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C H A P T E R 1
Distribution
Channels Today

1.1 INTRODUCTION

Marketers today must develop well-informed strategies for managing
their distribution channels during times of significant change. Those
strategies will include anticipating, minimizing, and addressing the
channel conflict inevitably wrought by change. This book is about how
firms can select metrics, design strategies, and implement policies that
free them to adapt to the rapidly evolving landscape that combines
physical and digital routes-to-market.

Our book is primarily intended for marketers and those who train
them, but marketers aren’t the only ones paying attention to chan-
nel dynamics. Economists, regulators, and social psychologists are also
interested in how distribution channels affect competition, efficiency,
and consumer welfare. They want to understand the marketing chal-
lenges of distribution channels, the causes and consequences of chan-
nel conflict, and the approaches to managing that conflict. So, while
our writing is rooted in marketing, we also incorporate these other
perspectives.

What is a distribution channel? By its simplest definition, it is the
chain of distributors, retailers, and other intermediaries through which
a supplier’s product reaches end consumers, implying a unidirectional
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movement of goods along one route, from the point of production to
the point of consumption.1 Even simple distribution channels are del-
icate systems, where suppliers and their independent resellers struggle
to balance a cooperative partnership against a desire for a bigger share
of the total profit available in the channel. The partners need to cooper-
ate in ways that create value for consumers, appropriate some of that
value in the form of profit for the channel, and share the profit in a
way that sustains the partnership.

Modern, mainly digital, technology has complicated that
partnership. These days, firms must employ a multitude of dis-
tribution channels—sometimes complementary, but almost always
competing—in a way that satisfies consumers’ needs for products,
services, and information. What a unidirectional, one-route perspec-
tive can easily miss is the variety of interactions and conflicts among
firms in the ecosystem, because each firm performs some functions
and tries to appropriate some of the value created.

Conflict and power go together in any relationship between inter-
dependent entities. The (mis)use of power can exacerbate conflict, but
a channel member’s power position also determines the strategies it can
use to appropriate value and manage conflict. Accumulating channel
power and exercising it wisely is a key to surviving and prospering in
periods of change. In the words of Professor Raymond Corey of the
Harvard Business School, marketers must learn “to use power without
using it up.”

The sources of power, and the ways to exercise it, have been
complicated by recent technological, market, and legal developments.
Distribution practices that were developed and refined over years have
become vulnerable. Some challenges are easy to recognize (should
digital books be priced the same as paper copies in book stores?)
and others are more nuanced (how does resale price maintenance
affect trade promotions?). Some are fundamentally new and require
different thinking (how can we measure and manage distribution
coverage online or assess the power of a channel member that
operates a multisided platform?), while others are simply different
manifestations of enduring channel issues (double marginalization,

1Throughout the book, we will use the term “consumers” to designate purchasers who

are typically end users, meaning that they do not resell the product or incorporate it

into other products for resale. Of course, products purchased by someone may be used

or consumed by others (e.g., members of the same household or business). We avoid

calling them “customers” because, at least in the consumer packaged goods industry,

retailers are referred to as customers.
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free riding, and the tug between intra- and inter-brand competition).
Throughout the book, we try to distinguish what is new from what
is not. The former needs fresh thinking and emerging solutions.
The latter has a history with important lessons that marketers ignore
at their peril.

Technology has also blurred the distinction between distribution
channels and communication channels, especially since some of the
new digital distribution channels mainly satisfy consumers’ need
for information rather than directly sell the products and services
(consider Trip Advisor and Trivago for hotels, for example). A purely
consumer-centric view might suggest that any sources of products
or information that the consumer seeks out or is exposed to would
qualify as “channels.” By that definition, search engines, blogs, and
social media would be “channels.”

