Outline of Chapter 11

              PLACE AND DEVELOPMENT

              OF CHANNEL SYSTEMS

              INTRODUCTION

              PLACE DECISIONS ARE AN

              IMPORTANT PART OF

              MARKETING STRATEGY

                PLACE--making goods and

                services available in the right

                quantities and locations--when

                customers want them.

                CHANNEL OF

                DISTRIBUTION--any series of

                firms or individuals who

                participate in the flow of

                products from producer to final

                user or consumer.

                  Overhead 100 "Place

                  Decisions in the Marketing

                  Mix"

                  Transparency 74 (Exhibit

                  11-1) "Strategy Decision

                  Areas in Place"

              PLACE DECISIONS ARE

              GUIDED BY "IDEAL" PLACE

              OBJECTIVES

              Product classes suggest place

              objectives

              Place system is not automatic

              Place decisions have long-run

              effects

              CHANNEL SYSTEM MAY BE

              DIRECT OR INDIRECT

                  Overhead 101 "Factors

                  Related to the Use of Direct

                  Distribution"

              Why a firm might want to use

              direct distribution

              The Internet now makes it easier

              Direct contact with customers

              Suitable middlemen are not

              available

              Common with business

              customers and services

              Some consumer products are

              sold direct

              Don't be confused by the term

              direct marketing

                DIRECT MARKETING--direct

                communication between a

                seller and an individual

                customer using a promotion

                method other than face-to-face

                personal selling.

              When indirect channels are best

                  -Consumers want

                  convenience

                  -Middlemen may invest in

                  inventory

                  -Middlemen may reduce

                  credit risk

              CHANNEL SPECIALISTS MAY

              REDUCE DISCREPANCIES AND

              SEPARATIONS

                  Overhead 102 "Channel

                  Specialists Adjust

                  Discrepancies"

              Middlemen may supply needed

              information

              Discrepancies of quantity and

              assortment

                DISCREPANCY OF

                QUANTITY--the difference

                between the quantity of

                products it is economical for a

                producer to make and the

                quantity final users or

                consumers normally want.

                DISCREPANCY OF

                ASSORTMENT--the

                difference between the lines a

                typical producer makes and

                the assortment final

                consumers or users want.

              Channel specialists adjust

              discrepancies with regrouping

              activities

                  Transparency 75 "Channel

                  Specialists Adjust

                  Discrepancy of Quantity"

                REGROUPING

                ACTIVITIES--adjusting the

                quantities and/or assortments

                of products handled at each

                level in a channel of

                distribution.

                  -Adjusting quantity

                  discrepancies by

                  accumulating and

                  bulk-breaking

                ACCUMULATING--collecting

                products from many small

                producers.

                BULK-BREAKING--dividing

                larger quantities into smaller

                quantities as products get

                closer to the final market.

                  -Adjusting assortment

                  discrepancies by sorting

                  and assorting

                SORTING--separating

                products into grades and

                qualities desired by different

                target markets.

                ASSORTING--putting together

                a variety of products to give a

                target market what it wants.

              Watch for changes

              CHANNEL RELATIONSHIP

              MUST BE MANAGED

              Marketing manager must choose

              type of channel relationship

              The whole channel should have

              a product-market commitment

              Traditional channel systems

              involve weak relationships

                TRADITIONAL CHANNEL

                SYSTEMS--a channel in

                which the various channel

                members make little or no

                effort to cooperate with each

                other.

              Conflict gets in the way

              Cooperative relationships share

              common objectives

              Channel captain can guide

              channel relationships

                CHANNEL CAPTAIN--a

                manager who helps direct the

                activities of a whole channel

                and tries to avoid--or

                solve--channel conflicts.

                  Overhead 103 "Channel

                  Captain"

              Some producers lead their

              channels

              Some middlemen are channel

              captains

                  Transparency 76 (Exhibit

                  11-2) "How Channel

                  Functions May Be Shifted

                  and Shared in Different

                  Channel Systems: A. How

                  strategy decisions are

                  handled in a producer-led

                  channel," and "B. How

                  strategy decisions are

                  handled in a retailer-led

                  channel."

