UNIT -V

Marketing channels -Need and importance — Classification — Types of Intermediaries — Wholesalers —

Functions — Retailers — Functions - Physical distribution — Elements of physical distribution (logistics).
|
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Definition de e

According to American Marketing Association, “‘A chﬂnnc‘lmti o(:rlnsr:::;:(g):m:; f('llﬂrkcting
channel, is the structure of intra-company organisation units and c:c ket n dea]e,s'
wholesale and retail through which a commodity, product or servi e S Tcl & et

According to Richard M. Clewelt, **A channel is the pipe line lhi = lincp uct ﬂ‘{ws
on its way to the consumer. The manufacturer puts his product into n{) 31 . Or markegjp,
channel and various marketing people move it along to the consumer er end of the
channel.” . /

According to Beckmen and others, **The course taken in the lmn.sfcr of the title to a commog.
ity constitutes its channel of distribution. It is the route taken by the title to a product in its Passage
from its first owner, the agricultural producer, or manufacturer, as the case may be, to the last
owner, the ultimate consumer or the business user.’ e )

According to John A. Howard, *‘Marketing channels are the combination of agencies through
which the seller, who is often though not necessarily the manufacturer, markets his products to the
ultimate user."

Marketing channel may be defined as ‘‘a pathway composed of intermediaries, also calleq
middlemen, who perform such functions as needed to ensure smooth flow of goods and services
from the manufacturing ends to the consuming ends in order to achieve marketing of the produce
of a company.™

The distribution channel is the movement of goods and services between the point of produc-
tion and the point of consumption through organisation, that performs a variety of marketing
activities. The major participants in the distribution channel are : producers, intermediaries and
consumers.

According to A. W. Shaw, “‘Distribution is the application of motion to materials as they
move from the times, places, forms and conditions where they have no value, to the times, places,
forms and conditions where they have value.”

Function of Marketing Channel (Philips Kotler)
The functions of the members of marketing channel are;

1. Research : The gathering of information necessary for planning and facilitating exchange.

. 2. Promotion : The development and dissemination of persuasive communication about the
offer.

3. Contact : The searching out and communicating with prospective buyers.
4. h.‘lgt_ching : The shaping and filling of the offer to the buyer’s requirements. This includes
such activities as manufacturing, grading, assembling and packaging,

5. Negotiating : The altempts to reach final agreement o
so that transfer of ownership or possession can be effected.

6. Physical distribution : The transporting and storing of the goods.

7. Financing : The acquisition and dispersal of funds 1o cover the costs of the channel work.

8. Risk taking : The assumption of risks in connection with carrying out the channel work.
GENERAL FUNCTIONS OF CHANNEL DISTRIBUTION

To distribute goods and services, with minimum losses,
To establish market for new products,

n price and other terms of the offer,

To offer after sale services to customers,
To facilitate maximum exposure of £00ds in the markets
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5. To establish brand loyalty.

To maintain competitive advantage to producuers.
To match goods and to the requirements of markets.
To persuade and influence the prospective buyers.,
To undertake all physical distribution functions.

10. To provide feed-back information.

11. To conduct market research.

12. To increase customer confidence,

13. To help in sorting processes.

14. To care all the flows involved in the distribution.

15. “RIGHT quantity of the RIGHT product/service to the RIGHT place in the

RIGHT conditions at the RIGHT cost and at the RIGHT time with the RIGHT
impression.” (7 R’s)

Ioportance of Channel of Distribution

mer or industrial user. It brings maximum profit to all
suuuons concerned. The channel of distribution is very important to the producer and the

121888 in concentration, equalisation and dis ! ime, place, form and pos-
“ssion utilities. The channel of distribution helps i i i

| ®1ight place and in the right quantity.
\

Producers

P S Direct Distribution
[Producens |

Intermediary

e TV R

Consumers
Indirect Distribution
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Marketing and Distribution

Marketing is a comprehensivi
of discovering and translating con ¢
creating demand for the products and servic
tion is a function to distribute or sub-divi
various specific markets.

