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CHAPTER 14

VALUE CHAIN MANAGEMENT AND LOGISTICS

LINDELL’S CHAPTER NOTES
“You franchise to gain distribution. You do it yourself for greater control.”
14-1    OVERVIEW
A.
The distribution process has been transformed dramatically in recent years. 
14-2    THE ROLE OF THE VALUE CHAIN AND THE VALUE DELIVERY CHAIN

IN THE DISTRIBUTION PROCESS

A.
Figure 14-1 depicts the four stages of the distribution process: goals, value chain and value delivery chain, total delivered product, and level of satisfaction.

B.
These key points should be kept in mind:

1.
The goals are considered as inputs to the value chain and value delivery chain.

2.
The value chain and value delivery chain are parallel processes.

3.
The total delivered product is the actual result of the value chain and value delivery chain.

4.
Satisfaction is based on the perceived value received from the value chain and value delivery chain.

5.
Feedback must be handled systematically in the process.

14-2a    GOALS

A.
The distribution process may be viewed from multiple perspectives; goals must be synchronized for the process to succeed.

B. The three basic participants in a channel are suppliers/manufacturers, distribution intermediaries, and customers. The distinct goals of each must be determined, exchanged, and reconciled. See Table 14-1.

14-2b    VALUE CHAIN AND THE VALUE DELIVERY CHAIN

A. The components to a value chain are the value chain itself and the value delivery chain.

A. A value chain represents the series of business activities that are performed to design, produce, market, deliver, and service a product for customers.

A. Value chain activities often performed include order fulfillment, product development, research and development, quality control, cost management, information interchange, facilities management, customer service, procurement, product commercialization, and returns (reverse logistics).

A. A value delivery chain encompasses all of the parties engaged in value chain activities. It involves these three factors:

A. The specific parties in a given value chain.

A. The relationships of these parties.

A. The activities undertaken by each party.

A. For the value delivery chain to work properly, the supplier/manufacturer, distribution intermediary, and customer must each feel its needs are satisfied. Value delivery chain breakdowns must be avoided.

14-2c    TOTAL DELIVERED PRODUCT

A.
The total delivered product comprises the bundle of tangible and intangible product attributes actually provided to consumers through a value chain and its related value delivery chain.

14-2d    LEVEL OF SATISFACTION

A.
The satisfaction of each party is determined and related to its goals.

14-3    DISTRIBUTION PLANNING

A. Distribution planning is systematic decision making regarding the physical movement of goods and services from producer to consumer, as well as the related transfer of ownership (or rental) of them. It encompasses transportation, inventory management, and customer transactions.

B. Distribution activities are carried out through a channel of distribution. Those who participate in the distribution process are channel members: manufacturers, service providers, wholesalers, retailers, marketing specialists, and/or consumers.

C. The term distribution intermediaries refers to wholesalers, retailers, and marketing specialists that act as facilitators (links) between manufacturers/service providers and their consumers.

D. A channel of distribution can be simple or complex.

Many firms are interested in widespread distribution and need independent wholesalers and/or retailers to carry their merchandise and improve cash flow. Other firms desire direct contact with consumers and do not use independent resellers. You franchise to gain distribution. You do it yourself for greater control.

E. Industrial channels of distribution usually have more direct contact between manufacturers/service providers and customers than do final consumer channels.

14-3a    THE IMPORTANCE OF DISTRIBUTION PLANNING
A. A company’s method of marketing depends on whether distribution involves channel members and the form of the channel relationship.

14-3b    CHANNEL FUNCTIONS AND THE ROLE OF DISTRIBUTION INTERMEDIARIES
A. There are several basic channel functions (see Figure 14-4):
A. Marketing research includes an analysis of customer characteristics and needs. Wholesalers and retailers can play a vital role.

A. Buying refers to purchasing arrangements and terms.

A. Promotion includes advertising, personal selling, and special events.

A. Customer services include delivery, credit, in-office and in-home purchases, training, warranties, and return privileges.

A. Product planning is aided through testing, positioning, and deletion.

A. Final prices are often set by middlemen.

A. Distribution incorporates transportation, inventory management, and customer contact.

B. Intermediaries help manufacturers by participating in the sorting process, which eliminates discrepancies between the goals of manufacturers and final consumers. It consists of four functions.