              VERTICAL MARKETING

              SYSTEMS FOCUS ON FINAL

              CUSTOMERS

                VERTICAL MARKETING

                SYSTEMS--channels systems

                in which the whole channel

                focuses on the same target

                market at the end of the

                channel.

                  Transparency 77 (Exhibit

                  11-3) "Characteristics of

                  Traditional and Vertical

                  Marketing Systems"

                  Overhead 104 "Vertical

                  Marketing Systems"

              Corporate channel systems

              shorten channels

                CORPORATE CHANNEL

                SYSTEMS--corporate

                ownership all along the

                channel.

                  -Corporate channel

                  systems develop by vertical

                  integration

                VERTICAL

                INTEGRATION--acquiring

                firms at different levels of

                channel activity.

              Administered and contractual

              systems may work well

                ADMINISTERED CHANNEL

                SYSTEMS--various channel

                members informally agree to

                cooperate with each other.

                CONTRACTUAL CHANNEL

                SYSTEMS--various channel

                members agree by contract to

                cooperate with each other.

              Vertical marketing systems--new

              wave in the marketplace

              THE BEST CHANNEL SYSTEM

              SHOULD ACHIEVE IDEAL

              MARKET EXPOSURE

                  Overhead 105 "Level of

                  Market Exposure"

                IDEAL MARKET

                EXPOSURE--when a product

                is available widely enough to

                satisfy target customers'

                needs but not exceed them.

              Ideal exposure may be intensive,

              selective, or exclusive

                INTENSIVE

                DISTRIBUTION--selling a

                product through all responsible

                and suitable wholesalers or

                retailers who will stock and/or

                sell the product.

                SELECTIVE

                DISTRIBUTION--selling

                through only those middlemen

                who will give the product

                special attention.

                  Overhead 106 "Selective

                  Distribution"

                EXCLUSIVE

                DISTRIBUTION--selling

                through only one middleman in

                a particular geographic area.

              Intensive distribution--sell it

              where they buy it

              Selective distribution--sell it

              where it sells best

              Reduce costs and get better

              partners

              Get special effort from channel

              members

              Selective often moves to

              intensive as market grows

              Exclusive distribution sometimes

              makes sense

              Is limiting market exposure

              legal?

                  -Horizontal arrangements

                  among competitors are

                  illegal

                  Transparency 78

                  "Cooperative

                  Arrangements in Exclusive

                  Distribution"

                  -Vertical arrangements may

                  or may not be legal

              Caution is suggested

              CHANNEL SYSTEMS CAN BE

              COMPLEX

                  Transparency 79 "Roofing

                  Shingles Are Sold through

                  Many Kinds of Wholesalers

                  and Retailers"

              Dual distribution systems may be

              needed

                DUAL DISTRIBUTION--when

                a producer uses several

                competing channels to reach

                the same target

                market--perhaps using several

                middlemen in addition to

                selling directly.

              Ethical decisions may be

              required

              Reverse channels should be

              planned

                REVERSE

                CHANNELS--channels used to

                retrieve products that

                customers no longer want.

                  Overhead 107 "Reverse

                  Channels of Distribution"

              IDEAS ON USING COLOR

              TRANSPARENCIES OF ADS

              WITH CHAPTER 11

              Transparency 152

              (Rodenstock) "Before you even

              select a pair of glasses you are

              already wearing a Rodenstock."

              Opticians, clinics, and other

              eye-care professionals are the

              end users of Rodenstock's optical

              test equipment. On the other

              hand, some of them are also

              members of the channel of

              distribution for eye glasses. They

              will be more likely to carry and

              recommend Rodenstock lenses if

              consumers ask for them by

              name.

              Transparency 153

              (S&S Mills Carpet) "Shopping for

              new carpet? Don't get burned!"

              S&S Mills uses direct distribution

              to sell its carpet. This ad makes

              the point that retail markups

              increase prices. On the other

              hand, some customers want to

              see a large selection at a local

              store before making a final

              choice. And the retail store might

              provide extra services--including

              installation.

              Transparency 154

              (Catalina Marketing Network)

              "Turn the retailer's price label into

              an explosive volume builder."

