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Managing Marketing ChannelsManaging Marketing Channels

Marketing Channel:Marketing Channel: A set of A set of 
interdependent organizations interdependent organizations 
(intermediaries) involved in the process (intermediaries) involved in the process 
of making a product or service available of making a product or service available 
f ti b thf ti b thfor use or consumption by the consumer for use or consumption by the consumer 
or business user.or business user.

Distribution Channel FunctionsDistribution Channel Functions

Financing

InformationRisk Taking

Promotion

These Functions Should be Assigned to the Channel Member Who 
Can Perform Them Most Efficiently and Effectively.

Contact

Financing Promotion

MatchingNegotiation

Physical
Distribution

Why are Marketing Intermediaries Used?Why are Marketing Intermediaries Used?

Perform the channel functions better due toPerform the channel functions better due to
Experience,Experience,
Specialization,Specialization,
Scale of operation.Scale of operation.

Match supply and demand through:Match supply and demand through:
““You can eliminate the middlemen, but you You can eliminate the middlemen, but you 
can’t eliminate the functions.”can’t eliminate the functions.”



2

Consumer Marketing ChannelsConsumer Marketing Channels

ConsumerManufacturer
0-level direct channel

1-level indirect channel

Agent Wholesaler Retailer Consumer→ → → →

Retailer Consumer→

Wholesaler Retailer Consumer→ →Mfg
2-level indirect channel

Mfg

3-level indirect channel

Manufacturer

Industrialer r

Industrial Marketing ChannelsIndustrial Marketing ChannelsIndustrial Marketing ChannelsIndustrial Marketing Channels

Industrial
distributors

M
an

uf
ac

tu
r

C
us

to
m

e r

Manufacturer’s
representative

Manufacturer’s
sales branch

Design Marketing Channels

Analyzing Customer Service Needs
- Lot size, waiting time, spatial convenience, product variety, service

Setting Channel Objectives & Constraints
- In terms of targeted service output levels.

Identifying Major Alternatives
- Each channel has unique strengths and weaknesses

Exclusive
Distribution

Selective
Distribution

Intensive
Distribution

q g

Evaluating the Major Alternatives:
- control, flexibility, cost, and fit with objectives

Selecting a Distribution Strategy and
Setting up the Channel
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Channel Management DecisionsChannel Management Decisions

Selecting
-Be careful! Customers see the channel as 

the company
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Motivating

-Coercive power  - Reward power  - Legitimate power
- Expert power  - Referent power

- Building intermediaries’ capabilities

-

Evaluating
-Sales-quota attainment  - Avg inventory level

- Delivery time – Cooperation in training & promotion

Causes of Channel ConflictCauses of Channel ConflictCauses of Channel ConflictCauses of Channel Conflict

IncompatibilityIncompatibility
Difference in PerceptionDifference in Perception
DependenceDependenceDependenceDependence

Channel conflict must be managed to 
avoid disruption of customer service 
goals of the firm.

Conventional Distribution Channel vs. Conventional Distribution Channel vs. 
Vertical Marketing SystemsVertical Marketing Systems

VerticalVertical
marketingmarketing
channelchannel

Manufacturer

ConventionalConventional
marketingmarketing
channelchannel

Manufacturer
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Types of Vertical Marketing SystemsTypes of Vertical Marketing Systems

Corporate
Common Ownership at Different 

Levels of the Channel

Contractual

Greater

Degree Contractual
Contractual Agreements Among

Channel Members

Administered
Leadership is Assumed by One or

a Few Dominant MembersLesser

of
Direct

Control

Legal & Ethical Issues in Legal & Ethical Issues in 
Channel RelationsChannel Relations

Legal & Ethical Issues in Legal & Ethical Issues in 
Channel RelationsChannel Relations

Exclusive DealingExclusive Dealing
Exclusive TerritoriesExclusive TerritoriesExclusive TerritoriesExclusive Territories
Tying AgreementsTying Agreements
Dealers’ RightsDealers’ Rights

New Retail Forms and Shortening 
Retail Lifecycles

The Future of Retailing

Growth of Nonstore Retailing

Increasing Intertype Competition

Rise of Megaretailers

Growing Importance of Retail Technology

Global Expansion of Major Retailers
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Will Continue to Increase Services 
Provided to Retailers

Trends in Wholesaling

Constantly Reduce Costs
Increasing Consolidations Will Reduce g

Number of Wholesalers

Vertical Integration Will Remain Strong

Global Expansion


