
communications  about  the  offer  designed  to  attractcommunications  about  the  offer  designed  to  attract
customers.customers.
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-- Negotiation:Negotiation: the  attempt  to  reach final  agreement  on price the  attempt  to  reach final  agreement  on price
and other terms so that transfer of ownership or possessionand other terms so that transfer of ownership or possession
can be effected.can be effected.

-- Ordering:Ordering: the backward communication of intentions to buy the backward communication of intentions to buy
by the marketing channel members to the manufacturer.by the marketing channel members to the manufacturer.

-- Financing:Financing: the acquisition and allocation of funds required to the acquisition and allocation of funds required to
finance  inventories  at  different  levels  of  the  marketingfinance  inventories  at  different  levels  of  the  marketing
channel.channel.

-- Risk taking:Risk taking: the assumption of risks connected with carrying the assumption of risks connected with carrying
out the channel work.out the channel work.

-- Physical  possession:Physical  possession: the successive storage and movement of the successive storage and movement of
physical products from raw materials to the final goods. physical products from raw materials to the final goods. 

-- Payment:Payment: buyers paying their bills through banks and other buyers paying their bills through banks and other
financial institutions to the sellers.financial institutions to the sellers.

-- Title:Title: the actual transfer of ownership from the organization the actual transfer of ownership from the organization
or person to another.or person to another.

These functions and flows are listed in the normal order in whichThese functions and flows are listed in the normal order in which
they arise between any two channel members. Some of these flowsthey arise between any two channel members. Some of these flows
are  forward  flows  (physical,  title,  and  promotion):  others  areare  forward  flows  (physical,  title,  and  promotion):  others  are
backward flows (ordering and payment); and still others move inbackward flows (ordering and payment); and still others move in
both directions.both directions.

The question is not whether these functions need to be performedThe question is not whether these functions need to be performed
– they must be – but rather who is to perform them. All  of the– they must be – but rather who is to perform them. All  of the
functions  have  three  things  in  common:  they  use  up  scarcefunctions  have  three  things  in  common:  they  use  up  scarce
resources;  they  can  often  be  performed  better  throughresources;  they  can  often  be  performed  better  through
specialization; and they are shiftable among channel members. Tospecialization; and they are shiftable among channel members. To
the  extent  that  the  manufacturer  performs  the  functions,  thethe  extent  that  the  manufacturer  performs  the  functions,  the
manufacturer's costs go up, and its prices must be higher. Whenmanufacturer's costs go up, and its prices must be higher. When
some functions are shifted to middle men, the producer's  costssome functions are shifted to middle men, the producer's  costs
and prices are lower, but the middle men must add a charge toand prices are lower, but the middle men must add a charge to
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cover their work. If the middle men are more efficient than thecover their work. If the middle men are more efficient than the
manufacturer,  the  prices  faced  by  consumers  should  be  lower.manufacturer,  the  prices  faced  by  consumers  should  be  lower.
Consumers  might  decide  to  perform  some  of  the  functionsConsumers  might  decide  to  perform  some  of  the  functions
themselves,  in  which  case  they  should  enjoy  lower  prices.  Thethemselves,  in  which  case  they  should  enjoy  lower  prices.  The
issue  of  who  should  perform  various  channel  tasks  is  one  ofissue  of  who  should  perform  various  channel  tasks  is  one  of
relative efficiency and effectiveness. relative efficiency and effectiveness. 

Marketing functions,  then, are more basic than the institutionsMarketing functions,  then, are more basic than the institutions
that  at  any  given  time  perform  them.  Changes  in  channelthat  at  any  given  time  perform  them.  Changes  in  channel
institutions largely reflect the discovery of more efficient way toinstitutions largely reflect the discovery of more efficient way to
combine or separate economic functions that must be carried oncombine or separate economic functions that must be carried on
to provide meaningful assortments of goods to target customers.to provide meaningful assortments of goods to target customers.

5.4 NUMBER OF CHANNEL LEVELS5.4 NUMBER OF CHANNEL LEVELS

Marketing  channels  can  be  characterized  by  the  number  ofMarketing  channels  can  be  characterized  by  the  number  of
channel levels. Each middleman that perform work in bringing thechannel levels. Each middleman that perform work in bringing the
product and its title closer to the final buyer constitutes a channelproduct and its title closer to the final buyer constitutes a channel
level.  Since  the  producer  and  the  final  customer  both  performlevel.  Since  the  producer  and  the  final  customer  both  perform
work, they are part of every channel. We will use the number ofwork, they are part of every channel. We will use the number of
intermediary levels to designate the length of a channel.intermediary levels to designate the length of a channel.

A  zero  level  channel  (also  called  a  direct  marketing  channel)A  zero  level  channel  (also  called  a  direct  marketing  channel)
consists of a manufacturer selling directly to the final customer.consists of a manufacturer selling directly to the final customer.
The  major  ways  of  direct  marketing  are  door  to  door,  homeThe  major  ways  of  direct  marketing  are  door  to  door,  home
parties, mail order, telemarketing, TV selling, and manufacturerparties, mail order, telemarketing, TV selling, and manufacturer
owned stores.owned stores.

A one level channel contains one selling intermediary, such as aA one level channel contains one selling intermediary, such as a
retailer.  A  two  level  channel  contains  two  intermediaries.  Inretailer.  A  two  level  channel  contains  two  intermediaries.  In
consumer markets, they are typically a wholesaler and a retailer. Aconsumer markets, they are typically a wholesaler and a retailer. A
three level channel contains three intermediaries.three level channel contains three intermediaries.

101101



Check Your Progress Exercise 1Check Your Progress Exercise 1
1.1. Outline marketing channels functions.Outline marketing channels functions.
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….
2.2. What is a channel length?What is a channel length?
……………………………………………………………………………………………………………………………………………………………………………………………………
……………………………………………………………………………………………………………………………………………………………………………………………………
………………………………………………………………………………………………….………………………………………………………………………………………………….

5.5 CHANNEL DESIGN DECISIONS5.5 CHANNEL DESIGN DECISIONS

We will  now examine  several  channel  decision  problems facingWe will  now examine  several  channel  decision  problems facing
manufacturers. In designing marketing channels, manufacturersmanufacturers. In designing marketing channels, manufacturers
have to struggle between what is ideal, what is feasible, and whathave to struggle between what is ideal, what is feasible, and what
is available. A new firm typically starts as a local operation sellingis available. A new firm typically starts as a local operation selling
in a limited market. Since it has limited capital,  it usually usesin a limited market. Since it has limited capital,  it usually uses
existing  middlemen.  The  number  of  middlemen  in  any  localexisting  middlemen.  The  number  of  middlemen  in  any  local
market is apt to be limited: a few manufacturer's sales agents, amarket is apt to be limited: a few manufacturer's sales agents, a
few  wholesalers,  several  established  retailers,  a  few  truckingfew  wholesalers,  several  established  retailers,  a  few  trucking
companies, and a few warehouses. Deciding on the best channelscompanies, and a few warehouses. Deciding on the best channels
might not be a problem. The problem might be to convince one ormight not be a problem. The problem might be to convince one or
a few available middlemen to handle their line.a few available middlemen to handle their line.

Designing a channel system calls for analyzing customer needs,Designing a channel system calls for analyzing customer needs,
establishing  channel  objectives,  identifying  the  major  channelestablishing  channel  objectives,  identifying  the  major  channel
alternatives, and evaluating them.alternatives, and evaluating them.
5.5.1 Analyzing Service Output Levels Desired by Customers5.5.1 Analyzing Service Output Levels Desired by Customers
Understanding what, where, why, when, and how target customersUnderstanding what, where, why, when, and how target customers
buy  is  the  first  step  in  designing  the  marketing  channel.  Thebuy  is  the  first  step  in  designing  the  marketing  channel.  The
marketer must understand the service output levels desired by themarketer must understand the service output levels desired by the
target customers. Channels produce five service outputs:target customers. Channels produce five service outputs:
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a)a) Lot Size:Lot Size: is the number of units that the marketing channel is the number of units that the marketing channel
permits a typical customer to buy on a buying occasion. Thepermits a typical customer to buy on a buying occasion. The
small the lot size, the greater the service output level thatsmall the lot size, the greater the service output level that
the channel must provide.the channel must provide.

b)b) Waiting  Time:  Waiting  Time:  is  the  average  time  that  customers  of  thatis  the  average  time  that  customers  of  that
channel wait  for receipt of  the goods.  Customers normallychannel wait  for receipt of  the goods.  Customers normally
prefer  fast  delivery  channels.  Faster  service  requires  aprefer  fast  delivery  channels.  Faster  service  requires  a
greater service output level.greater service output level.

c)c) Spatial  Convenience:  Spatial  Convenience:  expresses  the  degree  to  which  theexpresses  the  degree  to  which  the
marketing channel makes it easy for customers to purchasemarketing channel makes it easy for customers to purchase
the product. Spatial convenience is being further augmentedthe product. Spatial convenience is being further augmented
by the use of direct marketing.by the use of direct marketing.

d)d) Product Variety:  Product Variety:  represents the assortment breadth providedrepresents the assortment breadth provided
by the marketing channel. Normally customers prefer greaterby the marketing channel. Normally customers prefer greater
assortment  breadth  because  it  increases  the  chance  ofassortment  breadth  because  it  increases  the  chance  of
exactly meeting their need.exactly meeting their need.

e)e) Service  Backup:  Service  Backup:  represents  the  add  on  services  (credit,represents  the  add  on  services  (credit,
delivery, installation, repairs) provided by the channel. Thedelivery, installation, repairs) provided by the channel. The
greater the service backup, the greater the work provided bygreater the service backup, the greater the work provided by
the channel.the channel.