¢ term which includes distribution also. Marke[.ing is the Process
sumer needs and wants into product fmd service sPeciﬁCalions
ces, and then in (urn expanding this demand, DiSln'bu.'
de the producer’s goods on a geographical bagjg %

Types of Channels of Distribution
Channels of distribution can be classified into Non-integrated and Integrated. The other name
for Non-integrated channel is Individualistic or Conventional Market channel.
Distribllltion Channels
[ il
Non-integrated Integrated

|
[ |
Direct Indirect Vertical Horizontal

|
[ I -

Administered Contractual Corporate
Non-integrated Channel (Conventional Marketing Channel)

: lIn this channel e:ach enlerp.rise is a separately owned and operated concern. Manufacturers,
wholesalers and retailers bargain with each other, negotiate over terms of sale and otherwise

behave autonomously. In conventional i
v ; marketing channels there are two t
are direct channel and indirect channel. B e e

Administered Vertical Channe)

Administered vertica] ch
cal channels are three types e\l/:;-t‘i:g:lu?clual vertical distribution channels and corporate Yo
c?annel:s, one of a limited numper of ﬁrm;megrated et et I e vemin]oﬂ
of marketing activitj s achi i

p M.UCS' A thanufacgyrs s ::l:loped Programmes to achieve the co—or.dlmil 3
Contractual Vertical Channe| marketing of a particular line of mercha™

Under contractual vertica] distribution ch

tary basis to develo ; annel,
ies and inon e ore efficient gygo " € Independent firms are employed O
economies and increased market jm ON a conyry : jeve SY
pact, Ctual basis, so as to achieve

ann,
of

a anll""
tem”
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Under corporate vertical distribution ch
‘ncofganisalion. The firms own bo(h produ
[\

441
orate Vertical Channel

annel, channel

ction componcents arec owned and operated by

and distribution facilitics, e

. 1 s, e.g., Bata, Tata etc.
.ontal Marketing System

Honzon

Horizontal marketing system, also known g symbiotic marketing, occurs when two or more
Jated o'r.l"“'CImcd companics working at the same level come ln‘;;'c(hcr o exploit marketing
opportunities. By c~0mlng together they have (he option to combine their capital, production
apabilities, marketing strengths (o gain substantial advantage by each company working alone.
his kind of joining fOI'CCS.IS viewed as symbiotic relationship and can be between non-competitors
s well as competitors. This arrangement can be on o temporary or permanent basis. For example:

Aulo manu_faf:lurers have joined hands with finance institutions to finance customers, TVs. Whirlpool
snd Onida joined hands to market washing machines etc.

Multichannel Marketing System
Mullichz'mnel system, also known as hybrid channel, involves different group of intermediaries.
The system is also known as dual distribution, when a company uses two or more channels to

distribute same products, use telemarketing to reach medium size customers, direct mail selling to
small customers, retailers sell to personal consumers, and also uses online selling.

The companies can gain benefits because of adding more channels: (a) Increased market
coverage, (b) Lower channel cost and (c) More customized.selling.

The number of intermediary levels indicate the ‘length’ of a channel. The channel level is
short if there is only one intermediary; and long if there are more levels. The following are the
types of alternative channels:

1. Zero - level channel
2. One - level channel
3. Two - level channel
4. Three - level channel

- 1. Zero - level channel

| A zero level channel consists of a producer and his customers/consumers. This is also called

: marketing. Here the producer or the manufacturer sells products directly to the consumers.
examples, (a) Door to Door sales, (b) Sale by mail order method, etc. Further, Bata shoes,

an watches etc. are sold through the manufacturers’ own show-room.

2 One-leye] channel
It consists of one selling intermediary in the distribution

3
Two ~level channel
It consists of two selling intermediaries in the distribution.

4,
Three. level channel
It consists of three selling intermediaries in the distribution. (see the chart given below)
The different channel choices are

A,
M‘""fuclurer-Consumcr

lig This i the direct channel. Products are translerred directly to consumers by the manufacturers,
the shorest and simplest channel.
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Direct channel is conveniently adopted under the following circumstances,

1. Producer of perishable goods aims to avoid physical distribution, but tries to selj dirc.:"y

c.g.. bakery products, ice cream, clc.

r

disappears.

3. When the plant is located near the customers, it is easier (0 scll the products.

DISTRIBUTION CHANNEL

Manufacturers of fashion goods enter into dircet sales for quick sales, before the fashion

o

CONSUMER

—

(A) CONSOMER GOODS
Direct Marketing I
Channel (zcro — s
level channel)
I e T (S
(a) Onec level [~ — RETAILER e
Channel 8 — — ]
2
(b) Two level O — WHOLESALER __— _ RETAILER —
Channel E
(a) Three level 74 = CNT =
o »WHOLESALER,:L AGENT ;’LREI‘AILER ;
(B) INDUSTRIAL GOODS
Direct Marketing
Channel (zero — — —
level channel)
g - — 0 ]
One level channel 2 — Wholesaler —
T R e ey
5
g
= LI Agem L 1|
Two level Agent
4

aggressive sales,
- Articles, which are of technical nature and
. When production is in small quantity,
Cenain articles are sold directly,
When the manufacturer wants (o
The manufacturer is able 1o und
own sales force or by retaj shop:
10. It aims to reach the specific larg