              Catalina's Integrated Price Label

              helps a manufacturer get

              shoppers' attention at the point of

              purchase--but this type of

              promotion requires cooperation

              from retailers in the channel of

              distribution.

              Transparency 155

              (Minolta) "Does your copier look

              like this most of the time?"

              Minolta sells cameras to final

              consumers through a wide variety

              of retailers, but many of its office

              equipment products are sold to

              business customers using direct

              channels because direct contact

              with the customer before and

              after the sale is important to

              customer satisfaction.

              Transparency 156

              (Procter & Gamble) "Our pre-built

              displays can help you cut costs.

              How much depends on how you

              handle them."

              P&G has developed display units

              that move from a retailer's

              receiving dock to the selling floor

              in one piece. This saves time in

              product handling, unpacking,

              sorting, and stacking cases

              individually--so it saves retailers

              money. This is an example of one

              way that P&G serves as channel

              captain in some of its channels to

              keep its retailers happy and better

              satisfy the needs of final

              consumers at the end of the

              channel.

              Transparency 164

              (Pennzoil) "1. Multimillion dollar

              ad campaign. 2. Customers ask

              for Pennzoil. 3. You remind them

              Pennzoil also makes quality oil

              and air filters. 4. "Cha-ching."

              Pennzoil oil has expanded its

              distribution to reach different

              target markets:

              Mass-merchandisers serve the

              do-it-yourselfers, Jiffy Lube

              centers sell oil and oil-change

              service, and gas stations reach

              customers when the engine just

              needs a quart refill. Each of these

              channels gives Pennzoil an

              opportunity to generate tie-in

              sales of its other products

              (specifically oil filters and air

              filters in this ad)--and retailers are

              interested in carrying the whole

              line because Pennzoil promotes

              its brand aggressively to final

              consumers.

              Transparency 171

              (Thomasville) "Pity, most of the

              time you're with it, your eyes will

              be closed."

              Many furniture manufacturers

              now use selective or even

              exclusive distribution policies to

              get more cooperation and less

              conflict in the channel. They do

              this because they want furniture

              retailers to stock various styles

              and colors in pleasing display

              "galleries". But, retailers won't do

              that if they have to compete

              against low-cost operators who

              sell the same item out of a

              catalog at big discounts from the

              suggested list price. In fact, if the

              producer doesn't limit distribution

              these price-sensitive customers

              are likely to "free ride" on sales

              help and displays paid for by the

              full-service retailer, and then

              place the actual order with the

              discounter.

              Transparency 173

              (Generationext-PepsiCo) "Yes, as

              a matter of fact, we are all things

              to all people."

              PepsiCo has many different

              channels for distributing its

              products. The distribution

              channel for a case of Pepsi One

              sold in supermarkets varies

              significantly from that of Diet

              Pepsi sold at fountains in

              fast-food outlets.

              Transparency 177

              (Rice Krispies Treats-Kellogg's)

              "Single and available."

              Kellogg seeks intensive

              distribution for its single-serve

              snacks. They are available in

              many outlets--supermarkets,

              convenience stores, and vending

              machines just to name a few.

              Transparency 180

              (The Product Line) "She isn't

              building it or fixing it. She's selling

              it over the phone."

              The Product Line is a direct

              marketing agency that serves as

              a facilitator. It is basically an

              independent sales organization

              that operates over the

              telephone--to help other

              companies reach their

              customers.

              Transparency 181

              (Pet Team) "Finally, independent

              retailers can fight back!"

              Pet Team, the company that

              produces Healthy Harvest brand

              of pet food, gets cooperation from

              independent retailers because it

              serves as a channel captain and

              develops marketing strategies

              that help independent retailers

              compete more effectively against

              "big box" chains and

              mass-merchandisers. By

              selectively focusing on

              independents, Pet Team can do a

              better job of meeting their needs

              than can a producer that is trying

              to balance the demands of a big

              discount chain.

              Transparency 188

              (Grainger) "There's a lot more to

              EPACT than just changing

              lamps."

              GE produces hundreds of

              different types of light bulbs to

              meet different needs and then

              selects channels of distribution

              that reach target customers. For

              example, organizational buyers

              who make purchase decisions for

              factories want a convenient

              source for the hundreds--or even

              thousands--of different supply

              items that they routinely need, so

              GE works with wholesale

              distributors like Grainger to meet

              the needs of that target market.