The marketing channel designer must know the service outputsThe marketing channel designer must know the service outputs
desired  by  the  target  customers.  Providing  increased  levels  ofdesired  by  the  target  customers.  Providing  increased  levels  of
service outputs means increased costs for the channel and higherservice outputs means increased costs for the channel and higher
prices for customers. The success of discount stores indicates thatprices for customers. The success of discount stores indicates that
many customers are willing to accept lower-service outputs whenmany customers are willing to accept lower-service outputs when
this translates into lower prices.this translates into lower prices.

5.5.2 Establishing the Channel Objectives and Constraints5.5.2 Establishing the Channel Objectives and Constraints
The  channel  objectives  should  be  stated  in  terms  of  targetedThe  channel  objectives  should  be  stated  in  terms  of  targeted
service output levels. Usually, several segments can be identifiedservice output levels. Usually, several segments can be identified
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that  desire  differing  service  output  levels.  Effective  channelthat  desire  differing  service  output  levels.  Effective  channel
planning requires  determining which market  segments to  serveplanning requires  determining which market  segments to  serve
and the best channel to use in each case. Each producer developsand the best channel to use in each case. Each producer develops
its channel objectives in the face of several constraints. its channel objectives in the face of several constraints. 
Channel objectives vary with products characteristics. PerishableChannel objectives vary with products characteristics. Perishable
products require more direct marketing because of the dangersproducts require more direct marketing because of the dangers
associated  with  delays  and  repeated  handling.  Bulky  products,associated  with  delays  and  repeated  handling.  Bulky  products,
such as building materials or soft drinks, require channels thatsuch as building materials or soft drinks, require channels that
minimize the shopping distance and the number of handlings inminimize the shopping distance and the number of handlings in
the  movement  from  producer  to  consumers.  Non-standardizedthe  movement  from  producer  to  consumers.  Non-standardized
products, such as custom-built machinery and specialized businessproducts, such as custom-built machinery and specialized business
forms, are sold directly by company sales representatives becauseforms, are sold directly by company sales representatives because
middlemen  lack  the  requisite  knowledge.  Products  requiringmiddlemen  lack  the  requisite  knowledge.  Products  requiring
installation  and/or  maintenance  services  are  usually  sold  andinstallation  and/or  maintenance  services  are  usually  sold  and
maintained by the company or exclusively franchised dealers. Highmaintained by the company or exclusively franchised dealers. High
unit value products are often sold through a company sales forceunit value products are often sold through a company sales force
rather than through middlemen.rather than through middlemen.

Channels  design  must  take  into  account  the  strengths  andChannels  design  must  take  into  account  the  strengths  and
weaknesses  of  different  types  of  intermediaries.  For  example,weaknesses  of  different  types  of  intermediaries.  For  example,
manufacturers' representatives are able to contact customers at amanufacturers' representatives are able to contact customers at a
low cost per customer because the total cost is shared by severallow cost per customer because the total cost is shared by several
clients. But the selling effort per customer is less intense than ifclients. But the selling effort per customer is less intense than if
the  company's  sales  representatives  did  the  selling.  Channelthe  company's  sales  representatives  did  the  selling.  Channel
design is also influenced by the competitors' channels.design is also influenced by the competitors' channels.

Channel  design  must  adapt  to  the  larger  environment.  WhenChannel  design  must  adapt  to  the  larger  environment.  When
economic conditions are depressed, producers want to move theireconomic conditions are depressed, producers want to move their
goods to market in the most economical way. This means usinggoods to market in the most economical way. This means using
shorter  channels  and  dispensing  goods.  Legal  regulations  andshorter  channels  and  dispensing  goods.  Legal  regulations  and
restrictions also affect channel design. The law looks unfavorablyrestrictions also affect channel design. The law looks unfavorably
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upon channel arrangements that "may tend to substantially lessenupon channel arrangements that "may tend to substantially lessen
competition or tend to create a monopoly."competition or tend to create a monopoly."

5.5.3 Identified the Major Channel Alternatives5.5.3 Identified the Major Channel Alternatives
After  a  company  has  defined  its  target  market  and  desiredAfter  a  company  has  defined  its  target  market  and  desired
positioning, it should identify its channel alternatives. A channelpositioning, it should identify its channel alternatives. A channel
alternative is described by three elements. Namely: the types ofalternative is described by three elements. Namely: the types of
business  intermediaries,  the  number  of  intermediaries,  and thebusiness  intermediaries,  the  number  of  intermediaries,  and the
terms and responsibilities of each channel participant. terms and responsibilities of each channel participant. 

A. Types of IntermediariesA. Types of Intermediaries  
The firm needs to identify the types of intermediaries available toThe firm needs to identify the types of intermediaries available to
carry on its channel work.carry on its channel work.
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B. Number of Intermediaries/Intensity of DistributionB. Number of Intermediaries/Intensity of Distribution
The intensity of distribution refers to the number of middlemen toThe intensity of distribution refers to the number of middlemen to
be employed at the wholesale and retail levels. Three degrees ofbe employed at the wholesale and retail levels. Three degrees of
distribution density exist: intensive, exclusive, and selective.distribution density exist: intensive, exclusive, and selective.

i)i) Intensive distribution:Intensive distribution: utilizes as many outlets as possible utilizes as many outlets as possible
and  is  especially  appropriate  for  convenience  goods  andand  is  especially  appropriate  for  convenience  goods  and
common raw materials.common raw materials.

ii)ii) Exclusive distribution:Exclusive distribution: is the extreme opposite of intensive is the extreme opposite of intensive
distribution  because  only  one  retail  outlet  in  a  specifieddistribution  because  only  one  retail  outlet  in  a  specified
geographical area carries the firm's product.  It  is typicallygeographical area carries the firm's product.  It  is typically
chosen for specialty products or services.chosen for specialty products or services.

iii)iii) Selective  distribution:Selective  distribution: uses  more  than  one  outlet  per uses  more  than  one  outlet  per
market but less than all available outlets. This strategy gainsmarket but less than all available outlets. This strategy gains
good market coverage and gains better than average sellinggood market coverage and gains better than average selling
effort.effort.

C. Terms and Responsibilities of Channel MembersC. Terms and Responsibilities of Channel Members
The producer must determine the conditions and responsibilitiesThe producer must determine the conditions and responsibilities
of the participating channel members. The main elements in theof the participating channel members. The main elements in the
"trade  relations  mix"  are  price  policies,  conditions  of  sale,"trade  relations  mix"  are  price  policies,  conditions  of  sale,
territorial  rights,  and specific services to be performed by eachterritorial  rights,  and specific services to be performed by each
party.party.

-- Price PolicyPrice Policy calls for the producer to establish a price list and calls for the producer to establish a price list and
schedule  of  discounts.  The  middlemen  must  see  these  asschedule  of  discounts.  The  middlemen  must  see  these  as
equitable and sufficient.equitable and sufficient.

-- Conditions  of  SaleConditions  of  Sale refer  to  payment  terms  and  producer refer  to  payment  terms  and  producer
guarantees.  Most  producers  grant  cash  discounts  to  theirguarantees.  Most  producers  grant  cash  discounts  to  their
distributors  for  early  payment.  Producers  might  alsodistributors  for  early  payment.  Producers  might  also
guarantee  distributors  against  defective  merchandise  orguarantee  distributors  against  defective  merchandise  or
price  declines.  A  guarantee  against  price  declines  inducesprice  declines.  A  guarantee  against  price  declines  induces
distributors to buy larger quantities.distributors to buy larger quantities.
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-- Distributors' Territorial RightsDistributors' Territorial Rights are another element in the trade- are another element in the trade-
relations mix. Distributors want to know where the producerrelations mix. Distributors want to know where the producer
will  enfranchise other distributors. They would also like towill  enfranchise other distributors. They would also like to
receive full credit for all sales taking place in their territory,receive full credit for all sales taking place in their territory,
whether or not they did the selling.whether or not they did the selling.