© e N w

5. The system is good,
¢l markelts.

1

Industrial Users

L D' . .
irect channel is widely used wherever new products are introduced into the market for

need demonstration may be marketed directly-
direct sales is employed.

when the goods belong to special segments of customers:
have a close control over the price, the channel is 8"“"‘_
ertake various functions of marketing, by employing hs
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[Eb_y_'gical Distribution (Logistic Management)

Physical distribution is concerned with planning and control of distribution activities and it
refers to the physical handling or products. It involves not only moving the product to fill customer
order but also to meet customer needs.
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i Philip g, "
ccol‘dmg o g p Oller‘ Phye: .
ul:lling the physical fiows o ler}il:;:al distribution inyoly,
ﬂ( custormer requiremengs o a profj» and fipg
imple meaning, the pro ¢
In Simp . Cess of phys: T . ovement O

uets from the poing of Production o, :s‘;:?:“‘:)‘?“lbutnon involves handling and m

According to Stern apg Oughlan . €onsumption or use.

agement are widely ygeq o escribe
o the point of origin 1o the Point

i nd
es planning, implerpcnn:is: s
£00ds from point of origin to point 0

in
© lerm logistics management and supply o n
s e flow ¢ £200ds ang services and related informatios
o SUmptign » ‘
physical distribution apq Markey :
logistics involves the followip
0

(a) Order processing

(b) [nvcnt.ory manz'xgement ELEMENTS

(¢) Material handlmg |
(d) Warehousing

(e) Transportation

2 logisl.ics are > . fafictions
i = . The func
& aClivities. tWo sides of the same coin. Th f

A bricf explanation of each of (he aboy

|
eis as follows:
(a)Order Processing:

, the starting point of a
er by Customer. The order is recorded in sales
: © flows ~ the flow of 800ds and the flow of
: Processing contribuges 1o customer satisfaction, reduces costs and
time-cycle, and increase profits. Afyer assembling the
aranges delivery through ap

» 48 per specifications
aAppropriate camier, The Customer is g
are updated and the order is delivered.

Wi

» the warehouse

(b) Inventory M:\nugemcnt

A company’s inventories are in the form of ray malerial
orders, The efficiency of logistics management depends
company’s investmeny js lying in the form of materials

2 inventory carrying cost:

S and finished products to fj|]

on how it Manages inventory

and products. Over-
and at the same time,

Customer's
because (he
stocking of inventory
running out of stock will
ich would be ready 1o meet
faent must be to maintain a
mum. The following are the

| dcustomer order immcdialely.
i balanced stock which w
| connected lopics:

L a minj

- B
=
-
(=]
=
2
8
Y

) Ordering cost

i D Inventory carying cost
"
lii) E.0.Q.

) Ordering cost

The

n i i Lis the total orderin
is the cost of planning an order. That is, ordering cos

ordering cost is

e 4

{or the orderine or purchasing department. The ordering cost includes the following:
Nses for the orderine urc
= i artment.
) The salaries and wages of the staff in the dep;

i . c.
) Cost of stationery, postage el
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452 Modern Marketing

(i) Rent for the department.
(iv) Depreciation for furnitures.
(v) Cost of inspection, etc.
(if) Inventory Carrying Cost
It is the cost of holding the materials in the store and includes:
Cost of storage space
Insurance
Stationary etc., used by the store

Loss of interest on investment

Loss due to pilferage and deterioration

Salaries of the staff etc.
(iii) E.O.Q.

Economic order quantity or reordering quantity or EOQ is not a stock level. It is a quantity to
be ordered when the stock reaches the minimum level. Reorder quantity is such that when it is
added to the minimum stock, it should not exceed the maximum stock level. It is the quantity of
inventory which can be reasonably ordered at a time and purchased economically. It is also known
as standard order quantity, optimum quantity or economic lot size. It means that the total cost is at
minimum. The problem is, how much to buy at a time. In case, large quantities are to be purchased
the cost of carrying the inventory is high. This includes interest on investment, losses, obsolescence,
Space costs etc. On the other hand, for frequent purchases, in small quantities, the cost is high
because of ordering expenses. Therefore, the quantity to be ordered depends upon two factors — the
acquisition cost and the cost of possessing materials. When order for material is placed, it must
facilitate more trade discount, economy in transport etc. and at the same time it should not incur
heavy charges on account of slorage, insurance elc.

