PLACE:  Channels of Distribution, Wholesaling

Objectives:
Explain the role wholesalers have in the distribution of products



Identify different types of wholesalers and their functions



Compare and describe merchant wholesalers and agent wholesalers



Compare brokers and agents

I.  What Wholesalers Do

· act as intermediaries between producers and their customers

· sell mainly to other businesses, not usually to final end customers

· speed the marketing process 

II.  The Functions of Wholesaling – not all wholesalers engage in each of the following

A.  Selling – In order to provide retailers with products, the wholesaler must have a well-trained sales force to visit the retailers and potential buyers to establish business relationships.

· Wholesaler's sales representative - make regular visits to retail store buyers, industrial firms, schools, hospitals, etc.  They carry samples, catalogs, and displays that show the wholesaler’s complete line of products.

B. Providing Marketing Information - Wholesalers are in contact with many retailers/buyers and can be a valuable resource of information to the retail industry about trends in each industry

C. Buying – To be able to stock the products that the retailers/buyers want, the wholesaler studies fashion trends, consumer demand, and retail prices.  This research enables the wholesaler to buy the product that the retailer will most likely want and in the right quantities. 

D. Warehousing - This is the process of storing goods in one place.  The wholesaler provides the service of warehousing the product that the retailer wants. The retailer does not have the space for storage and can order product from the wholesaler as needed.

E.  Bulk-Breaking - This is the process of dividing large shipments into smaller ones.  This is a service provided by the wholesaler that is advantageous to the manufacturer and the retailer.  Manufacturers don't want to deal with small deliveries, and retailers can't afford big orders.  The wholesaler is the perfect middleman in this instance.

F.  Transporting – Large, frequent deliveries can be made to wholesalers from the manufacturers.  If the manufacturer had to deliver to all surrounding retailers who purchased its goods, it would be very costly and the delivery would be unpredictable.  Wholesalers pass along the savings of the transportation costs to retailers in smaller shipments.

G.  Extending Credit - Retailers may pay wholesalers for merchandise with the money earned from the sale of that same merchandise.  An example of this would be a retailer ordering Easter decorations in January, and not paying for them until May.  This is known as extending “terms” for payment, such as 2/10, net 30.

H.  Providing Promotional Assistance - A variety of promotional assistance ranging from help in designing the store layout to sharing in the costs of local advertising may be offered by the wholesaler.  This is called cooperative advertising.

III. Types of Wholesalers - They are classified by whether or not they take ownership of the goods they offer


A.  Merchant Wholesalers - They do take ownership.

1.  Full-service wholesaler - provides all of the wholesaling functions  



2.  Limited-service wholesaler - provides some of the wholesaling functions

a.  cash & carry wholesaler - maintains warehouse where retailers use their own trucks to pick up merchandise.  Neither transportation nor credit is provided.  Lower prices are offered because of the limited services. 

b.  drop shipper - takes the order from retailers and arranges for delivery of goods directly from the producer.  They take ownership but not possession.  Freight costs are minimal.  Sometimes they operate with a small office and phone.  They deal with bulky items such as lumber and coal.

c.  rack jobber - sells specialized lines of merchandise to retailers.  Common in the food industry, the rack jobber supplies non-food items, such as greeting cards.  They assume ownership, order the merchandise, set up displays, remove old merchandise, and mark prices.  Sometimes the retailer pays the rack jobber in cash for the items sold.

d. truck jobber - uses trucks for storage, selling, delivery, and collection.  Both sales and delivery are made to the retailer on the same trip.  The truck jobber sells for cash and limits stock to nationally advertised specialties and fast moving items, such as candy, cheese, and potato chips.  Their costs are usually high.

B.  Agent Wholesalers - do not take title to the goods.  Their main function is to assist the manufacturers and the retailers in the buying and selling process.

1.  broker - can represent the buyer or seller.  They do not physically handle the goods or take ownership.  Only brings the buyer and seller together.  


Usually specializes in one type of product such as real estate, securities, or some food items that are seasonal and don't have long before they spoil - the distribution must be fast and short.


They may not continue relationships with the buyer after a transaction.

2.  selling agent - product specialist of only one product from one manufacturer, such as sound systems for a sports complex;


they have authority to make deals for the manufacturer and usually maintain an educated sales force regarding the product;


the goods they sell usually are not kept in a warehouse but are shipped directly from the manufacturer to the final end customer.

3.  manufacturer's agent - handles part or all of the output of one or more manufacturers within a given sales territory.  They do not have the authority like the selling agent to make deals to the customers.  They are bound by prices and conditions set by the manufacturers.
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