-- Mutual Services and ResponsibilitiesMutual Services and Responsibilities must be carefully spelled must be carefully spelled
out, especially in franchised and exclusive agency channels. out, especially in franchised and exclusive agency channels. 

5.5.4 Evaluating the Major Channel Alternatives5.5.4 Evaluating the Major Channel Alternatives
Suppose a producer has identified several channel alternatives andSuppose a producer has identified several channel alternatives and
wants  to  determine the  best  one.  Each  alternative  needs  to  bewants  to  determine the  best  one.  Each  alternative  needs  to  be
evaluated against economic, control, and adaptive criteria.evaluated against economic, control, and adaptive criteria.

A.A. Economic CriteriaEconomic Criteria
Each channel alternative will  produce a different levels of salesEach channel alternative will  produce a different levels of sales
and  costs.  The  first  question  is  whether  more  sales  will  beand  costs.  The  first  question  is  whether  more  sales  will  be
produced  through  a  company  sales  force  or  through  a  salesproduced  through  a  company  sales  force  or  through  a  sales
agency. Most marketing managers believe that a company salesagency. Most marketing managers believe that a company sales
force will  sell  more.  Company sales  representatives concentrateforce will  sell  more.  Company sales  representatives concentrate
entirely on the company's products; they are better trained to sellentirely on the company's products; they are better trained to sell
the company's products. They are more aggressive because theirthe company's products. They are more aggressive because their
future  depends  on  the  company's  success;  they  are  morefuture  depends  on  the  company's  success;  they  are  more
successful because many customers prefer to deal directly with thesuccessful because many customers prefer to deal directly with the
company.company.

B.B. Control CriteriaControl Criteria
Channel evaluation must be broadened to include control issues.Channel evaluation must be broadened to include control issues.
Using a sales agency poses a control problem. A sales agency is anUsing a sales agency poses a control problem. A sales agency is an
independent  business  firm seeking to  maximize  its  profits.  Theindependent  business  firm seeking to  maximize  its  profits.  The
agents may concentrate on the customers who buy the most, notagents may concentrate on the customers who buy the most, not
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necessarily of the manufacturer's goods. Furthermore, the agentsnecessarily of the manufacturer's goods. Furthermore, the agents
might not master the technical details of the company's product ormight not master the technical details of the company's product or
handle its promotion materials effectively. handle its promotion materials effectively. 

C.C. Adaptive CriteriaAdaptive Criteria
In order to develop a channel, the channel members must makeIn order to develop a channel, the channel members must make
some degree of commitment to each other for a specified period ofsome degree of commitment to each other for a specified period of
time. Yet these commitments invariably lead to a decrease in thetime. Yet these commitments invariably lead to a decrease in the
producer's  ability  to  respond  to  a  changing  market  place.  Inproducer's  ability  to  respond  to  a  changing  market  place.  In
rapidly  changing,  volatile,  or  uncertain  product  markets,  therapidly  changing,  volatile,  or  uncertain  product  markets,  the
producer  needs  to  seek  channels  structures  and  policies  thatproducer  needs  to  seek  channels  structures  and  policies  that
maximize control and ability to swiftly change marketing strategy.maximize control and ability to swiftly change marketing strategy.

5.6 SELECTING CHANNEL OF DISTRIBUTION5.6 SELECTING CHANNEL OF DISTRIBUTION

Most distribution channels include middlemen, but some do not. AMost distribution channels include middlemen, but some do not. A
channel consisting only of producer and final consumer, with nochannel consisting only of producer and final consumer, with no
middlemen providing assistance is  called  direct  distribution.  Inmiddlemen providing assistance is  called  direct  distribution.  In
contrast, a channel of producer, final customer, and at least onecontrast, a channel of producer, final customer, and at least one
level of middlemen represent indirect distribution. With indirectlevel of middlemen represent indirect distribution. With indirect
distribution a producer must determine the type(s) of middlemendistribution a producer must determine the type(s) of middlemen
that will best serve its needs. A wide range of options are availablethat will best serve its needs. A wide range of options are available
in selecting channels of distribution. in selecting channels of distribution. 

5.6.1 Major Channels of Distribution5.6.1 Major Channels of Distribution
All products whether they be consumer goods, industrial goods orAll products whether they be consumer goods, industrial goods or
services require a channel of distribution. Industrial channels tendservices require a channel of distribution. Industrial channels tend
to  be  shorter  than  consumer  channels  because  of  the  smallto  be  shorter  than  consumer  channels  because  of  the  small
number  of  ultimate  customers,  the  greater  geographicnumber  of  ultimate  customers,  the  greater  geographic
concentration of industrial customers, and the greater complexityconcentration of industrial customers, and the greater complexity
of the products,  which require close producer customer liaison.of the products,  which require close producer customer liaison.
Service channels also tend to be short because of the intangibilityService channels also tend to be short because of the intangibility
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of services and the need for personal contact between the serviceof services and the need for personal contact between the service
provider and consumer.provider and consumer.

a)a) Distribution of Consumer GoodsDistribution of Consumer Goods
Five  channels  are  widely  used  in  the  marketing  of  consumerFive  channels  are  widely  used  in  the  marketing  of  consumer
products.  In each,  the manufacturer  also has the alternative ofproducts.  In each,  the manufacturer  also has the alternative of
using sales branches or sales offices.using sales branches or sales offices.

-- Producer Producer               ConsumerConsumer
The  shortest,  simplest  channel  of  distribution  for  consumerThe  shortest,  simplest  channel  of  distribution  for  consumer
products  is  from  the  producer  to  the  consumer,  with  noproducts  is  from  the  producer  to  the  consumer,  with  no
middlemen  involved.  The  producer  may  sell  from  house  tomiddlemen  involved.  The  producer  may  sell  from  house  to
house or by mail.house or by mail.

-- ProducerProducer Retailer Retailer  Consumer Consumer
Many  large  retailers  buy  directly  from  manufacturers  andMany  large  retailers  buy  directly  from  manufacturers  and
agricultural producers.agricultural producers.

-- ProducerProducer WholesalerWholesaler RetailerRetailer  Consumer  Consumer 
If there is a "traditional" channel for consumer goods, this is it.If there is a "traditional" channel for consumer goods, this is it.
Small retailers and small manufacturers by thousands find thisSmall retailers and small manufacturers by thousands find this
channel the only economically feasible choice.channel the only economically feasible choice.

-- Producer Producer  Agent Agent RetailerRetailer ConsumerConsumer
Instead of  using wholesaler,  many producers prefer  to  use  aInstead of  using wholesaler,  many producers prefer  to  use  a
manufacturers' agent or some other agent middleman to reachmanufacturers' agent or some other agent middleman to reach
the retail market, specially large scale retailers. For example, athe retail market, specially large scale retailers. For example, a
manufacturer of a glass cleaner selected a food broker to reachmanufacturer of a glass cleaner selected a food broker to reach
the grocery store market, including the large chains.the grocery store market, including the large chains.

-- ProducerProducer   Agent  Agent WholesalerWholesaler        Retailer       Retailer        Consumer       Consumer
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To  reach  small  retailers,  the  producers  mentioned  in  theTo  reach  small  retailers,  the  producers  mentioned  in  the
preceding paragraph often use agent middlemen, who in turnpreceding paragraph often use agent middlemen, who in turn
call on wholesalers that sell to small stores.  call on wholesalers that sell to small stores.  

b)b) Distribution of Industrial GoodsDistribution of Industrial Goods
Four  types  of  channels  are  widely  used  in  reaching  industrialFour  types  of  channels  are  widely  used  in  reaching  industrial
users. Again, a manufacturer may use a sales branch or a salesusers. Again, a manufacturer may use a sales branch or a sales
office to reach the next institution in the channel.office to reach the next institution in the channel.

-- ProducerProducer  Industrial User Industrial User
This  direct  channel  accounts  for  a  grater  birr  volume  ofThis  direct  channel  accounts  for  a  grater  birr  volume  of
industrial  products  than  any  other  distribution  structure.industrial  products  than  any  other  distribution  structure.
Manufacturers  of  large  installations,  such  as  airplanes,Manufacturers  of  large  installations,  such  as  airplanes,
generators, and heating plants, usually sell directly to users.generators, and heating plants, usually sell directly to users.

-- ProducerProducer     Industrial Distributor    Industrial Distributor    User   User
Producers  of  operating  supplies  and  small  accessoryProducers  of  operating  supplies  and  small  accessory
equipment  frequently  use  industrial  distributors  to  reachequipment  frequently  use  industrial  distributors  to  reach
their  markets.  Manufacturers  of  building  material  and  airtheir  markets.  Manufacturers  of  building  material  and  air
conditioning equipment are two examples of firms that makeconditioning equipment are two examples of firms that make
heavy use of the industrial distributor.  heavy use of the industrial distributor.  

