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Preface


Thinking back to my first “real” job, I remember walking into a small showroom full of welding supplies and miscellaneous products hanging on pegs and wondering to myself, “What in the world does this company do?”

 



At the time, all I knew about a welding supply distributorship was that it paid well compared with the rest of the jobs I had interviewed for, and the owner seemed slightly impressed with my resume. With that, I found myself in the position of office manager for a three-person wholesale distributorship. My duties included loading trucks bound for job  sites with cylinders of welding gases, packing and shipping boxes of welding wire headed overseas to companies like Air Products, and delivering damaged hydraulic gauges to a repair shop for a local cryogenics plant.

What followed was four years of hands-on experience in the wholesale distribution business. When I became a business writer, that job experience stuck, and I landed various distribution- and industry-related assignments.

Today the distribution landscape is a bit different than it was back in the early ’90s, when I was filling out government bids for welding machines. Rumors are running rampant, and buzzwords such as disintermediation, internet, and direct sales are being tossed around like crazy. On the surface, they appear to threaten the very existence of the wholesale distribution industry. Deep down, however, it’s a different story.

The fact is, manufacturers couldn’t survive without distribution networks. For example, I recently interviewed a large Sweden-based bearings manufacturer for Industrial Distribution magazine. More than once during the interview, the company’s spokesperson mentioned that the manufacturer is “highly dependent” on its worldwide team of 8,000 industrial distributors. In fact, the company is so dependent on them that it just developed a web site for all its distributors to use, not only for online commerce, but also as an information source.

On the other side of the coin, the companies and other organizations that buy from distributors are also highly dependent on these expert middlemen. No manufacturer in the world can give the proper amount of attention to every end user. However, when territories are broken down and covered by individual distributorships, the task suddenly becomes more manageable. Take the contractor stuck on a job site in need of technical assistance with a product just purchased through a local distributor. Who do you think he should call—the distributor or the manufacturer? One is local, while the other will probably require a long-distance call and some time spent on hold, probably from a cellular phone.

In the end, it doesn’t look like the wholesale distribution industry is going to be disintermediated (i.e., phased out by direct sellers and buyers who no longer want to deal with a middleman) anytime soon. In fact, the industry is doing quite well, as you’ll read in this book. Plus, manufacturers will always rely on distributors to act on their behalf when it comes to functions such as customer service, sales, collections, and marketing.

After meeting all the entrepreneurs and experts we interviewed during the research phase of this book, you’ll see that the wholesale distribution sector is thriving. I hope this book assists you in realizing your dreams of entrepreneurship. Good luck in your ventures.






1

Introduction to Wholesale Distribution


So you want to start a wholesale distributorship. Whether you’re currently a white-collar professional, a manager worried about being downsized, or bored with your current job, this may be the right business for you. Much like the merchant traders of the 18th century, you’ll be trading goods for profit. And while the romantic notion of standing on  a dock in the dead of night haggling over a tea shipment may be a bit far-fetched, today’s wholesale distributor is a descendent of those hardy traders who bought and sold goods hundreds of years ago.




The Distributor’s Role 

As you probably know, manufacturers produce products and retailers sell them to end users. A can of motor oil, for example, is manufactured and packaged, then sold to automobile owners through retail outlets and repair shops. In between, however, there are a few key operators—also known as distributors—who serve to move the product from manufacturer to market. Some are retail distributors, who sell directly to consumers (end users). Others are known as merchant wholesale distributors; they buy products from the manufacturer, or another source, then move them from their warehouses to companies that either want to resell the products to end users or use them in their own operations.

According to U.S. Industry and Trade Outlook, published by The McGraw-Hill Companies and the U.S. Department of Commerce/International Trade Administration, wholesale trade includes establishments that sell products to retailers, merchants, contractors and/or industrial, institutional, and commercial users. Wholesale distribution firms, which sell both durable goods (furniture, office equipment, industrial supplies and other goods that can be used repeatedly) and nondurable goods (printing and writing paper, groceries, chemicals, and periodicals), don’t sell to ultimate household consumers.

Three types of operations can perform the functions of wholesale trade: wholesale distributors; manufacturers’ sales branches and offices; and agents, brokers, and commission agents. As a wholesale distributor, you will probably run an independently owned and operated firm that buys and sells products of which you have taken ownership. Generally, such operations are run from one or more warehouses where inventory goods are received and later shipped to customers.
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Beware!

Remember that as a wholesale distributor, your customers have their own customers to satisfy. Because of this, they have more at stake than the typical consumer shopping at a discount distributor serving mainstream consumers.



