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t the start of the 21st Century, companies in
the chemical industry are facing ever-increasing fi-
nancial, environmental, and social pressure. Leading
industry experts contend that we must derive more
value from knowledge and services and less from ma-
terials and energy.

During the high-tech boom of the 90s, pundits
heralded the demise of middlemen in B2B sales envi-
ronments. The term “disintermediation” was coined
to describe this phenomenon. More recently, with de-
mand lagging, producers focused on cutting costs. In
many cases, this meant cutting sales staff. At the same
time, considerable consolidation occurred among
both producers and distributors. Over the last year or
two, however, worldwide demand for chemical prod-
ucts has grown appreciably.

So, at the beginning of 2005, it appeared to us that
market forces were shaping a new reality for the
chemical industry. To more fully understand how
producers and their distributors work together today
to bring chemical products to market, we decided to
ask them how it is working and how it might be im-
proved. The survey we conducted in mid-2005 in-
cluded more than 30 companies, divided more or
less evenly between chemical producers and distribu-
tors. We spoke to everyone from field sales reps to
CEOs.

Most would agree that North
America is a mature market for chemi-
cal products. Companies are often focused primarily
on business retention or gaining share from competi-
tors. This means that volume growth potential for es-
tablished products will be limited, not to mention
growth in profits. For many producers, the best op-
portunities for growth lie in identifying and seizing
new applications, new products, and/or new market
sectors. These tend to be small targets at the outset,
often below the radar of a producer’s direct sales
force. So, how will they do this?

Our investigation focused on four major areas of
customer-facing performance:

e The producer-distributor relationship

e Information flow between producers and
distributors

e Marketplace strategy

e Environmental stewardship

The Producer-Distributor Relationship:
How Important Is It to Producers?

First of all, we wanted to know to what extent
chemical manufacturers continue to rely on distribu-
tors. We found that among those with an established
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market presence, an average of 40%
(as high as 70-80% and as low as
20%) of sales revenue comes from
distributor sales. Companies whose
products are newer to market re-
ported distributor sales of between
10-20%.

Furthermore, the importance of
distributors for producers, in their
own minds, seems to be increasing.
A senior sales executive from a lead-
ing producer recently asked his as-
sembled sales staff who was their
most important customer. After a
number of large customers were
named, the executive corrected his

e More foot soldiers on the
street; more access to more
customers

Good Relationships Are Made—
Not Born

When we asked both distributors
and producers what was most im-
portant in a good relationship, we
heard somewhat different answers
based on the type of products being
sold. When the products were de-
scribed as commodities, the most
important factors for suppliers were
appropriate logistical scale and effi-
ciency coupled with a “local face.”
In this type of relationship, appar-
ently not much else had importance
if these elements were in place, ac-
cording to those we interviewed.

On the other hand, when the
products were called “specialty” or
where they require selling described
as highly technical, the story was
much different. Both distributors
and producers used words like trust,
transparency, and openness to de-
scribe the most important elements
of their relationships. When dis-
cussing this kind of relationship,
many distributors made the distinc-
tion between producers who were
“suppliers” and those they called
“principals” or “partners.” Along
with trust, an essential element for
both parties in a specialty products

Business Forum

context was technical competence.
Producers want their distributors to
have enough technically competent
sales staff and distributors want
their principals to be staffed with
technically competent and respon-
sive distributor managers. Table 1
summarizes the expectations of
each side, respectively, in a specialty
chemical relationship.

Information Flow Tells How the
Relationship Goes

Based on what everyone says
they want, one would expect to hear
about robust, efficient, and system-
atic sharing of information—in
both directions—between producers
and their distributors. Too often, we
found, this is not what happens. To
be sure, we did learn about a few
producer/distributor partnerships
where expectations are aligned and
where relevant information flows
powerfully as the lifeblood of the
relationship.

Information Availability:
Are We Getting Any?