The consumer is certainly at the center of it all, but our perspective
in this book is firmly rooted in firms that sell through independent
distribution channels. Our view is that, for an entity to be viewed as
a distribution channel, it must perform, and be paid for, at least some
of the functions involved in the sale of a particular product along the
route to market from a clear upstream supplier to a clear downstream
reseller or end customer. So, DoubleClick is a distribution channel for
firms that sell advertising, but it is not a distribution channel for the
product being advertised. A wine brand’s sales may be affected by what
an influential wine blog writes about it, but the blog is not a distribution
channel. Drawing this line between distribution and communication
channels is useful to guide the strategies of marketers and it delineates
the scope of the issues we tackle in this book. Of course, it is not a bright
line and one can easily see how it might blur. For example, what if the
blog has a link to the wine brand’s site and gets paid to route demand
to the wine marketer? Such an “affiliate” arrangement would make
the blog a distribution partner.

Most frequently, we take the perspective of suppliers selling
through independent resellers (distributors, retailers, aggregators,
marketplaces, and other middlemen), but this requires analyzing
the viewpoints of the middlemen too. Other disciplines, notably
operations and strategy, refer to these middlemen as members of a
“supply chain” or “value chain.” So, what’s the difference between
supply chains, value chains, and distribution channels?

Our view is that the distinction is largely in perspective and empha-
sis. The terms “upstream” and “downstream” are used to describe those
firms that are closer to the production versus the consumption “end”
of the channel, and we will do that too. This kind of thinking can sub-
consciously imbue the upstream firm with more responsibility, power,
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or authority. Our counterparts in manufacturing and operations take
the perspective of a “downstream” firm—often a manufacturer looking
backwards at its raw material and component suppliers.

Those in the strategy and economics domains refer to the “value
chain” as the entire collection of firms and activities in producing and
delivering a product or service with an emphasis on the “value added”
(not too far from margins) at each stage. Value chains therefore
include a firm’s backward supply chain and forward distribution
channels in addition to its own value-adding operations. Where
relevant, we adopt some approaches from these other disciplines to
enrich our understanding of how channels work and how they can
become more efficient.

1.2 WHAT IS NEW: RADICAL CHANGES IN THE
NAVIGATION OF DISTRIBUTION CHANNELS

The sustainability of channel partnerships is a goal that businesses
value highly. Pricing, marketing communications, and even products
are quite often easier to change than distribution-channel relation-
ships. Frequently, businesses are built around serving end-consumer
markets through a specific set of immediate customer-distribution
channels. For example, automobile manufacturers have learned
to market through their dealers, major soft drink manufacturers
Coke and PepsiCo through their bottling networks, and Avon and
Natura through their independent consultants. Learning to serve
these channel customers along with end consumers is a critical
competency. Channel affiliations are also often personal relationships,
even friendships, that go well beyond golf games once a year. That’s
why a channel partnership is not often severed, and only happens
after some serious soul searching (or its commercial equivalent).

Often, growth necessitates expanding into new channel relation-
ships while maintaining existing ones. Retailers add more suppliers
and categories while also opening more stores and expanding into new
markets. Manufacturers add more retailers, expanding to service new
geographic markets. They also add new types of retail formats that ser-
vice additional market segments. Although these types of expansions
are sure to bring “growing pains,” businesses today are encountering
challenges far beyond normal growing pains. That is why, even though
channel management is a well-worn topic in marketing, we believe it
is worth a new look now.
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We see four general areas of change in the economy that call for a
renewed study of the management of multiple routes-to-market.
To some degree, all four areas have been affected by digital
technologies.

1.2.1 Changing Business Models

The first set of changes relates to new business models for distribution
that derive from technology. Firms based on these new business mod-
els are inserting themselves into traditional routes-to-market, bring-
ing corresponding opportunities for suppliers to gain or lose strategic
advantage by managing or mismanaging their distribution channels.

When products are digitized, the marginal costs of manufactur-
ing and distribution may approach zero though the fixed costs remain
high, making pricing challenging. Witness the difficulty of pricing and
monetizing digital distribution of books, news, streamed music, and
video. Variety that was expensive in a purely brick-and-mortar world
may be much cheaper to offer but organizing and presenting that vari-
ety in a meaningful way and pricing it appropriately is more important.