-- Producer Producer      Agent      Agent     User    User
Firms without  their  own marketing department find this aFirms without  their  own marketing department find this a
desirable channel. Also, a company that wants to introduce adesirable channel. Also, a company that wants to introduce a
new product or enter a new market may prefer to use agentsnew product or enter a new market may prefer to use agents
rather than its own sales force.rather than its own sales force.

-- Producer Producer  Agent           Industrial Distributor  Agent           Industrial Distributor UserUser
This channel is similar to the preceding one. It is used when,This channel is similar to the preceding one. It is used when,
for  some  reason,  it  is  not  feasible  to  sell  through  agentsfor  some  reason,  it  is  not  feasible  to  sell  through  agents
directly to the industrial user. The unit sale may be too smalldirectly to the industrial user. The unit sale may be too small
for direct selling. Or decentralized inventory may be neededfor direct selling. Or decentralized inventory may be needed
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to supply users rapidly in which case the storage services ofto supply users rapidly in which case the storage services of
an industrial distributor are required.an industrial distributor are required.

c) Service Channelc) Service Channel
Distribution channels for services are usually short, either directDistribution channels for services are usually short, either direct
or by using an agent. Since stocks are not held, the role of theor by using an agent. Since stocks are not held, the role of the
wholesaler, retailer or industrial distributor does not apply. Therewholesaler, retailer or industrial distributor does not apply. There
are  two  alternatives  whether  they  be  consumer  or  industrialare  two  alternatives  whether  they  be  consumer  or  industrial
customers.customers.

-- Service Provider Service Provider         Consumer or Industrial Customer        Consumer or Industrial Customer
The close personal  relationships between service providersThe close personal  relationships between service providers
and  customers  often  mean  that  service  supply  is  direct.and  customers  often  mean  that  service  supply  is  direct.
Examples include health care, office cleaning, accountancy,Examples include health care, office cleaning, accountancy,
marketing research and law.marketing research and law.

-- Service Provider Service Provider Agent Agent           Consumer  or  Industrial          Consumer  or  Industrial
CustomerCustomer
A channel intermediary for a service company usually takesA channel intermediary for a service company usually takes
the form of an agent. Agents are used when service providerthe form of an agent. Agents are used when service provider
is geographically distant from customers, and where it is notis geographically distant from customers, and where it is not
economical for the provider to establish their own sales team.economical for the provider to establish their own sales team.
Examples include insurance, travel, secretarial and theatricalExamples include insurance, travel, secretarial and theatrical
agents agents 

5.6.2 Factors Affecting Choice of Distribution Channels5.6.2 Factors Affecting Choice of Distribution Channels
Because  a  channel  of  distribution  should  be  determined  byBecause  a  channel  of  distribution  should  be  determined  by
customer  buying patterns,  the  nature  of  the  market  is  the  keycustomer  buying patterns,  the  nature  of  the  market  is  the  key
factor influencing management's choice of channels. Other majorfactor influencing management's choice of channels. Other major
considerations are the product, the middlemen, and the companyconsiderations are the product, the middlemen, and the company
itself.  Basically,  when  selecting  its  channels  of  distribution,  aitself.  Basically,  when  selecting  its  channels  of  distribution,  a
company  should  follow  the  criteria  of  the  three  C's  –  Channelcompany  should  follow  the  criteria  of  the  three  C's  –  Channel
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Control, Market Coverage, and a Cost that is consistent with theControl, Market Coverage, and a Cost that is consistent with the
desired level of customer service. desired level of customer service. 

a) Market Considerationsa) Market Considerations
Perhaps the most obvious point to consider is whether the producePerhaps the most obvious point to consider is whether the produce
is intended for the consumer or industrial market. If it is going tois intended for the consumer or industrial market. If it is going to
the industrial market, of course retailers will not be included inthe industrial market, of course retailers will not be included in
the  channel.  In  either  case,  other  significant  market  variablesthe  channel.  In  either  case,  other  significant  market  variables
should be considered.should be considered.

-- Number of potential customers:Number of potential customers: with relatively few potential with relatively few potential
customers, a manufacturer may use its own sales force to sellcustomers, a manufacturer may use its own sales force to sell
directly to consumers or industrial users. For a large numberdirectly to consumers or industrial users. For a large number
of  customers,  the  manufacturer  would  more  likely  useof  customers,  the  manufacturer  would  more  likely  use
middlemen.  A  related  point  is  the  number  of  differentmiddlemen.  A  related  point  is  the  number  of  different
industries  to  which  a  firm sells.  One  company,  marketingindustries  to  which  a  firm sells.  One  company,  marketing
drilling equipment and supplies only to the oil industry, solddrilling equipment and supplies only to the oil industry, sold
directly  to  users.  A  paper  products  manufacturer,  on  thedirectly  to  users.  A  paper  products  manufacturer,  on  the
other hand, made extensive use of industrial distributors toother hand, made extensive use of industrial distributors to
reach many different industries.reach many different industries.

-- Geographic concentration of the market:Geographic concentration of the market: direct sale to the direct sale to the
textile  or  the  garment  manufacturing  industry  is  feasibletextile  or  the  garment  manufacturing  industry  is  feasible
because  most  of  the  buyers  are  concentrated  in  a  fewbecause  most  of  the  buyers  are  concentrated  in  a  few
geographic  areas.  Even  in  the  case  of  a  national  market,geographic  areas.  Even  in  the  case  of  a  national  market,
some  segments  have  a  higher  density  rate  than  others.some  segments  have  a  higher  density  rate  than  others.
Sellers  may  establish  sales  branches  in  densely  populatedSellers  may  establish  sales  branches  in  densely  populated
markets,  but  they  would  use  middlemen  in  the  lessmarkets,  but  they  would  use  middlemen  in  the  less
concentrated markets. concentrated markets. 

-- Order  size:Order  size: manufacturers  would  sell  directly  to  retailers manufacturers  would  sell  directly  to  retailers
(like large grocery chains) because the larger order size and(like large grocery chains) because the larger order size and
total  volume  of  business  make  this  channel  economicallytotal  volume  of  business  make  this  channel  economically
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desirable. The same manufacturer, would use wholesalers todesirable. The same manufacturer, would use wholesalers to
reach small grocery stores whose order are usually too smallreach small grocery stores whose order are usually too small
to justify direct channel.to justify direct channel.

b) Product Considerationb) Product Consideration
-- Unit value:Unit value: the unit value of a product affects the amount of the unit value of a product affects the amount of

funds  available  for  distribution.  Thus,  the  lower  the  unitfunds  available  for  distribution.  Thus,  the  lower  the  unit
values, the longer, usually are the channels of distribution.values, the longer, usually are the channels of distribution.
However, when products of low unit value are sold in largeHowever, when products of low unit value are sold in large
quantities  or  are  considered with  other  goods  so  that  thequantities  or  are  considered with  other  goods  so  that  the
total  order is  large,  shorter channels may be economicallytotal  order is  large,  shorter channels may be economically
feasible.feasible.

-- Perishability:Perishability: products  subject  to  physical  or  fashion products  subject  to  physical  or  fashion
perishability must be speeded through their  channels.  Theperishability must be speeded through their  channels.  The
channels are short. channels are short. 

-- Technical nature of a product:Technical nature of a product: an industrial product that is an industrial product that is
highly  technical  is  often  distributed  directly  to  industrialhighly  technical  is  often  distributed  directly  to  industrial
users. The producer's sales force must provide considerableusers. The producer's sales force must provide considerable
presale and post sale service; wholesalers normally cannot dopresale and post sale service; wholesalers normally cannot do
this.this.

Consumer  products  of  a  technical  nature  provide  a  realConsumer  products  of  a  technical  nature  provide  a  real
distribution  challenge  for  manufacturers.  Ordinarilydistribution  challenge  for  manufacturers.  Ordinarily
manufacturers cannot sell the goods directly to the consumer. Asmanufacturers cannot sell the goods directly to the consumer. As
much as possible, manufacturers try to sell directly to retailers,much as possible, manufacturers try to sell directly to retailers,
but even then the servicing of the product often poses problems. but even then the servicing of the product often poses problems. 

c) Middlemen considerationsc) Middlemen considerations
-- Service provided by middlemen:Service provided by middlemen: each producer should select each producer should select

middlemen that  will  provide those marketing services thatmiddlemen that  will  provide those marketing services that
the  producer  either  is  unable  to  provide  or  cannotthe  producer  either  is  unable  to  provide  or  cannot
economically perform.economically perform.
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-- Availability  of  desired  middlemen:Availability  of  desired  middlemen: the  middlemen whom a the  middlemen whom a
producer desires may not be available. They may be carryingproducer desires may not be available. They may be carrying
competitive products and may not wish to add another line.competitive products and may not wish to add another line.