Everyone we interviewed told us
that the consistent availability of
timely and accurate information
was vital to the success of their en-
terprise. Our respondents fell into
three camps based on how they felt

Table 1—What Do We Need? Expectations Are Not Always

Aligned

colleagues: “Distribution is our
biggest customer.”

Producers Want . . . Distributors Want . . .

Trust and Transparency

Among the reasons cited for in-
creased reliance on distributors
were:

e Respect for distributor territory
e Turnover of leads and contacts
e Distributor role valued by producer management

e Enough time for my line
e Full disclosure of sales information
e Consistent market feedback

e The cost-effectiveness of dis-
tributors, even for large cus-
tomers versus direct sales staff

Competency

e Consistent strategic direction
® Responsive technical support

® Broad access to the “right” customers
e Technically competent distributor sales staff

e Higher margins (versus direct
sales) through distributor
sales

Sales Performance

e \Volume growth
e Gross profit growth
® Target (new) account growth

e Distributor gross profit growth
e Sales (margin) support

e Reduced credit risk; improved ® Responsiveness

cash flow Source: Team Chemistry LLC Chemical Distributor Survey 2005
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about the quality of the informa-
tion they receive: those (few) who
are getting what they need consis-
tently; those who mostly get what
they need; and those who say they
are happy to get whatever they can
(usually not enough).

With a few notable exceptions,
nearly everyone is resigned to get-
ting whatever they can get, in what-
ever format they can get it. Many
described their information ex-
change system as being informal
and on a “need basis.” Almost no-
body feels they get enough of the
right information on a consistent,
timely basis.

Distributors described an unwill-
ingness to share openly with the
producers they represent, fearing
the potential loss of customers to
producers’ direct sales force or of
the whole line to a competing dis-
tributor. Both sides are often reluc-
tant to even ask for sensitive infor-
mation such as distributor pricing
or producer margins. This “don't
ask, don't tell” atmosphere is symp-
tomatic of a common lack of trust
between producers and distributors
in today’s volatile marketplace. The
complexity, scale, and volatility of
the current market climate calls for
a new system of information ex-
change between the participants.

Information Exchange:
How Do We Get It?

Today we have a more acute de-
mand for information exchange to

Table 2—How Is Information Exchanged?

drive specialty sales. We are obliged
to do this with a leaner sales staff.
We ask, then, wouldn't it make
sense to invest in technology-based
information systems to enhance ef-
ficiency and speed-to-market? Based
on our survey, only a few producers
and distributors have begun to in-
corporate efficient information ex-
change systems into their partner-
ships. Most are still using only the
traditional tools they grew up with,
email being the sole recent addi-
tion. Face-to-face meetings, the tele-
phone, and informal email requests
and reports bear the lion’s share of
the information exchange burden.
People described a panorama of
continually changing representa-
tives and management personnel,
consolidation, and client hand-offs
against a backdrop of thin staffing
levels and intense competition. No
wonder traditional information tools
are not up to task. Yet in most cases
they are the only ones being used.

In a very few cases, forward-
looking players are beginning to
employ technology-enabled infor-
mation tools that provide a more
efficient and complete information
flow, benefiting all players in the
partnership.

Information Equity:
So What Do We Get?

In general, distributors think
they are giving more than they
get—and giving more than most
producers think they are getting

Producer Gets from Distributor

Monthly sales volume report

Distributor Gets from Producer

Ad hoc response to request for support

Call reports

Joint customer calls

Requests for support (price, technical)

Quarterly sales review

Target account progress report

Tech data sheets

Competitive intelligence

End-use applications info

Rolling forecast

Web-enabled support data

Annual meeting

Annual meeting

Distributor council

Distributor council

Source: Team Chemistry LLC Chemical Distributor Survey 2005
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from those distributors. The pro-
ducer usually tells the distributor
what information they require, and
the frequency in which they expect
to receive it. In most cases, the dis-
tributor sets the format in which
sales and market data is packaged
for transmission to the producer.
Delivery is frequently not as timely
as the producer would like, accord-
ing to managers with whom we
spoke.

