CHAPTER 8
Supply Chain and Channel Management

CLASS NOTES

OBJECTIVES:
· Describe the functions and activities that channel members perform.
· Discuss value added by the supply chain
· Explain supply chain management.
· Discuss the nature and importance of physical distribution and integrated logistics management.

I. Distribution channels— a set interdependent organizations or intermediaries involved in the process of making a product or service available for use to the end user.
1. For many years distribution was not given much priority within company strategies.
2. In the past decade, channel decisions have risen in importance as channel activities are realized to impact all other marketing activities.
3. Marketing intermediaries or channel members in many instances provide greater efficiency in making goods available to target markets due to:
· Contacts
· Experience
· Specialization
· Scale of operation.

II. Functions within the distribution channels that must be addressed.
1. Physical distribution
2. Financing
3. Negotiation
4. Contact, promotion, and information gathering.

5. Considerations in levels/number of channels. (Exhibit 8.2A & B)
· Direct supply chain to consumer
· Indirect supply chain through a retailer

III. Channel behavior & conflict— channels are more than simple collections of firms tied together by various flows of goods; sometimes they are dysfunctional.
1. Why do channel conflicts arise? Or do only the strong survive?
2. Is it better to have problems when you are standing up (vertical conflict) or lying down (horizontal conflict)?
3. Do fewer problems occur within an Independent/Conventional Marketing channel or a Vertical Marketing system? (Exhibit 8.6)
4. Horizontal Marketing system: two or more companies at one channel level join together to follow a new opportunity.
5. Remember there is both the flow of merchandise as well as the flow of information/data (Exhibit 8.3)

IV. Disintermediation— taking some of the "friction" out of a channel.
· Phenomenon of the 21st century.
· Just-in-time  inventory systems
· Bypassing marketing intermediaries and dealing directly with the end user.
· More money in the manufacturers' pockets??
· Addendum following

V. Importance of marketing logistics— tasks involved in planning, implementing, and controlling the physical flow of materials, final goods, and related information from points of origin to points of consumption to meet customer requirements at a profit.
1. Involves getting the right product to the right customers in the right place at the right time.
2. Companies today place greater emphasis on logistics because:
· Customer service & satisfaction have become the cornerstone of marketing strategy.
· Logistics is a major cost element for most companies.
· Explosion in product varieties has created a need for improved logistics management.
· Improvements in information technology have created opportunities for major gains in distribution efficiency.

Integrated logistics management: concept recognizes that providing better customer service and trimming distribution costs requires teamwork, both inside the company and among the marketing channels.


CHAPTER 10 ADDENDUM

I. New Network Economy
A. Limitations of space no longer apply
B. Firms can reach their customers directly without regard to their physical location
C. Three levels of influence of internet on "exchange transactions"
· Firm to firm
· Firm to customers			
· People (customers) to customers (people)
· all connected without regard to time, space, 
	and hardware/software platforms

D. Improved connectivity dramatically reduces cost of communication and coordination in "exchange transactions"  examples—Dell Computer Corporation, eBay, Priceline
· Phenomenon is call disintermediation
Travel (Kayak), insurance (InsWeb), banking, investments
· Middlemen are "eliminated" —to survive need to find new ways of adding value

II. One emerging concept is — Metamarket —Simple but yet profound
1. Firms generally think in terms of products.
2. Customers think in terms of activities.
3. Thus a cluster of cognitively related activities that customers engage in to satisfy a distinct set of needs.
4. Example—consider activities associated with homeownership.
· Customer view—home buying, home financing, home repairs, and home improvement to be logically related.
· Marketplace—real estate agents, banks, mortgage companies, newspapers, plumbers, electricians, lawn care, maid cleaning service, etc.

III. Metamarkets can be constructed around major life events and major assets
1. Life events—weddings, childbirth, education, career changes, retirement
2. Assets—homes, automobiles, finances
3. Metamediaries serve to realign the marketplace with cognitive space.
· They are neutral third parties.
· Providers of trusted advice and information that customers need to make better decisions for these cluster activities.
· They are activity-centric and not product-centric.
· Do not represent providers of services or products
· Facilitate exchanges by reducing the "friction"
· Earn a referral fee for connecting customer and product/service provider

Example—of reduction of "friction."  Automobiles.  Average sale price of $23,600 in 2006 with 30% average in distribution costs.  15.6 million cars sold.  Thus $110 billion of friction.  However much of that is essential, but if a 10% reduction = $11 billion and a metamediary captured only 1% of that = $110 million.

Potential for metamediary—big ticket with complex decision making, high information content and numerous fragmented sources, large number of complementary products, or inefficient retail channels with unpleasant buying experiences