B. Accumulation is collecting small shipments for economical transportation.

B. Allocation is apportioning items to various consumer markets.

B. Sorting is separating merchandise by grade, color, and so forth.

B. Assorting is offering a broad range of products from which consumers can choose.

14-3c    SELECTING A CHANNEL OF DISTRIBUTION
A. In selecting a channel, the following key factors must be considered:

A. Consumer characteristics, needs, and segments.

A. Company goals, resources, expertise, and experience.

A. Product value, complexity, perishability, and bulk.

A. Competitor characteristics and tactics.

A. Distribution channel alternatives, characteristics, and availability.

A. Legalities.

B. There are two basic types of channels of distribution. See Figures 14-5 and 14-6.

B. A direct channel involves the movement of goods and services from producer to consumers without the use of intermediaries.

B. An indirect channel involves independent intermediaries in the distribution process.

B. Sales through company-owned stores are considered direct.

B. With an indirect channel, several layers of independent wholesalers and different kinds of retailers can be used.

B. A direct channel offers control, close customer contact, and appeal to limited markets. An indirect channel offers large markets, increased sales volume, less functions to perform, and lower costs.

C. There are two ways to delineate channel responsibilities in an indirect channel.

C. With a contractual arrangement, all terms are stated in writing for each channel member.

With an administered channel, the dominant firm plans the marketing program and itemizes responsibilities.

D. In describing a channel, length refers to the levels of independent members along a channel.

D. Sometimes, a firm shortens its channel by acquiring a company at another stage in the channel. This may enable the firm to be more self-sufficient, ensure supply, control channel members, lower distribution costs, and coordinate timing.

E. Width refers to the number of independent members at any stage of distribution.

E. Sometimes, a firm narrows its channel by acquiring a company at its stage in the channel. This enables the firm to increase its size and market share, improve bargaining power, enlarge the consumer market, and better utilize mass promotion and distribution techniques.

E. Distribution can be exclusive, selective, or intensive. See Table 14-2.

E. With exclusive distribution, the number of resellers in an area is limited to very few.

E. With selective distribution, a moderate number of resellers is employed.

E. With intensive distribution, a large number of resellers is used.

F. Under a dual channel of distribution (also known as multichannel distribution), a firm appeals to different market segments or diversifies by selling through two or more different channels.

F. This allows a combination of exclusive, selective, and/or intensive distribution. See Figure 14-7.

F. A firm may move from exclusive to selective to intensive distribution as a product goes through its life cycle.

F. A firm may achieve success by distributing its products in a new way. L’eggs revolutionized the sale of women’s hosiery by placing the product in supermarkets.

14-3d    SUPPLIER/DISTRIBUTION INTERMEDIARY CONTRACTS
A.
Distribution contracts focus on five components:

1.
Price policy largely deals with discounts given to intermediaries for performing functions, making large purchases, and paying in cash. It may also include commissions for undertaking some functions.

2.
Conditions of sale cover price and quality guarantees, payment and shipping terms, reimbursement for unsaleable items, and returns.

3.
Territorial rights outline the geographic areas in which resellers may operate and/or the target markets that may be contacted by these firms.

4.
The services/responsibility mix describes the role of each channel member.

5.
The contract length and conditions of termination protect an intermediary against a manufacturer or service provider prematurely bypassing it after a territory has been built up.

B.
Channel relationships can be formal or informal.

14-3e    CHANNEL COOPERATION AND CONFLICT
A.
All firms in a distribution channel have the same general goals: profitability, access to goods and services, efficient distribution, and customer loyalty.

B.
There are inherent differences among the companies in a distribution channel by virtue of their position in the channel, the functions performed, and the quest for control and profits. See Table 14-3.

C.
See Table 14-4 for an example of how channel cooperation can reduce conflict.

D.
A pushing strategy is a cooperative effort among firms in a distribution channel. A pulling strategy requires a firm to generate consumer interest before channel members will stock a new item. Figure 14-8 contrasts pushing and pulling strategies.