On the other hand, some distrib-
utors are just happy to get a phone
call returned or an email answered
by the producer’s manager. In many
cases, expectations are very low. Far
too many managers, stretched too
thin, have “trained” their distribu-
tors to settle for sub-standard re-
sponsiveness.

Table 2 summarizes the types of
information and exchange activities
currently in use among the compa-
nies we interviewed. They are
ranked in descending order of fre-
quency of use. All distributors pro-
vide volume reports, only a very few
provide a rolling forecast. All pro-
ducers respond (sometimes too
slowly) to ad hoc requests for sup-
port, only a few provide web-en-
abled support or conduct distribu-
tor councils.

Marketplace Strategy:
Where Do We Want to Go?

In a market environment where
technical sales are the order of the
day, strategic direction would seem
to play a crucial role in gaining or
improving market advantage. We
asked both distributors and produc-
ers a series of questions related to
strategy, how it is formulated and
disseminated, and how perform-
ance is evaluated. Specifically, we
wanted to learn:

e If distributors receive clear
strategic direction from the
producers they represent

e Whether distributors play a
role in forming strategy in
partnership with producers
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e How performance is meas-
ured—what is measured, by
whom, and whether it is
shared between producers and
distributors

Strategic Clarity:
Who's on First This Week?

Several distributors said they get
clear strategic direction from the
producers they represent. Sadly, this
group was in the minority. Most
distributors re-
ported they lacked
clear strategic direc-
tion. Many attrib-
uted the lack of
clarity to the con-
stant turnover of
producer managers,
describing this as a
“flavor of the
month” situation,
leading to new
strategy fatigue for
the distributor sales
force.

The impact of this perennial
change is particularly acute due to
the way that strategy is typically
communicated by producers. Three
primary methods for communicat-
ing strategic direction were de-
scribed:

e Annual meetings involving
distributor management
and/or sales managers

e (QOccasional attendance at dis-
tributor sales meetings by a
producer’s regional manager

e Periodic joint customer calls
conducted on a need or con-
venience basis

In each case, particularly in the
latter two, effective communication
of strategic direction is highly de-
pendent on the quality and com-
mitment of the producer’s sales
manager. Distributors listed having
“a good rep” as a key success factor
in their relationships with the pro-
ducers they represent. The picture
we began to see is one of high de-
pendence on individual perform-
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ance (the producer’s rep) in a cli-
mate of musical chairs. What is
wrong with this picture?

Performance Measurement:
What Matters to Whom?

In order to improve performance
over time, companies measure re-
sults. Top performers consistently
share those results with team mem-
bers (employees) so that opportuni-
ties for improvement can be acted

Today’s marketplace rewards—in fact
demands—robust communications among
players in the extended enterprise. Without

open relationships, information is not shared
to the detriment of those involved.

on. So how does the process work
between the team members in-
volved in distributor sales?

The managers we interviewed,
both producers and distributors,
told us how important distributor
sales are to their company and to
the industry. In business, we meas-
ure that which is important. If we
don’t measure—and share the re-
sults with our work team—we
might perform at the same level or
worse or better—but who will
know? We wanted to see whether
the relationship is essentially one-
sided or a true partnership where
sharing of the most important met-
rics takes place as a matter of
course.

Here is what we found:
e [Information measured objectively

and shared between producers and dis-
tributors

— Volume growth
— New account growth
— Business retention

e [Information measured objec-
tively—but not shared

Business Forum

— Producer profit growth
— Distributor gross profit

— Distributor price responsive-
ness (measured by some pro-
ducers)

e [nformation measured subjec-
tively by some distributors, discussed
informally

— Producer rank versus other

producers

— Producer responsiveness

Clearly this paints
a disappointing pic-
ture of producers
and distributors
failing to close the
loop on the most
important metrics
of overall perform-
ance. Current per-
formance evalua-
tion methods,
particularly the
widespread lack of
transparency, do
not contribute to enterprise-wide
performance improvement.