              Transparency 191

              (Philips) "A finished product

              doesn't mean our work is over.

              Let's make things better."

              Convenient availability is a key

              element in the marketing mix for

              Philips, the world's biggest

              lighting company. Philips' sales

              reps, like this one based in

              France, collaborate with

              distributors on a daily basis to

              ensure that Philips' products are

              conveniently available in the right

              places--when and where

              consumers want them.

              Transparency 194

              (KitchenAid) "Mom had a

              KitchenAid dishwasher. I have a

              KitchenAid kitchen."

              KitchenAid uses selective

              distribution because it wants to

              be sure that its product line is

              sold by the best dealers--ones

              that will provide the kind of

              support and service that will keep

              customers satisfied long into the

              future.

              Transparency 197

              (McCormick & Co) "The most

              complete sales and profit building

              program in the seafood business!

              Golden Dipt & Old Bay. We make

              selling seafood easy."

              McCormick wants to be a

              channel captain by offering

              retailers merchandising programs

              that will help them build business

              for the Old Bay and Golden Dipt

              brands. Marketers at McCormick

              know that Old Bay Seasoning

              won't sell if consumers don't buy

              seafood, so their "seafood seller"

              program helps to educate

              consumers about seafood and

              how to prepare it.

              Transparency 215

              (Netcom Online Communication

              Services) "Open your business

              on the Internet with the #1 ranked

              Web hosting service provider."

              Netcom Online is a service

              provider that helps firms establish

              a presence on the Internet. Many

              firms that previously used only

              indirect distribution are now

              experimenting with direct

              distribution from their own web

              sites. There is no doubt that the

              Internet is creating new

              opportunities in this regard, but

              many firms have to figure out

              how they will handle potential

              conflict with middlemen if the

              middlemen see the

              producer/supplier as competing

              against them for the same

              customers.

              PERSPECTIVES ON TEACHING

              CHAPTER 11--PLACE AND

              DEVELOPMENT OF CHANNEL

              SYSTEMS

              This chapter introduces the Place

              element of the 4Ps--and a

              three-chapter section of the text

              that focuses on channels of

              distribution, the specific roles of

              middlemen (retailers and

              wholesalers), and related topics

              in the area of logistics and

              distribution customer service.

              Thus, before moving to cover the

              specific topics developed in this

              chapter, it may be useful to

              position this material in this

              broader perspective and point out

              to students what will be covered

              in the next few classes. Here

              again, Exhibit 3-1 can be revisited

              to show them where they are in

              the learning process. Having just

              covered strategy decision areas

              related to Product (in the two

              previous chapters), we are now

              moving into strategy decision

              areas related to Place.

              A few comments about sequence

              are relevant here. Some

              instructors like to follow material

              on Product planning with a

              discussion of the Price elements

              of the 4Ps rather than with

              coverage of Place and the

              development of channel systems,

              logistics, and distribution

              customer service. We have

              placed the two chapters on price

              at the end of the sequence of

              chapters on marketing mix

              planning because that

              sequencing reinforces the idea

              that price-setting must consider

              not only product-related costs,

              but also the whole set of costs

              related to offering customers a

              marketing mix. It also reinforces

              the idea that the whole marketing

              mix, not just the product, shapes

              demand and revenue schedules.

              However, if you prefer to deal

              with pricing issues directly after

              completing the discussion of

              Chapter 10, the text has been

              written to provide flexibility in this

              regard. In particular, you will find

              that Chapters 17 and 18 can be

              assigned prior to Chapter 11 and

              that they will work very effectively

              in that sequence. In fact, Chapter

              11 and the two chapters that

              follow it can also be moved to

              follow the three chapters on

              promotion (Chapters 14-16) if

              you wish. 

              We believe that there are sound

              pedagogical reasons for covering

              these topics in the sequence that

              they appear in the text. However,

              we also recognize that individual

              professors may have different

              and equally effective

              individualized approaches for

              covering the different areas of the

              4Ps. Thus, we want you to be

              aware that we have consciously

              written these chapters to facilitate

              flexibility.