14-3f    THE INDUSTRIAL CHANNEL OF DISTRIBUTION
A.
The distribution channel for industrial products differs from consumer products in these key ways:

 1.
Retailers are used infrequently.

 2.
Direct channels are more readily used.

 3.
Transactions are fewer; orders are larger.

 4.
Specifications are set.

 5.
Intermediaries are more knowledgeable.

 6.
Team selling may be needed.

 7.
Distinct intermediaries are used.

 8.
Leasing is more likely than selling.

 9.
Customer information needs are more technical.

10.
Activities like shipping and warehousing may be shared.

14-3g    INTERNATIONAL DISTRIBUTION PLANNING
A.
When devising international distribution plans, the following factors should be kept in mind:

1.
Channel length varies on the basis of a nation’s stage of economic development and consumer behavior patterns.

2.
Distribution practices and formats vary by nation. The text offers several examples.

3.
If a company enters a foreign market for the first time, it has various distribution decisions to make:

a.
Should products be made domestically and shipped to the foreign market or made in the foreign market?

b.
If products are made domestically, what mode of transportation is best?

c.
What kind of distribution intermediaries should be used?

d.
Which specific intermediaries should be used?

4.
Legal requirements with regard to distribution differ by country.

14-4    LOGISTICS
A.
Logistics (physical distribution) encompasses the broad range of activities concerned with efficiently delivering raw materials, parts, semifinished items, and finished products to designated places, at designated times, and in proper condition.

B.
Logistics includes customer service, shipping, warehousing, inventory control, private trucking-fleet operations, packaging, receiving, materials handling, and plant, warehouse, and store location planning.

C.
Figure 14-9 shows a typical order cycle, the period of time that spans a customer’s placing an order and its receipt.

14-4a    THE IMPORTANCE OF LOGISTICS
Costs
A.
Logistics costs amount to 10 to 12 percent of the U.S. GDP, with transportation accounting for over half of the total. To contain costs, logistics activities are completed faster, more accurately, and with fewer people today than 25 years ago.

B.
Costs vary by industry and company type. At individual firms, total logistics costs depend on such factors as the nature of the business, the geographic area of operations, the functions performed by other firms, and the weight/value ratio of the items involved. Thus, though retailers spend about 2 to 3 percent of sales on distribution activities, petroleum refiners spend almost one-quarter of their sales just on inbound and outbound transportation.

C.
Firms must identify the symptoms of poor distribution and be more efficient. Table 14-5 presents cost ramifications of poor distribution.

Customer Service
A.
A major consideration in a firm’s logistics program is the level of customer service to provide.

B.
Decisions include delivery frequency, speed, and consistency; emergency shipments; accepting small orders; warehousing; coordinating assortments; providing order progress reports; the return policy (reverse logistics); etc.

C.
Clear and measurable distribution standards are needed.

D.
The total-cost approach determines the distribution service level with the lowest total costs (including freight, warehousing, and cost of lost business). See Figure 14-10.

E.
A firm can generate a competitive advantage by offering a high level of customer service.

Logistics and Other Functional Areas
A.
There is an interaction between logistics and every aspect of marketing, as well as other functional areas in the firm.

1.
Product variations impose a burden on a firm’s distribution facilities.

2.
Firms seeking extensive distribution need dispersed warehouses.

3.
Distribution to resellers should ensure ample stock of goods and correspond with promotion.

4.
Firms with high customer service (e.g., quick, reliable delivery; shipments of small orders; and emergency shipments) may be able to charge higher prices than companies with less service.

5.
Logistics affects finance costs based on inventory levels and public warehouse receipts may be used as collateral for loans.

B.
A logistics strategy involves transportation, inventory, warehouse, and location decisions. Such a strategy can be simple or detailed.

14-4b    TRANSPORTATION
A.
There are five basic forms of transportation: railroads, motor carriers, waterways, pipelines, and airways. See Tables 14-6 and 14-7.

B.
Deregulation has greatly expanded the competition in and among the five basic forms of transportation.

C.
Deregulation has allowed carriers greater flexibility in entering new markets, expanding business, the products they carry, price setting, and functions performed.

Railroads
A.
Railroads usually carry heavy, bulky items (low in value in relation to weight) over long distances.

B.
They have high fixed costs and shortages of railroad cars during peak periods, are in need of repairs, and are slower, less flexible, and more difficult to pack than trucks.

C.
They are seeking improvements through new shipping techniques, operating flexibility, and mergers. See Figure 14-11.

Motor Carriers
A.
Motor carriers predominantly transport small shipments over short distances.

B.
They handle 80 percent of U.S. shipments less than 500 or 1,000 pounds.

C.
They are more flexible than rail, due to pickup and delivery capabilities.

D.
Motor carriers are often used to supplement rail, air, and other forms that cannot deliver direct to customers.

Waterways
A.
Waterways are used for low-value, high-bulk freight.

