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Chapter 15: Wholesaling


CHAPTER 15

WHOLESALING

LINDELL’S CHAPTER NOTES

YOU FRANCHISE TO GAIN DISTRIBUTION. YOU DO IT YOURSELF FOR GREATER CONTROL
15-1    OVERVIEW
A. Wholesaling encompasses the buying and/or handling of goods and services and their subsequent resale to organizational users, retailers, and/or other wholesalers—but not the sale of significant volume to final consumers.

15-2    THE IMPORTANCE OF WHOLESALING
A.
Wholesaling is a significant part of distribution due to its impact on the economy, its functions in the distribution channel, and its relationships with suppliers and customers.

15-2a    WHOLESALING’S IMPACT ON THE ECONOMY
A.
There are about 525,000 wholesalers with total annual sales above $4.5 trillion in the United States. Although wholesale revenues are higher than those in retailing, there are more than five times as many retailers as wholesalers.

B. U.S. wholesalers generate almost 20 percent of their revenues from foreign markets.

15-2b    THE FUNCTIONS OF WHOLESALERS
A.
Typical wholesaler functions include providing local distribution, a trained sales force, marketing and research assistance, assortments for customers, large quantities, warehousing and delivery facilities, financing, financial recordkeeping, merchandise adjustments for returns, and risk-taking (for theft, etc.).
WHOLESALERS’ RELATIONSHIPS WITH SUPPLIERS AND CUSTOMERS
.

15-3    TYPES OF WHOLESALING-KEY, say’s LPC!!!!!
A.
Figure 15-2 outlines the three broad categories of wholesaling.

B.
Table 15-2 contains detailed descriptions of every type of independent wholesaler and shows their functions and special features.

15-3a    MANUFACTURER/SERVICE PROVIDER WHOLESALING

A.
Manufacturers/service providers can undertake wholesaling themselves.

1.
Manufacturer/service provider wholesaling accounts for 31 percent of U.S. wholesale revenues and 6 percent of establishments.

B. This form of wholesaling is most likely under the following conditions:

1.
No intermediaries are available.

2.
The available intermediaries are unacceptable.

3. The manufacturer or service provider wants control over marketing.

4. Customers are few in number and each is a key account.

5. Customers desire personal service from the producer.

6. Customers are near to the manufacturer or are geographically clustered.

7. Computerized ordering links a firm with customers.

8. Laws limit arrangements with independent resellers.

15-3b    MERCHANT WHOLESALING
A.
Merchant wholesalers buy, take title, and take possession of products for further resale.

1.
They represent the largest category of U.S. wholesalers in terms of sales (57 percent of the total) and establishments (83 percent of the total).

2.
Sysco is a merchant wholesaler of food and related products from around the world. See Figure 15-3.

B.
Full-service merchant wholesalers provide credit, store and deliver products, offer merchandising and promotion assistance, have a personal sales force, offer research and planning support, pass along information to suppliers and customers, and give installation and repair services.

C.
Limited-service merchant wholesalers do not perform all the functions of full-service wholesalers. They may not provide credit, merchandising assistance, or marketing research data.

D.
On average, full-service merchant wholesalers require higher compensation than limited-service ones.

Full-Service Merchant Wholesalers 

A.
General-merchandise (full-line) wholesalers carry a wide assortment of products, nearly all the items needed by the customers to which they cater.

B.
Specialty-merchandise (limited-line) wholesalers concentrate on a narrow range of products and have an extensive assortment within this range.

C.
Rack jobbers furnish and set up the racks upon which merchandise is displayed. They also sell items on consignment.

D.
Franchise wholesaling (eg  SUPERVALU) occurs when independent retailers affiliate with an existing wholesaler to use a standardized storefront design, business format, name, and purchase system. THIS CALLED A  VOLUNTARY WHOLESALER, with the power flowing from wholesaler to retailer.. SUPERVALU/ SHOP N SAVE/ DIERBERGS BOND IS A GOOD EXAMPLE

E.
cooperatives, retailer-owned or producer-owned wholesaling are owned by member firms to economize functions and offer broad support. They consist of producer- and retailer-owned cooperatives. The POWER FLOW IS FROM THOSE WHO OWN IT BACK TO THE WHOLESALER.

1.
Producer-owned cooperatives are popular in farming.

2. Retailer-owned (wholesale) cooperatives appear when independent retailers form associations that purchase, lease, or build wholesale facilities. See Figure 15-4. ASSOCIATED GROCER / PRICE CHOPPER IS A GOOD EXAMPLE.

 F.  YOU WILL NEED TO UNDERSTAND THE DIFFERENCES BETWEEN D 

      AND E FOR NEXT WEEKS EXAM.

Limited-Service Merchant Wholesalers
A.
With cash-and-carry wholesaling, small businesspeople drive to wholesalers, order products, and take them back to a store or business. There is no credit or delivery, no merchandising assistance, no sales force, and no research planning assistance.

B.
Drop shippers (desk jobbers) purchase goods and arrange for their shipment to retailers or industrial users. They do not take physical possession and have no storage facilities. There is no merchandising support.

C.
Truck/wagon wholesalers generally have a regular sales route, offer items from a truck or wagon, and deliver goods when they are sold. They do not extend credit and offer little research and planning help.

D.
Mail-order wholesalers utilize catalogs to promote products. They sometimes provide credit but don’t give merchandising or promotion support. They store and deliver goods and offer some research and planning assistance.

15-3c    AGENTS AND BROKERS
A.
Agents (more permanent) and brokers (conmore temporary) perform various wholesale tasks, but they do not take title to products. They work for commissions or fees.

1.
They account for 12 percent of sales and 11 percent of establishments.

2.
Agents are used on a more permanent basis, whereas brokers are employed on a temporary basis.

3.
Agents and brokers allow manufacturers or service providers to expand with limited resources, receive pre-determined fees or commissions, and provide a trained sales force.

B.
There are three types of agents.

1.
Manufacturers’/service providers’ agents work for several manufacturer/service providers and carry noncompetitive, complementary products in exclusive territories. They eliminate conflict-of-interest situations; they also stock a fairly complete product line for their market areas. Commissions are 5 to 10 percent of sales.

2.
Selling agents assume responsibility for marketing the entire output of a manufacturer/service provider under a contractual agreement. They become the firm’s marketing department. They perform all wholesale functions except taking title to merchandise.

3.
Commission (factor) merchants receive goods on consignment, accumulate them from local markets, and arrange for their sale in a central market location.

C.
Brokers are common in the food and financial-services industry. They do not take title and usually don’t complete transactions without approval.

1. Food brokers introduce buyers and sellers of food and related general-merchandise items. Their sales force calls on stores. They work closely with ad agencies, and often represent the seller. The average commission for food brokers is 3 to 5 percent of sales.

2. Commercial stock brokers advise business clients, take orders, and then acquire stocks and/or bonds for their clients. Their average commission ranges from 1 to 10 percent of sales, depending on volume and stock prices.
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