-- Attitude  of  middlemen  toward  manufacturers'  policies:Attitude  of  middlemen  toward  manufacturers'  policies:
sometimes,  manufacturers'  choices of  channels are limitedsometimes,  manufacturers'  choices of  channels are limited
because  their  marketing  policies  are  not  acceptable  tobecause  their  marketing  policies  are  not  acceptable  to
certain types of middlemen. Some retailers or wholesalers,certain types of middlemen. Some retailers or wholesalers,
for example, are interested in carrying a line only if they canfor example, are interested in carrying a line only if they can
get an exclusive franchise in a territory.get an exclusive franchise in a territory.

d) Company considerationsd) Company considerations
-- Financial  resources:Financial  resources: a  financially  strong  company  needs a  financially  strong  company  needs

middlemen less than one that is financially weak. A businessmiddlemen less than one that is financially weak. A business
with  adequate  finances  can  establish  its  own  sales  force,with  adequate  finances  can  establish  its  own  sales  force,
grant  credit,  or  warehouse  its  own products.  A  financiallygrant  credit,  or  warehouse  its  own products.  A  financially
weak firm would have to use middlemen who could provideweak firm would have to use middlemen who could provide
these services.these services.

-- Ability of management: Ability of management: channel decisions are affected by thechannel decisions are affected by the
marketing experience and ability of the firm's management.marketing experience and ability of the firm's management.
Many companies lacking marketing know how prefer to turnMany companies lacking marketing know how prefer to turn
the distribution job over to middlemen.the distribution job over to middlemen.

-- Desire for channel control:Desire for channel control: some producers establish short some producers establish short
channels simply because they want to control the distributionchannels simply because they want to control the distribution
of their products, even though the cost of the more directof their products, even though the cost of the more direct
channel  may  be  higher.  By  controlling  the  channel,channel  may  be  higher.  By  controlling  the  channel,
producers can achieve more aggressive promotion and betterproducers can achieve more aggressive promotion and better
control  both  the  freshness  of  merchandise  stocks  and thecontrol  both  the  freshness  of  merchandise  stocks  and the
retail prices of their products.retail prices of their products.

-- Services  provided  by  seller:Services  provided  by  seller: often  producers'  channel often  producers'  channel
decisions are influenced by the marketing services they candecisions are influenced by the marketing services they can
provide  in  relation  to  those  demanded  by  middlemen.  Forprovide  in  relation  to  those  demanded  by  middlemen.  For
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example, often a retail chain will not stock a given productexample, often a retail chain will not stock a given product
unless it is pre sold through heavy manufacturer advertising. unless it is pre sold through heavy manufacturer advertising. 

5.7 DISTRIBUTION CHANNEL MANAGEMENT5.7 DISTRIBUTION CHANNEL MANAGEMENT

A  number  of  channel  management  issues  must  be  addressed.A  number  of  channel  management  issues  must  be  addressed.
These  are  the  selection,  motivation,  training,  evaluation  ofThese  are  the  selection,  motivation,  training,  evaluation  of
channel members, and managing conflict between manufacturerschannel members, and managing conflict between manufacturers
and other channel members.and other channel members.

a)a) SelectionSelection
For  some producers  (notably  small  companies)  the  distributionFor  some producers  (notably  small  companies)  the  distribution
problem is not so much channel selection as channel acceptance.problem is not so much channel selection as channel acceptance.
Selection  then  involves  identifying  candidates  and  developingSelection  then  involves  identifying  candidates  and  developing
selection criteria.selection criteria.

-- Identifying  sources:Identifying  sources: sources  for  identifying  candidates sources  for  identifying  candidates
include  trade  sources,  reseller  enquiries,  customers  ofinclude  trade  sources,  reseller  enquiries,  customers  of
distributors, and the field sales force. Trade sources includedistributors, and the field sales force. Trade sources include
trade  associations,  exhibitions  and  trade  publications.trade  associations,  exhibitions  and  trade  publications.
Reseller  enquiries  show  that  the  possible  distributor  isReseller  enquiries  show  that  the  possible  distributor  is
enthusiastic  about  the  possibility  of  a  link.  Customers  ofenthusiastic  about  the  possibility  of  a  link.  Customers  of
distributors are a useful source since they can comment ondistributors are a useful source since they can comment on
their merits and limitations. Finally, if a producer already hastheir merits and limitations. Finally, if a producer already has
a field sales force calling on intermediaries, sales people area field sales force calling on intermediaries, sales people are
in a good position to seek out possible new distributors inin a good position to seek out possible new distributors in
their own territory.their own territory.

-- Developing  selection  criteria:  Developing  selection  criteria:  common  selection  criteriacommon  selection  criteria
include marketing, product and customer knowledge, marketinclude marketing, product and customer knowledge, market
coverage, quality and size of the sales force (if applicable)coverage, quality and size of the sales force (if applicable)
reputation among customers, financial standing, the extentreputation among customers, financial standing, the extent
to  which  competitive  and  complementary  products  areto  which  competitive  and  complementary  products  are
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carried, managerial competence and hunger for success, andcarried, managerial competence and hunger for success, and
the degree of enthusiasm for handling the producer's lines.the degree of enthusiasm for handling the producer's lines.

b)b) MotivationMotivation
Once selected, channel members need to be motivated to agree toOnce selected, channel members need to be motivated to agree to
act  as  a  distributor,  and  allocate  adequate  commitment  andact  as  a  distributor,  and  allocate  adequate  commitment  and
resource to the producer's lines. The key to effective motivation isresource to the producer's lines. The key to effective motivation is
to understand the needs and problems of distributors since needsto understand the needs and problems of distributors since needs
and motivations are linked. Possible motivators include financialand motivations are linked. Possible motivators include financial
rewards,  territorial  exclusivity,  providing  resource  support  andrewards,  territorial  exclusivity,  providing  resource  support  and
developing strong work relationships.developing strong work relationships.

In  short,  management  of  independent  distributors  is  bestIn  short,  management  of  independent  distributors  is  best
conducted  in  the  context  of  informal  partnerships.  Producersconducted  in  the  context  of  informal  partnerships.  Producers
should seek to develop strong relationships with their distributorsshould seek to develop strong relationships with their distributors
based  on  a  recognition  of  their  performance  and  integratedbased  on  a  recognition  of  their  performance  and  integrated
planning  and operations.  For  example,  jointly  determined  salesplanning  and operations.  For  example,  jointly  determined  sales
targets could be used to motivate and evaluate sales people whotargets could be used to motivate and evaluate sales people who
might receive a bonus upon achievement.might receive a bonus upon achievement.

c)c) TrainingTraining
The need to train channel members obviously  depends on theirThe need to train channel members obviously  depends on their
internal  competences.  Large  market-supermarket  chains,  forinternal  competences.  Large  market-supermarket  chains,  for
example, may regard an invitation by a manufacturer to provideexample, may regard an invitation by a manufacturer to provide
marketing  training  as  an  insult.  However,  many  smallermarketing  training  as  an  insult.  However,  many  smaller
distributors have been found to be weak on sales management,distributors have been found to be weak on sales management,
marketing,  financial  management,  stock  control  and  personnelmarketing,  financial  management,  stock  control  and  personnel
management and may welcome producer initiatives on training.management and may welcome producer initiatives on training.
From  the  producer's  perspective  training  can  provide  theFrom  the  producer's  perspective  training  can  provide  the
necessary technical knowledge about a supplier company and itnecessary technical knowledge about a supplier company and it
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products,  and  help  to  build  a  spirit  of  partnership  andproducts,  and  help  to  build  a  spirit  of  partnership  and
commitment.commitment.
  
d)d) EvaluationEvaluation
The evaluation of channel members has an important bearing onThe evaluation of channel members has an important bearing on
distributor  retention,  training  and  motivation  decisions.distributor  retention,  training  and  motivation  decisions.
Evaluation  provides  the  information  necessary  to  decide  whichEvaluation  provides  the  information  necessary  to  decide  which
channel member to retain and which to drop.channel member to retain and which to drop.

Evaluation criteria include sales  volume and value,  profitability,Evaluation criteria include sales  volume and value,  profitability,
level  of  stocks,  quality  and  position  of  display,  new  accountslevel  of  stocks,  quality  and  position  of  display,  new  accounts
opened,  selling  and  marketing  capabilities,  quality  of  serviceopened,  selling  and  marketing  capabilities,  quality  of  service
provided to customers, market information feedback, ability andprovided to customers, market information feedback, ability and
willingness  to  deep  commitments,  attitudes,  and  personalwillingness  to  deep  commitments,  attitudes,  and  personal
capability.capability.

e)e) Channel conflictChannel conflict
It is disagreement among marketing channel members on goalsIt is disagreement among marketing channel members on goals
and roles-who should do what and for what rewards (this issue willand roles-who should do what and for what rewards (this issue will
be discussed in detail in the following topics).be discussed in detail in the following topics).