Another technology tradeoff: the Internet and mobile technology
allow shoppers to search for the best price without moving from their
desks or the aisle in a store, but the online world is increasingly tai-
lored and targeted. Marketers can use information about consumers in
real time to tailor offers to each consumer—through different products,
presentations, messages, and prices—often without consumers even
realizing it.

More than 50 years ago, Wroe Alderson, one of marketing’s pre-
eminent scholars, captured the nature of distribution channels when
he wrote, “economic progress has consisted largely of finding more
efficient ways of matching heterogeneous supply with heterogeneous
demand.”i The web and mobile are wonderfully efficient at facilitat-
ing that matching, so companies are disintermediating (a fancy word
for cutting out the middleman) channel members and going direct to
consumers.

At the same time, though, new business models have emerged
primarily by unbundling the functions that used to be provided by
traditional channels. Along with the traditional channel members
in the physical world of bricks (top half of the figure), Figure 1.1
shows new intermediaries in the virtual world of clicks (bottom half
of figure). Some new middlemen deal in the flow of information
rather than the flow of physical products. They present information
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Figure 1.1 Physical and digital distribution in today’s channel ecosystem.

on multiple options to consumers who can comparison shop and
then be seamlessly routed elsewhere for making a purchase. Some
new middlemen are digital versions of physical malls or retailers.
Many of them are platforms, such as Etsy’s marketplace or TripAd-
visor’s meta-search site, that have two or more sets of customers
with interdependent demand. The value that one set of customers
(e.g., suppliers) derives from the platform depends upon the demand
from the other set of customers (e.g., consumers). It is worth noting
that many of these new platforms are thriving, while classic two-sided
markets like newspapers and shopping malls are struggling to survive.
Other new middlemen are special service providers who perform
narrow but important functions like delivery or payment processing
or reverse logistics.

1.2.2 Omni-Channel Retailing

The second change is the relentless pressure for resellers to become
omni-channel, as a consumer may become aware of a product in
a brick-and-mortar store or catalog, check reviews and compare
prices on the website, make a purchase on the mobile app, and pick
it up (and perhaps return part of it) in the store. When retailers
intend to serve customers in one channel but they end up buying
from another channel, marketers used to refer to it as “leakage”
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or customers “escaping,” implying a failure of strategy or tactics.
Instead, the concept of omni-channel embraces the inevitability of
needing physical, online, and mobile arms, and of managing one’s
social presence to serve their best customers better. Omni-channel
strategies focus on integrating activities within and across channels to
correspond to how consumers shop.

In the face of omni-channel efforts by their downstream resellers,
suppliers have to adjust their own channel management practices.
They must decide which, if any, of their brands and product lines they
prefer to distribute in a multi-channel rather than omni-channel way,
for example, by making different brands or product lines available
through different channel partners. And, for others, they need to
weave together, manage, and reward a combination of many types of
channels to match how consumers want to search, buy, and return.
Managing omni-channel distribution is like recruiting and coaching
a team of players with different roles and skills. Linemen rarely
make touchdowns, but they protect the players who do. So, if some
channels increasingly get used as showrooms while purchases get
made elsewhere, the showrooms need to be rewarded. Becoming
omni-channel is not easy for retailers.2 It’s even harder for suppliers
to build a team, integrating not within one organization but across
many independent ones.

1.2.3 Data

The third change relates to the type of data that technology has made
available, some owned by suppliers, some by their channel partners,
and some (actually, a lot!) by third parties. The data are coming in at an
accelerating pace of data volume, timeliness, and richness. Figure 1.2
shows some of the changes in data availability that are directly relevant
to the management of distribution channels.