Put simply, as the owner of a wholesale distributorship, you will be buying goods to sell at a profit, much as a retailer would. The only difference is that you’ll be working in a business-to-business realm by selling to retail companies and other wholesale firms like your own, and not to the buying public. This is, however, something of a traditional definition. For example,  companies like Sam’s Club and BJ’s Warehouse have been using warehouse membership clubs, where consumers are able to buy at what appear to be wholesale prices, for some time now, thus blurring the lines. However, the traditional wholesale distributor is still a person who buys “from the source” and sells to a reseller.




Getting into the Game 

Today, total U.S. wholesale distributor sales are approximately $3.2 trillion. Since 1987, wholesale distributors’ share of U.S. private industry gross domestic product (GDP) has remained steady at 7 percent, with segments ranging from grocery and foodservice distributors (which make up 13 percent of the total, or $424.7 billion in revenues) to furniture and home furnishings wholesalers (comprising 2 percent of the total, or $48.7 billion in revenues). That’s a big chunk of change, and one that you can tap into with the help of this book.

The field of wholesale distribution is a true buying and selling game—one that requires good negotiation skills, a nose for sniffing out the next “hot” item in your particular category, and keen salesmanship. The idea is to buy the product at a low price, then make a profit by tacking on a dollar amount low enough that it still makes the deal attractive to your customer.

Experts agree that to succeed in the wholesale distribution business, you need to possess a varied job background. Most experts feel a sales background is necessary, too, as are the people skills that go with being an outside salesperson who hits the streets or picks up the phone and goes on a cold-calling spree to search for new customers.

In addition to sales skills, the owner of a new wholesale distribution company will need the operational skills necessary for running such a company. For example, finance and business management skills and experience are necessary, as is the ability to handle the “back end” (those activities that go on behind the scenes, like warehouse setup and organization, shipping and receiving, and customer service). Of course, these back-end functions can also be handled by employees with experience in these areas if your budget allows.

“Operating very efficiently and turning your inventory over quickly are the keys to making money,” says Adam Fein, president of Pembroke Consulting Inc., a Philadelphia strategic consulting firm. “It’s a service business that deals with business customers, as opposed to general consumers. The start-up entrepreneur must be able to understand customer needs and learn how to serve them well.”

According to Fein, hundreds of new wholesale distribution businesses are started every year, typically by ex-salespeople from larger distributors who break out on their own with a few clients in tow. “Whether they can grow the firm and really become a  long-term entity is the much more difficult guess,” says Fein. “Success in wholesale distribution involves moving from a customer service/sales orientation to the operational process of managing a very complex business.” Luckily, the book in your hands will help take the guesswork out of this transition by giving you the tools you need to succeed.




Setting Up Shop 

When it comes to setting up shop, your needs will vary according to what type of product you choose to specialize in. You could conceivably run a successful wholesale distribution business from your basement, but storage needs would eventually hamper the company’s success. “If you’re running a distribution company from home, then you’re much more of a broker than a distributor,” says Fein, noting that while a distributor takes title and legal ownership of the products, a broker simply facilitates the transfer of products. “However, through the use of the internet, there are some very interesting alternatives to becoming a distributor [who takes] physical possession of the product.” (You can read more about using the internet in your operations in Chapter 10 of this book.)

According to Fein, wholesale distribution companies are frequently started in areas where land is not too expensive and where buying or renting warehouse space is affordable. “Generally, wholesale distributors are not located in downtown shopping areas, but off the beaten path,” says Fein. “If, for example, you’re serving building or electrical contractors, you’ll need to choose a location in close proximity to them in order to be accessible as they go about their jobs.”




Finding Your Niche 

Upon opening the doors of your wholesale distribution business, you will certainly find yourself in good company. To date, there are approximately 300,000 distributors in the United States, representing $3.2 trillion in annual revenues. Wholesale distribution contributes 7 percent to the value of the nation’s private industry GDP, and most distribution channels are still highly fragmented and comprise many small, privately held companies. “My research shows that there are only 2,000 distributors in the United States with revenues greater than $100 million,” comments Fein.

And that’s not all: Every year, U.S. retail cash registers and online merchants ring up about $3.6 trillion in sales, and of that, about a quarter comes from general merchandise, apparel, and furniture sales (GAF). This is a positive for wholesale distributors, who rely heavily on retailers as customers. To measure the scope of GAF, try to imagine every consumer item sold, then remove cars, building materials, and food. The rest, including computers, clothing, sports equipment, and other items, fall into the GAF total. Such goods come directly from manufacturers or through wholesalers and brokers. Then they are sold in department, high-volume, and specialty stores—all of which will make up your client base once you open the doors of your wholesale distribution firm.
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Beware!