Environmental Stewardship:
Leadership and Responsibility

In the last several decades, pres-
sure on the chemical industry to re-
spond to environmental challenges
has increased dramatically. In re-
sponse to community and govern-
ment urging, major producers have
invested in procedures to ensure
their operations comply with best
practice and safety standards. For
their part, distributors, through the
National Association of Chemical
Distributors, have initiated a pro-
gram designed to accomplish the
same objectives. We wanted to learn
how well these efforts are aligned
and how their relative success is
perceived within industry circles. In
the context of distribution sales,
who does what and how well is it
working?

Several of the largest producers
described their leadership role in
proper handling of the products
they produce. Many, however, con-
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ceded that distributors increasingly
becoming leaders in this realm.
Three main reasons were cited:

e A competent distributor will
set procedures and record-
keeping based on the most
volatile chemicals they han-
dle. Often these standards are
stricter than those an individ-
ual producer would mandate,
depending on the sensitivity
of their own products. Setting
standards based on the “worst
case” product in a distributor’s
portfolio effectively “covers”
everything else.

e Distributors tend to operate in
a state or region with more at-
tention to local standards
than does a national or global
producer. This local knowl-
edge, in the hands of the dis-
tributor, ensures that a pro-
ducer’s products are handled
according to local mandates.

e The general acceptance of the
NACD-sponsored Responsible
Distribution Process®™ (RDP)
certification program.

RDP: An Industry-Wide
Initiative That Works

The majority of distributors with
whom we spoke subscribe to the
NACD-sponsored RDP program.
The consensus is that the program
is well-accepted across the industry
and provides an effective, systematic
basis for environmental steward-
ship. From our perspective, the RDP
system, precisely because it has
gained industry-wide acceptance,
provides a shining example of how
systematic cooperation among play-
ers in the industry can lead to better
outcomes for all—producers and
distributors and the customers and
communities they serve.
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CONCLUSIONS

While our survey captured many
shortcomings in today’s common
practices, it also revealed opportuni-
ties for improvement based on the
examples of a few exceptional rela-
tionships in the context of a rapidly
changing marketplace for chemicals.

Relationships Based on Trust
and Transparency Win Over the
Alternative

Today’s marketplace rewards—in
fact demands—robust communica-
tions among players in the extended
enterprise. Without open relation-
ships, information is not shared to
the detriment of those involved. We
found more examples of dysfunc-
tion than of healthy relationships
based on trust. A fundamental atti-
tude shift is needed.

Robust, Multi-Directional
Information Flow Is the Lifeblood
of the Relationship

A changing regulatory climate is
driving greater producer responsi-
bility for raw materials throughout
the chemical product lifecycle.
That's the “Stick.” The next genera-
tion of products will be discovered
as unmet needs in the marketplace.
That's the “Carrot.” In each case, the
key is systematic and efficient infor-
mation sharing between all the par-
ties in the extended enterprise.

Technology-Enhanced Information
Systems Can Lessen the Burden
on “Good Reps”

Many producers (and some dis-
tributors) have invested in enter-
prise resource planning (ERP) soft-
ware applications. Others have
implemented customer relationship
management (CRM) systems.

However, in too few cases are these
systems deployed across the pro-
ducer/distributor/end-user bound-
aries. Companies that learn to team
up in this fashion will gain com-
mercial advantage over those that
remain stuck in an obsolete “Us vs.
Them” stance.

Measure What Matters,
Share What You Measure

There is much room for improve-
ment. Producers and distributors
evaluate performance in isolation
from one another. Neither looks
carefully—much less shares—the
metrics most important to their
end-user customers. The players
who will win in tomorrow’s mar-
kets will measure improvement ac-
cording to end-user metrics across
the entire extended enterprise.

For additional information on
this survey of supplier relationships,
contact the authors.
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