Check Your Progress Exercise 2Check Your Progress Exercise 2
1.1. Define density of distribution /intensity of distributionDefine density of distribution /intensity of distribution

and state the three categories.and state the three categories.
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..
2.2. What are the criteria for evaluating the major channelWhat are the criteria for evaluating the major channel

alternatives?alternatives?
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
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………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..

3.3. Identify  the  five  possible  distribution  channels  forIdentify  the  five  possible  distribution  channels  for
consumer goods.consumer goods.

………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..………..
………..………..………..………..

5.8 CHANNEL COOPERATION, CONFLICT, AND COMPETITION5.8 CHANNEL COOPERATION, CONFLICT, AND COMPETITION

No matter how well channels are designed and managed, there will beNo matter how well channels are designed and managed, there will be
some conflict, if  for no other reason than the interests of independentsome conflict, if  for no other reason than the interests of independent
business entities don't always concide. Here we examine three questions:business entities don't always concide. Here we examine three questions:
what types of conflict arise in channel? What are the major causes ofwhat types of conflict arise in channel? What are the major causes of
channel conflict? What can be done to resolve situations of conflict? channel conflict? What can be done to resolve situations of conflict? 

5.8.1 Types of Conflict and Competition5.8.1 Types of Conflict and Competition
Channels  conflict  arises  when  one  channel  member  believesChannels  conflict  arises  when  one  channel  member  believes
another channel member is engaged in behavior that prevents itanother channel member is engaged in behavior that prevents it
from achieving its goals. Three types of conflict can be identified.from achieving its goals. Three types of conflict can be identified.
Namely:  vertical  conflict,  horizontal  conflict  and  multi-channelNamely:  vertical  conflict,  horizontal  conflict  and  multi-channel
conflict.conflict.

Vertical conflictVertical conflict occurs between different levels in a marketing channel; occurs between different levels in a marketing channel;
for  example,  between a  manufacturer  and  a  wholesaler  or  retailer  orfor  example,  between a  manufacturer  and  a  wholesaler  or  retailer  or
between a wholesaler and a retailer. Three sources of vertical conflict arebetween a wholesaler and a retailer. Three sources of vertical conflict are
most common. First, conflict arises when a channel member by passesmost common. First, conflict arises when a channel member by passes
another  member  and  sells  or  buys  products  direct.  Second,another  member  and  sells  or  buys  products  direct.  Second,
disagreements over how profit margins are distributed among channeldisagreements over how profit margins are distributed among channel
members  produce  conflict.  A  third  conflict  situation  arises  whenmembers  produce  conflict.  A  third  conflict  situation  arises  when
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manufacturers  believe  wholesalers  or  retailers  are  not  giving  theirmanufacturers  believe  wholesalers  or  retailers  are  not  giving  their
products adequate attention.products adequate attention.

Horizontal conflictHorizontal conflict occurs between intermediaries at the same level in a occurs between intermediaries at the same level in a
marketing channel, such as between two or more retailers or two or moremarketing channel, such as between two or more retailers or two or more
wholesalers that handle the same manufacturer's brands. Two sources ofwholesalers that handle the same manufacturer's brands. Two sources of
horizontal  conflict  are  most  common.  First,  horizontal  conflict  ariseshorizontal  conflict  are  most  common.  First,  horizontal  conflict  arises
when  a  manufacturer  increases  its  distribution  coverage  in  awhen  a  manufacturer  increases  its  distribution  coverage  in  a
geographical  area.  Second,  dual  distribution  causes  conflict  whengeographical  area.  Second,  dual  distribution  causes  conflict  when
different types of retailers carry the same brands.different types of retailers carry the same brands.

Multi-channel conflict  Multi-channel conflict  exists when the manufacturer has establishedexists when the manufacturer has established
two or more channels that compete with each other in selling to the sametwo or more channels that compete with each other in selling to the same
market. Multi-channel conflict is likely to be especially intense when themarket. Multi-channel conflict is likely to be especially intense when the
members of one channel either get a lower price (based on larger volumemembers of one channel either get a lower price (based on larger volume
purchases) or are willing to work with a lower margin. purchases) or are willing to work with a lower margin. 

5.8.2 Causes of Channel Conflict5.8.2 Causes of Channel Conflict
It  is  important  to  distinguish  the  different  causes  that  might  produceIt  is  important  to  distinguish  the  different  causes  that  might  produce
channel conflict. Some causes are easy to resolve, others more difficult. channel conflict. Some causes are easy to resolve, others more difficult. 

A major cause is goal incompatibility. For example, the manufacturer mayA major cause is goal incompatibility. For example, the manufacturer may
want  to achieve rapid market  growth through a  low price policy.  Thewant  to achieve rapid market  growth through a  low price policy.  The
dealers, on the other hand, may prefer to work with high margins anddealers, on the other hand, may prefer to work with high margins and
pursue short run profitability. This is a difficult conflict to solve.pursue short run profitability. This is a difficult conflict to solve.

Sometimes  the  conflict  arises  from unclear  roles  and rights.  TerritorySometimes  the  conflict  arises  from unclear  roles  and rights.  Territory
boundaries, credit for sales, and so forth are grounds for conflict. Theboundaries, credit for sales, and so forth are grounds for conflict. The
conflict can also stem from differences in perception. The manufacturerconflict can also stem from differences in perception. The manufacturer
may  be  optimistic  about  the  near  term  economic  outlook  and  wantmay  be  optimistic  about  the  near  term  economic  outlook  and  want
dealers  to  carry  higher  inventory.  But  the  dealers  may be pessimisticdealers  to  carry  higher  inventory.  But  the  dealers  may be pessimistic
about the near term outlook.about the near term outlook.
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The  conflict  might  arise  because  of  the  great  dependence  of  theThe  conflict  might  arise  because  of  the  great  dependence  of  the
middlemen on the manufacturer. Exclusive dealers, such as auto dealers,middlemen on the manufacturer. Exclusive dealers, such as auto dealers,
have their fortunes intimately affected by the product design and pricinghave their fortunes intimately affected by the product design and pricing
decisions of the manufacturer. This creates a high potential for conflict.decisions of the manufacturer. This creates a high potential for conflict.

5.8.3 Managing Channel Conflict5.8.3 Managing Channel Conflict
Conflict  can  have  destructive  effects  on  the  workings  of  a  marketingConflict  can  have  destructive  effects  on  the  workings  of  a  marketing
channel,  so  it  is  necessary  to  secure  cooperation  among  channelchannel,  so  it  is  necessary  to  secure  cooperation  among  channel
members. One means is through a channel captain, a channel membermembers. One means is through a channel captain, a channel member
that co-ordinates, directs and supports other channel members. Channelthat co-ordinates, directs and supports other channel members. Channel
captains can be producers, wholesalers, or retailers. A firm becomes acaptains can be producers, wholesalers, or retailers. A firm becomes a
channel  captain  because  it  is  typically  the  channel  member  with  thechannel  captain  because  it  is  typically  the  channel  member  with  the
greatest power to influence the behavior of other members. Power cangreatest power to influence the behavior of other members. Power can
take four forms. First, take four forms. First, economic powereconomic power arises from the ability of a firm arises from the ability of a firm
to reward or influence other members.  to reward or influence other members.  ExpertiseExpertise is a second source of is a second source of
power  over  other  channel  members.  Third,  power  over  other  channel  members.  Third,  identificationidentification with  a with  a
particular  channel  member  may  also  create  power  for  that  channelparticular  channel  member  may  also  create  power  for  that  channel
member.  Finally  power  can  arise  from  the  member.  Finally  power  can  arise  from  the  legitimate  right  legitimate  right  of  oneof  one
channel member to dictate the behavior of other member.channel member to dictate the behavior of other member.

Other than the role of channel captain in avoiding and resolving conflict,Other than the role of channel captain in avoiding and resolving conflict,
there are several ways to managing conflict.there are several ways to managing conflict.