Consolidation is running rampant in many industries. Before choosing your niche, do some market research on your customer base (especially if you’re going to limit yourself to a particular region) to be sure those customers aren’t ripe for consolidation. If they are, you could see your client base shrink quickly.



All this is good news for the start-up entrepreneur looking to launch a wholesale distribution company. However, there are a few dangers that you should be aware of. For starters, consolidation is rampant in this industry, with some sectors contracting more quickly than others. For example, pharmaceutical wholesaling has consolidated more than just about any other sector, according to Fein. Since 1975, mergers and acquisitions have reduced the number of U.S. companies in that sector from 200 to about 50. And the largest four companies control more than 80 percent of the distribution market.

To combat the consolidation trend, many independent distributors are turning to the specialty market. “Many entrepreneurs are finding success by picking up the golden crumbs that are left on the table by the national companies,” Fein says. “As distribution has evolved from a local to a regional to a national business, the national companies [can’t or don’t want to] cost-effectively service certain types of customers. Often, small customers get left behind or are just not [profitable] for the large distributors to serve.”

In addition to consolidating, the wholesale distribution industry is also evolving rapidly, which translates to both positive and negative changes. For instance, there are indications of disintermediation trends across various industries. Several years ago, strategists and futurists began predicting that companies would increasingly sell directly to consumers, cutting out distributors and any other distribution intermediaries, including some retailers. The predicted change was given a fancy term: disintermediation. It has yet to happen, but the threat persists as an increasing number of manufacturers and end users find one another directly. However, no matter what changes may be in store, smart wholesale distributors will always find a way to adapt.




The Technological Edge 

Today, more than 800 million people around the globe have access to the internet. This is good news for the wholesale distributor who is willing to be flexible in the information age. While traditional players have felt threatened by the internet as a growing sales channel, start-ups today will be more apt to grab technology by the horns and use it to their advantage.
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Bright Idea

You can take a trip on the information super- highway to visit a few of your potential competitors. Key the words “wholesale distributor” into your favorite search engine, or narrow it down geographically by adding your city and/or state to the search string.



As e-commerce has evolved into more than just a business opportunity, traditional “brick and mortar” businesses are no longer able to rely on traditional forms of selling products to their customers. Product distribution and delivery trends have been impacted as the internet has grown in popularity. Businesses must also be available to their customers via the internet. For this reason, wholesale distributors—like their vendors—can grab the opportunity to position themselves as internet-savvy firms. Most have set up their up their own informational web sites; others have listed their companies and offerings on mall-type sites devoted to wholesale distributors; and many more have created e-commerce-enabled sites where customers can buy directly through the web.

E-commerce is undoubtedly a major consideration for all wholesale distributors. The Gartner Group, an information technology advisory firm in Stamford, Connecticut, has outlined two possible scenarios to describe how the internet could negatively affect wholesalers:1. Manufacturers post products on the internet with a bulletin board system, thus letting customers source globally with online search engines.

2. Manufacturers use the internet to gain direct access to customers, thus bypassing the wholesale distributor altogether.



As with fighting the trend toward consolidation, a smart wholesaler can combat both of these scenarios with a bit of ingenuity and creativity. Finding a unique niche is one sharp move, whether by serving a group of consumers that manufacturers or larger distributors can’t be bothered with, or perhaps buying in bulk and then selling reduced quantities to smaller firms that don’t want to make big inventory investments.

Including value-added services can also give you a competitive edge. These include, but are not limited to, simplifying the transfer of product, helping smooth out possible glitches in the information flow, and making transfer of payment easier. In other words, rather than going directly to the manufacturer—who is often more concerned with producing the hard goods than dealing with customer needs—retailers and other distributors can deal with a wholesaler who specializes in customer needs. Wholesalers can also make themselves valuable by keeping goods on hand for customers who would otherwise have to deal with long lead times when buying direct. “That availability very often makes the wholesale distributor a backup for, and extension of, the customer’s own inventory system,” says Fein. And e-commerce itself can be a boon to the wholesale distributor, when it comes to finding new customers and hunting down new product manufacturers and vendors to buy from.
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Beware!

If you’re planning to start a wholesale distribution business from home, check with your local zoning board about the legality of shipping and receiving merchandise at your home. For example, many cities do not allow the delivery of goods from vehicles like tractor-trailers in residential neighborhoods.
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