B.
This transportation is slow, and may be closed by ice during winter. 

C.
They have low rates.

D.
They service super vessels that utilize high-speed conveyor systems and have huge capacity.

Pipelines
A.
Pipelines involve continuous movement, no interruptions, no inventories, and no storage locations. Handling and labor costs are minimized.

B.
They can move only certain commodities.

C.
In the past, they were used only for gas and petroleum-based products.

D.
They can now accept products in a semiliquid state.

E.
Pipelines are limited by their lack of flexibility.

Airways
A.
Airways are the fastest, most expensive form of transportation.

B.
They are used for high-value, perishable, and emergency goods.

C.
The costs of packing, unpacking, and preparing goods for shipping are lower than for other forms of transportation.

D.
They have seen many recent innovations in communications and sorting equipment.

Transportation Services
A.
Transportation service companies handle small and moderate-sized packages.

B.
They include the following:

1.
Government parcel post.

2.
Private parcel services (e.g., United Parcel Service).

3.
Express companies (e.g., Federal Express and Emery Air Worldwide).

Coordinating Transportation
A.
In intermodal shipping, a single shipment involves a combination of transportation forms. Coordination is needed.

B.
With containerization, goods are placed in sturdy containers that are sealed until delivered. This reduces damage and pilferage; container progress and destination are frequently monitored.

C.
Freight forwarders consolidate small shipments from several companies in order to receive the lowest rates. They also provide traffic management services.

The Legal Status of Transportation Firms
A.
Common carriers must provide service between designated points on a fixed, publicized schedule and must ship the goods of any firm interested in their services.

B.
Contract carriers provide one or a few shippers with transportation services as defined by contract.

C.
Exempt carriers have no legal regulation; they must only comply with safety requirements.

D.
Private carriers are shippers who possess their own transportation facilities. They are subject to safety rules.

14-4c    INVENTORY MANAGEMENT
A.
The intent of inventory management is to provide a continuous flow of goods and to match the quantity of goods kept in inventory with sales demand.

B.
Inventory management has broad implications for the firm:

C.
To improve inventory management, many firms are now applying a just-in-time (JIT) inventory system.
1.
With a JIT system, the purchasing firm reduces inventory on hand by ordering more often and in less quantity.

2.
This requires good planning, geographically closer sellers, better buyer-seller relationships, and better production and distribution facilities.

3.
Among retailers, a JIT system is often known as a quick response (QR) inventory system—a cooperative effort between retailers and suppliers. It is aimed at reducing inventory while providing a merchandise supply that addresses buying patterns of consumers.

D.
Electronic data interchange (EDI) allows suppliers and manufacturers/service providers, wholesalers, and/or retailers to exchange information via computer linkups.

1.
This lets firms maximize revenues, reduce markdowns, and lower inventory-carrying costs.

2.
In order for EDI to work effectively, each of the firms in a distribution channel needs to use the Universal Product Code (UPC) and electronically exchange information.

Stock Turnover
A.
Stock turnover represents the number of times during a stated period that average inventory on hand is sold.

1.
It may be computed in units or dollars.

2.
There are advantages to fast turnover, but disadvantages to too great a stock turnover.

B.
Figure 14-12 shows how customers can react if a firm runs out of stock.

When to Reorder Inventory
A.
When to reorder inventory involves establishing a reorder point. It is based on the following:

1.
Order lead time, the period from the date of an order until merchandise is ready for sale or use.

2.
Usage rate, average unit sales (for a reseller) or the rate at which a product is used in production (for a manufacturer).

3.
Safety stock, the extra inventory kept on hand to protect against out-of-stock conditions.

4.
The reorder point formula is: Reorder point = (Order lead time x Usage rate) + (Safety stock).

How Much to Reorder
A.
Order size is the appropriate amount of products, parts, etc., to buy at one time.

B.
It depends on volume discounts, resources, stock turnover rate, processing costs for orders, and inventory costs.

1.
Order-processing costs are filling out forms, computer time, and product handling.

2.
Inventory-holding costs consist of warehouse, interest, insurance, deterioration, and pilferage expenses.

3.
The economic order quantity concept (EOQ) corresponds to the lowest sum of order-processing and inventory-holding costs. See Table 14-8.

Warehousing
A.
Warehousing involves the physical facilities used to store, identify, and sort goods held in anticipation of sales and transfers within a distribution channel.
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