-- Developing  a  partnership:Developing  a  partnership: this  calls  for  frequent  interaction this  calls  for  frequent  interaction
between  producer  and  resellers  to  develop  a  spirit  of  mutualbetween  producer  and  resellers  to  develop  a  spirit  of  mutual
understanding  and  cooperation.  Producers  can  help  channelunderstanding  and  cooperation.  Producers  can  help  channel
members  with  training,  financial  help  and  promotional  support.members  with  training,  financial  help  and  promotional  support.
Distributors, in turn, may agree to mutually agreed sales targetsDistributors, in turn, may agree to mutually agreed sales targets
and  provide  extra  sales  resources.  The  objective  is  to  buildand  provide  extra  sales  resources.  The  objective  is  to  build
confidence in the manufacturer's products and relationships basedconfidence in the manufacturer's products and relationships based
on trust.  When conflicts arise there is  more chance they will  beon trust.  When conflicts arise there is  more chance they will  be
resolved  in  a  spirit  of  cooperation.  Organizing  staff  exchangeresolved  in  a  spirit  of  cooperation.  Organizing  staff  exchange
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programmes can be useful in allowing each party to understand theprogrammes can be useful in allowing each party to understand the
problems and tensions of the other rather than animosity. problems and tensions of the other rather than animosity. 

-- Training in conflict handling:Training in conflict handling: staffs who handle disputes need to be staffs who handle disputes need to be
trained in negotiation and communication skills. They need to betrained in negotiation and communication skills. They need to be
able to handle high pressure conflict situations without resorting toable to handle high pressure conflict situations without resorting to
emotion and blaming behavior.  In  stead,  they  should  be  able  toemotion and blaming behavior.  In  stead,  they  should  be  able  to
handle  such  situations  calmly  and  be  able  to  handle  concessionhandle  such  situations  calmly  and  be  able  to  handle  concession
analysis, in particular the identification of win-win situations. Theseanalysis, in particular the identification of win-win situations. These
are situations where both the producer and reseller benefit from anare situations where both the producer and reseller benefit from an
agreement.agreement.

-- Market partitioning:Market partitioning: to reduce or eliminate conflict from multiple to reduce or eliminate conflict from multiple
distribution  channels,  producers  can  try  to  partition  markets  ondistribution  channels,  producers  can  try  to  partition  markets  on
some logical basis such as customer size or type. This can work ifsome logical basis such as customer size or type. This can work if
channel  members  accept  the  basis  for  the  partitioning.channel  members  accept  the  basis  for  the  partitioning.
Alternatively,  different  channels  can  be  supplied  with  differentAlternatively,  different  channels  can  be  supplied  with  different
product line. product line. 

-- Improving performance:Improving performance: many conflicts occur because of genuine many conflicts occur because of genuine
reasons.  For  example,  poor  delivery  by  manufacturers  orreasons.  For  example,  poor  delivery  by  manufacturers  or
inadequate sales effort by distributors can provoke frustration andinadequate sales effort by distributors can provoke frustration and
anger. Rather than attempt to placate the aggrieved partner, theanger. Rather than attempt to placate the aggrieved partner, the
most effective solution is to improve performance so that the sourcemost effective solution is to improve performance so that the source
of conflict disappears. This is the most effective way of dealing withof conflict disappears. This is the most effective way of dealing with
such problems.such problems.

-- Channel  ownership:Channel  ownership: an  effective  but  expensive  way  of  resolving an  effective  but  expensive  way  of  resolving
conflicting  goals  is  to  buy  the  other  party.  Since  producer  andconflicting  goals  is  to  buy  the  other  party.  Since  producer  and
channel member is under common ownership the common objectivechannel member is under common ownership the common objective
is  to  maximize  joint  profits.  Conflicts  can  still  occur  but  theis  to  maximize  joint  profits.  Conflicts  can  still  occur  but  the
dominant partner is in a position to resolve them quickly.dominant partner is in a position to resolve them quickly.

-- Coercion:Coercion: in some situations, conflict resolution may be dependent in some situations, conflict resolution may be dependent
on coercion: one party forces compliance through the use of force.on coercion: one party forces compliance through the use of force.
For example, producers can threaten to withdraw supply, deliverFor example, producers can threaten to withdraw supply, deliver
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late, or withdraw financial support; channel members, on the otherlate, or withdraw financial support; channel members, on the other
hand, can threaten to delist the manufacturer's products, promotehand, can threaten to delist the manufacturer's products, promote
competitive products and develop own label-brands.competitive products and develop own label-brands.

5.9  LEGAL  AND  ETHICAL  ISSUES  IN  CHANNEL  RELATIONS  (AMERICAN5.9  LEGAL  AND  ETHICAL  ISSUES  IN  CHANNEL  RELATIONS  (AMERICAN
CASE)CASE)

For  the  most  part,  companies  are  legally  free  to  develop  whateverFor  the  most  part,  companies  are  legally  free  to  develop  whatever
channel  arrangements  suits  them.  In  fact,  the laws affecting channelschannel  arrangements  suits  them.  In  fact,  the laws affecting channels
seek to prevent the exclusionary tactics of companies that might keepseek to prevent the exclusionary tactics of companies that might keep
other companies from using a desired channel. Of course, this means thatother companies from using a desired channel. Of course, this means that
the  company  must  itself  avoid  using  such  exclusionary  tactics.  Mostthe  company  must  itself  avoid  using  such  exclusionary  tactics.  Most
channel  law  deals  with  the  mutual  rights  and  duties  of  the  channelchannel  law  deals  with  the  mutual  rights  and  duties  of  the  channel
members once they have formed a relationship.members once they have formed a relationship.

-- Exclusive dealing:Exclusive dealing: many producers and wholesalers like to develop many producers and wholesalers like to develop
exclusive channels for their products. When the seller allows onlyexclusive channels for their products. When the seller allows only
certain outlets to carry its products, this strategy is called exclusivecertain outlets to carry its products, this strategy is called exclusive
distribution. When the seller requires that these dealers not handledistribution. When the seller requires that these dealers not handle
competitor's products, its strategy is called exclusive dealing. Bothcompetitor's products, its strategy is called exclusive dealing. Both
parties  benefit  from  exclusive  arrangements:  the  seller  obtainsparties  benefit  from  exclusive  arrangements:  the  seller  obtains
more loyal and dependable outlets, and the dealers obtain a steadymore loyal and dependable outlets, and the dealers obtain a steady
source  of  supply  and  stronger  seller  support.  But  exclusivesource  of  supply  and  stronger  seller  support.  But  exclusive
arrangements  exclude  other  producers  from  selling  to  thesearrangements  exclude  other  producers  from  selling  to  these
dealers. This situation brings exclusive dealing contracts under thedealers. This situation brings exclusive dealing contracts under the
scope of the Clayton act of 1914. They are legal as long as they doscope of the Clayton act of 1914. They are legal as long as they do
not substantially lessen competition or tend to create a monopolynot substantially lessen competition or tend to create a monopoly
and as long as both parties enter into the agreement voluntarily.  and as long as both parties enter into the agreement voluntarily.  

-- Exclusive  territories:Exclusive  territories: exclusive  dealing  often  includes  exclusive exclusive  dealing  often  includes  exclusive
territorial agreements. The producer may agree not to sell to otherterritorial agreements. The producer may agree not to sell to other
dealers in a given area, or the buyer may agree to sell only in itsdealers in a given area, or the buyer may agree to sell only in its
own territory. The first practice is normal under franchise systemsown territory. The first practice is normal under franchise systems
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as a way to increase dealer enthusiasm and commitment. It is alsoas a way to increase dealer enthusiasm and commitment. It is also
perfectly legal-a seller has no legal obligation to sell through moreperfectly legal-a seller has no legal obligation to sell through more
outlets than it wishes. The second practice, where by the produceroutlets than it wishes. The second practice, where by the producer
tries to keep a dealer from selling outside its territory, has becometries to keep a dealer from selling outside its territory, has become
a major legal issue.a major legal issue.

-- Tying agreements:Tying agreements: producers of a strong brand sometimes sell it to producers of a strong brand sometimes sell it to
dealers only if the dealers will take some or all of the rest of thedealers only if the dealers will take some or all of the rest of the
line. This is called full line forcing. Such tying agreements are notline. This is called full line forcing. Such tying agreements are not
necessarily illegal, but they do violate the Clayton act if they tend tonecessarily illegal, but they do violate the Clayton act if they tend to
lessen  competition  substantially.  The  practice  may  preventlessen  competition  substantially.  The  practice  may  prevent
consumers  from  freely  choosing  among  competing  suppliers  ofconsumers  from  freely  choosing  among  competing  suppliers  of
these other brands.these other brands.

-- Dealers' rights:Dealers' rights: producers are free to select their dealers, but their producers are free to select their dealers, but their
right  to  terminate  dealers  is  somewhat  restricted.  In  general,right  to  terminate  dealers  is  somewhat  restricted.  In  general,
sellers can drop dealers "for cause". But they cannot drop dealerssellers can drop dealers "for cause". But they cannot drop dealers
if, for example, the dealers refuse to cooperate in a doubtful legalif, for example, the dealers refuse to cooperate in a doubtful legal
arrangement, such as exclusive dealing or tying agreements.  arrangement, such as exclusive dealing or tying agreements.  