2AB

Formula (EOQ) = Cs

EOQ = Economic Order Quantity
A = Annual Consumption

B = Buying cost per order
c = Cost per unit
S = Storage and carrying cost

Illustration :
Calculate EOQ from the following:
Annual usage : 600 units
Cost of placing an order : Rs. 12
Price of material per unit : Rs 20

Cost of storage : 20% (B. Com, MS, Madurai)

Page 12
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IAB
EOQ= \cs

A = Annual consumption = 60 units
B = Buying cost per order = R 12.
C = Cost per unit = Rs, 2

§ = lnventory carrying cost = 20%

272600 x 12 .
T 50— =60 uni
( 20
on) \ 20

100

( 2 % 600 % 12% 100 60 unit
\ =0 1S
°"\‘ 20220 g

| () Material Handling

Technique and
the number of time
«livities such

procedures used for material |
$ 4 product is handled,
as packaging,
sts and increase customer
mportant 1 prevent
methods of loading sy
boxes on o pallet and
1ems within the 1
Opened after

handlin
improve customer serv
loading, movemen

value and satisfaction. Corr

£ ¢an increase warchouse ¢
ice and their satisf;

eCl interna) packaging
any damage during handlin
ch as unit loading or conuainerization. Unit load; 2 1S grouping
use forklifts, trucks or conveye i aj S ¢
arge inside space of one huge box, which is scaled at its origi
arriving at its destination,

(d) Warchousing

Warchousing provides a key link in the physical distri
Managers closely scrutinize them. The locat

lfect 4 company’s ability to satisfy
“arehouse ig stora

g¢, bulk breaking,
li!c Varehouse sclection de
eedy from (he assembly
st of ransportation, rent
Prevalent 1oy g
While g

bution chain ang tod
on. size and capabilities of wareho
its customers and deliver products. Th.
ari
cision. This decision is influenced by the difficul
line 10 buyers or public warehouses. Factors like
10 be paid for warehouse,
tructure, geographical location and de
ceiding on the location of a warehouse.
(o) Transportation

nature of market, labour sy
gree of competition have to

fansportation plays a key

- . : Tou

N such 4 Way as to minimize the transportation cost. In our country, it has -becc:ses ihel
thay tanSPON cost alone taka about 30% - 40% of product’s price. In ceriain )

10 509, of product price. We may hav

Minimum ang (b) Speedy d

role in logistics management. The logistical system must be ¢

453

apacity, reduce
aclion, Varioug
rdinated 1o reduce
of materig|s is

onsolidate Mmany
nating poing and

ay’s Marketing
uses can profoundly
€ purpose of 4 ood
consolidation and utilization. There are various factors affecting
ty of moving goods
type of the Producy,

pply condition,
be kept in mind

esigneqd
Y estimareq
COSt comes
€ 10 look two things — (a) Transportation cost must be ag the

\ ok iven on the next page:
elivery to the customer. Look at the chart giv ;

—Ms. MEENA K
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RELATIVE RANKING OF VARIOUS TRANSPORT MODES

i@ ) ili cliable Points
Bamh o el ﬁu;‘::;:,:it g‘t’z:"'x'd"’"’"." gclil'cry Served
High 1. Air Air Road Pipe Line Pipe Linc Road
2: Road Rail Rail Road Water Rail
3 Rail Road Air Rail Road Air
4. Pipe Line | Pipe Line| Water Water Air Water
Low s. Water Water Pipe Line Air Rail Pipe Line
SUITABILITY OF MODES OF TRANSPORT FOR DIFFERENT ITEMS
Mode of transport | Items suitable
1. Airways Perishable items like flowers, eggs, vegetables, fruits, fish, costly
instruments etc.
2. Vehicle (Road) All consumer goods, books, clothes, fruits, paper goods, industrial
goods etc.
3. Pipe Lines Petroleum, gasoline, gas, lubricants, crude oil, etc.
4. Waterways Fuel oil, petroleum, sand, stones, heavy goods, food-grains etc.
5. Railways Iron and steel, timber, minerals, automobiles, canned food,
agricultural crops etc.
Just-in-Time Technic (JIT)

The Japanese developed a time-based logistics man
technique. It is based on the process of systematicall
system of the organization. The concept of just-
required quantities to the production plant as an
ume process focuses on the reduction of elimin
is assumed that whatever invento
on advanced production technig
batch lot sizes, rapid switch over.
etc.

agement system known as just-in-time
y controlling the supplies as well as production
in time implies that raw materials are delivered in
d when they are needed without any delay. Just-in-
ation of inventory in the plant. Under this method it
ry is not used immediately is a waste. This concept also focuses
ues like zero level inventory maintenance, manufacturing smaller
» controlling the production with the help of preventive maintenance

Benefits in JIT Technique

Increased inventory turnover
Eliminate waste

Increased quality

Inventory reduction

Increased manpower utilization
Increased equipment utilization
Stable production rate,

NN B W
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111 BBA — SMBA52 — MARKETING MANAGEMENT — Ms. MEENA K Page 14



	UNIT –V