              The chapter-opener example here

              focuses on Amazon and Ingram

              and changes taking place in

              competing channels. This

              example can be an effective way

              to introduce not only this chapter

              but more broadly this series of

              chapters on Place. There are

              several key aspects of the

              opening example which warrant

              further discussion and

              development in class--to reinforce

              perspectives offered in the text.

              First, these examples should help

              students to see that it is not just

              individual producers who

              compete with each other or

              individual middlemen who

              compete with each other at

              horizontal levels within an

              industry, but rather that whole

              channel systems may compete.

              Further, this example highlights

              the fact that there is a dimension

              of channel systems that is both

              economic and behavioral in

              nature: Serious conflicts may

              arise between producers and

              middlemen. Regardless of

              whether a marketing manager is

              looking at the channel from the

              middleman's perspective or the

              producer's perspective, these

              conflicts must be managed and

              someone (or hopefully a

              "coalition" of individuals from the

              different firms involved) must be

              constantly thinking about ways to

              make the whole channel system

              work more effectively. That way,

              each participant is "rowing in the

              same direction" to meet the

              needs of customers at the end of

              the channel.

              The opening examples focus on

              Amazon.com highlights the

              impact of the Internet (and more

              generally information technology).

              But it also explains that behind

              the Internet glitz of Amazon.com,

              it is Ingram--a more traditional

              merchant wholesaler--that makes

              this venture successful.

              Instructors should be alerted that

              since the text went to press there

              have already been significant

              changes in this situation. On the

              surface, it appears that the

              biggest change relates to

              Amazon.com's decision to expand

              into product lines other that

              books. Yet, what may become a

              larger issue is that Barnes and

              Noble the bought out Ingram.

              Thus, one of Amazon.com's

              major competitors now owns its

              major supplier! At this point press

              releases imply that Ingram will

              continue to operate independently

              and that the relationship with

              Amazon.com will not be affected.

              However, it is not clear that

              Ingram and Amazon will continue

              to have precisely the same

              objectives and collaborative

              relationships ... it's what the

              movies have characterized as

              "sleeping with the enemy."

              The highlighted teaching case for

              this chapter (on page 305)

              focuses on International Projects,

              Inc. (IPI) and the role of

              middlemen in providing

              information. Here again, the

              emphasis is on the dynamic

              nature of channels--how and why

              they change over time. The last

              sentence in this boxed example

              warrants a comment. It reads:

              "...use of the Internet by small

              firms in most overseas markets is

              at present at a lower level that in

              the U.S., so it may take some

              time for this approach to be a

              major factor in international

              trade" (italics added here). A

              point to emphasize is that there is

              a difference between (1) the

              potential Internet selling of

              specific products and (2) its

              impact, in a macro marketing

              sense, on international trade. The

              discussion in the teaching case

              refers to international trade in

              general-and looks at the large

              number of small firms that are

              beginning to specialize in

              international marketing. The point

              is that Internet-based selling does

              not yet account for a large

              proportion of the total dollar

              exchanges in international trade.

              But, one should NOT conclude

              that Internet-based selling--for

              some particular companies or

              products--won't be a dominant

              force in the market.

              Another example in the text (on p.

              314) focuses on Honda Motor

              Company's decision to set up

              exclusive new channels of

              distribution to introduce the Acura

              automobile. This case offers

              opportunities to discuss a number

              of issues in the channels area.

              However, it is particularly helpful

              as a way to frame some

              discussion concerning ideal

              market exposure and more

              specifically exclusive distribution.

              It also provides a good basis for

              stimulating students' thinking

              about the relationship between

              indirect channel systems and

              market exposure decisions. The

              discussion can be broadened by

              asking students to give other

              examples of companies that have

              attempted to set up new channel

              systems to market their products.

              Is it common to create a new

              channel if existing channel

              members aren't willing and able

              participants? Students will quickly

              see that most producers do not

              have the resources (financial and

              otherwise) to pursue that

              approach. However, there are

              other creative ways to get more of

              the middleman's attention-with

              other elements of the marketing

              mix. That provides an opportunity

              to tie in other chapters in a

              backward or forward integrating

              way.