Check Your Progress Exercise 3Check Your Progress Exercise 3
1.1. Define channel conflict.Define channel conflict.
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
………………………………………………
2.2. What are the causes of channel conflict?What are the causes of channel conflict?
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
………………………………………………
3.3. State the various ways by the help of which channel conflicts can beState the various ways by the help of which channel conflicts can be

avoided and resolved.avoided and resolved.
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……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
………………………………………………
4.4. What is meant by "exclusive dealing"?What is meant by "exclusive dealing"?
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
……………………………..……………………………..……………………………..……………………………..……………………………..……………………………..
………………………………………………

5.10 SUMMARY5.10 SUMMARY

Marketing channels are the routes /paths that products follow as they areMarketing channels are the routes /paths that products follow as they are
bought and sold on their way to the final users. They are either direct orbought and sold on their way to the final users. They are either direct or
indirect.indirect.

The  most  important  channel  functions  and  flows  are  information,The  most  important  channel  functions  and  flows  are  information,
promotion,  negotiation,  ordering,  financing,  risk  taking,  physicalpromotion,  negotiation,  ordering,  financing,  risk  taking,  physical
possession, payment, and title. These functions are more basic than thepossession, payment, and title. These functions are more basic than the
particular retail and wholesale institutions that may exist at any time.particular retail and wholesale institutions that may exist at any time.

Number of channel levels refers to the number intermediaries involved inNumber of channel levels refers to the number intermediaries involved in
the marketing channel. A zero level channel is a direct marketing channelthe marketing channel. A zero level channel is a direct marketing channel
with no intermediary.with no intermediary.

Marketing  channel  decisions  are  among  the  most  complex  andMarketing  channel  decisions  are  among  the  most  complex  and
challenging  decisions  facing  the  firm.  Each  channel  system creates  achallenging  decisions  facing  the  firm.  Each  channel  system creates  a
different level of sales and costs.different level of sales and costs.

Channel design calls for determining the service outputs (lot size, waitingChannel design calls for determining the service outputs (lot size, waiting
time, spatial convenience, product variety, service backup), establishingtime, spatial convenience, product variety, service backup), establishing
the  channel  objectives  and  constraints,  identifying  the  major  channelthe  channel  objectives  and  constraints,  identifying  the  major  channel
alternatives (types and number of intermediaries, specifically intensive,alternatives (types and number of intermediaries, specifically intensive,
exclusive,  or  selective  distribution),  and  the  channel  terms  andexclusive,  or  selective  distribution),  and  the  channel  terms  and
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responsibilities. Each channel alternative has to be evaluated accordingresponsibilities. Each channel alternative has to be evaluated according
to economic, control, and adaptive criteria.to economic, control, and adaptive criteria.

There  are  three  major  channels  of  distribution.  Namely  distributionThere  are  three  major  channels  of  distribution.  Namely  distribution
channels for consumer goods, distribution channels for industrial goods,channels for consumer goods, distribution channels for industrial goods,
and service channel.and service channel.

Factors  affecting  choice  of  distribution  channels  include  marketFactors  affecting  choice  of  distribution  channels  include  market
considerations,  product  considerations,  middlemen  considerations  andconsiderations,  product  considerations,  middlemen  considerations  and
company  considerations.  Basically  when  selecting  its  channels  ofcompany  considerations.  Basically  when  selecting  its  channels  of
distribution,  a  company  should  follow  the  criteria  of  the  three  C's  –distribution,  a  company  should  follow  the  criteria  of  the  three  C's  –
channel control, market coverage, and a cost that is consistent with thechannel control, market coverage, and a cost that is consistent with the
desired level of customer service.desired level of customer service.

Channel  management  calls  for  the  selection,  motivation,  training  andChannel  management  calls  for  the  selection,  motivation,  training  and
evaluation of channel members and managing conflict. evaluation of channel members and managing conflict. 

All  channel systems have a potential for vertical,  horizontal,  and multiAll  channel systems have a potential for vertical,  horizontal,  and multi
channel  conflict  arising  from  such  sources  as  goal  incompatibility,channel  conflict  arising  from  such  sources  as  goal  incompatibility,
unclear roes and rights, differences in perception, and high dependence.unclear roes and rights, differences in perception, and high dependence.

Managing channel conflicts can be sought through the channel captain.Managing channel conflicts can be sought through the channel captain.
Other  than  the  role  of  the  channel  captain,  other  ways  of  managingOther  than  the  role  of  the  channel  captain,  other  ways  of  managing
conflict include developing a partnership,  training in conflict handling,conflict include developing a partnership,  training in conflict handling,
market  partitioning,  improving  performance,  channel  ownership  andmarket  partitioning,  improving  performance,  channel  ownership  and
coercion.coercion.

5.11 ANSWER TO CHECK YOUR PROGRESS EXERCISES5.11 ANSWER TO CHECK YOUR PROGRESS EXERCISES

            
Exercise 1Exercise 1
1.1. Marketing  channel  functions  are  information,  promotion,Marketing  channel  functions  are  information,  promotion,

negotiation,  ordering,  financing,  risk  taking,  physical  possession,negotiation,  ordering,  financing,  risk  taking,  physical  possession,
payment and title.payment and title.
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2.2. Channel length is the number of channel levels in the marketingChannel length is the number of channel levels in the marketing
channel. In other words, it is the number of intermediaries involved inchannel. In other words, it is the number of intermediaries involved in
the marketing channel.the marketing channel.

Exercise 2Exercise 2
1.1. Density of distribution/intensity of distribution refers to the numberDensity of distribution/intensity of distribution refers to the number

of intermediaries at a wholesale and retail levels. The three categoriesof intermediaries at a wholesale and retail levels. The three categories
are intensive, exclusive and selective.are intensive, exclusive and selective.

2.2. The criteria  for  evaluation of  the  major  channel  alternatives  areThe criteria  for  evaluation of  the  major  channel  alternatives  are
economic, control and adaptive criteria.economic, control and adaptive criteria.

3.3. The five possible distribution channels for consumer goods are:The five possible distribution channels for consumer goods are:
-- ProducerProducer ConsumerConsumer
-- Producer Producer Retailer Retailer    Consumer   Consumer
-- Producer Producer Wholesaler Wholesaler    Retailer    Retailer     Consumer    Consumer
-- Producer Producer Agent Agent    Retailer   Retailer     Consumer    Consumer
-- Producer Producer Agent Agent    Wholesaler    Wholesaler        Retailer        Retailer 

ConsumerConsumer

Exercise 3Exercise 3
1.1. Channel  conflict  is  disagreement  among  marketing  channelChannel  conflict  is  disagreement  among  marketing  channel

members  on  goals  and  roles  who  should  do  what  and  for  whatmembers  on  goals  and  roles  who  should  do  what  and  for  what
rewards.rewards.

2.2. The  causes  of  channel  conflict  are  goal  incompatibility,  unclearThe  causes  of  channel  conflict  are  goal  incompatibility,  unclear
roles and rights, differences in perception, and great dependence. roles and rights, differences in perception, and great dependence. 

3.3. The  various  ways  through  which  conflicts  can  be  avoided  andThe  various  ways  through  which  conflicts  can  be  avoided  and
resolved  include  developing  a  partnership,  training  in  conflictresolved  include  developing  a  partnership,  training  in  conflict
handling,  market  partitioning,  improving  performance,  channelhandling,  market  partitioning,  improving  performance,  channel
ownership and coercion. ownership and coercion. 

4.4. Exclusive  dealing  is  a  distribution  strategy  whereby  the  sellerExclusive  dealing  is  a  distribution  strategy  whereby  the  seller
requires that dealers do not handle competitors' products.requires that dealers do not handle competitors' products.
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5.12 MODEL EXAMINATION QUESTIONS5.12 MODEL EXAMINATION QUESTIONS

1.1. What  type  of  channel  conflict  is  likely  to  be  caused  by  dualWhat  type  of  channel  conflict  is  likely  to  be  caused  by  dual
distribution,  and  what  type  of  conflict  can  be  reduced  by  directdistribution,  and  what  type  of  conflict  can  be  reduced  by  direct
distribution? Why?distribution? Why?

2.2. Define vertical conflict, and state the three common sources.Define vertical conflict, and state the three common sources.
3.3. Identify  and  describe  the  three  criteria  that  a  company  shouldIdentify  and  describe  the  three  criteria  that  a  company  should

follow when selecting its channels of distribution.follow when selecting its channels of distribution.
4.4. Who is a channel captain? How does a channel member assume thisWho is a channel captain? How does a channel member assume this

status?status?
5.5. Briefly describe the criteria for the selection of channel membersBriefly describe the criteria for the selection of channel members

(middlemen).(middlemen).
6.6. What are the issues to be addressed in product considerations?What are the issues to be addressed in product considerations?
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