The bar code scanner, and more powerful, cheaper, and smaller
computers, took us from tracking quarterly shipments and inven-
tories to knowing daily store movement of individual SKUs; from
self-reported diaries to scanner and home-scan panels; and from
counting loyalty points to capturing and using detailed purchase
data from program members. Then came computer cookies, click-
stream data on what consumers do in the virtual world, followed

2We recommend a good look at the 2015 special issue of the Journal of Retailing, co-edited

by Peter Verhoef, P.K. Kannan, and Jeff Inman.
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Figure 1.2 The progression of data available in the channel, 1970–2018.

by mobile IDs and GPS technology that allow us to also pinpoint
where consumers are in the physical world. Mobile technology lets
the consumer compare retail prices in real time and order instantly
from whichever channel she chooses. But it has also reestablished the
importance of physical location, redefined convenience and in-store
visibility, and increased the reach, in both space and time, of savvy
marketers. Avi Goldfarb wrote, “the internet killed distance; mobile
brought it back,”ii and David Bell, after documenting several ways in
which physical location influences online behavior, argued: “location
is still everything.”iii

Although the integration of offline and online data is not nearly
seamless yet, we are farther along than we were even a couple
of years ago. Sophisticated software and the ability to analyze big
and not-so-big data now allow us to profile consumers, anticipate
what they will buy next, and tailor not just prices but assortment,
presentation, and messaging in real time. We used to think of arti-
ficial intelligence in the context of autonomous cars and robots, but
platforms like Amazon and Alibaba are using AI to predict what
consumers might be interested in and to offer them more precise
search results and recommendations for products and content.iv They
are in a uniquely advantageous position to integrate information
about consumers from a whole range of activities, including product
search, purchases, payments, social media activity, and newsfeed
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and other content consumption—a near-omniscience that no single
supplier or retailer can match.

Other technologies, such as RFIDs, QR codes, and now Blockchain,
make it possible to track information up and down the distribution
value chain, ranging from the source of our Chicken McNuggets, to
the conditions a product was exposed to during transportation, to the
shopping path a consumer takes in a store, to whether the item she
buys came from a regular shelf or a special display. Sensors in malls and
stores track shoppers’ movements, building flowcharts of their shop-
ping paths and heat maps of the areas and products they spend more
time with, enabling marketers to make improvements in store layout,
employee deployment, and more, in real time.

All of these are making more data available faster to evaluate pro-
grams and decisions and, as Google’s ex-VP of Consumer Solutions Jim
Lecinski likes to say, “data beats opinion.” Which parties in the channel
ecosystem have what data, how effectively they use the data, and how
much of it they share with their partners, is impacting power positions,
negotiations, and all terms of trade, ranging from product assortment
and shelf placement to logistics and pricing.

1.2.4 Regulation

The final set of changes consists of legal and regulatory shifts. Channel
practices that used to be illegal per se are now under the more lenient
rule of reason (only prohibiting actions that unreasonably restrain
trade). Most notable is Minimum Resale Price Maintenance (mini-
mum RPM), which came under the rule of reason with the 2007 U.S.
Supreme Court’s decision in Leegin Creative Leather Products, Inc. v.
PSKS, Inc.3 At the same time as RPM opportunities have increased,
however, some promotional practices such as loyalty discounts and
bundled discounts have come under increased scrutiny for their
exclusionary and predatory potential.v

The variation in regulations across geographic regions—not just
different countries but also different states within the U.S.—makes
it more challenging for both suppliers and their channel members

3However, minimum RPM remains in flux: Maryland passed its own law in 2009 enact-

ing the illegality per se of minimum RPM, and other states, such as California, New York,

and Kansas, took the position that the Supreme Court decision does not affect their own

state laws. As a result, suppliers did not rush to take advantage of the opportunities for

price control. But that may change as they continue to grapple with showrooming and

price erosion online.
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to manage distribution. Uber faces varying degrees of regulatory
opposition state by state and country by country in its bid to be treated
as a digital service and not a transportation service. Tesla fights similar
battles against individual state franchise laws in its efforts to sell cars
directly to consumers in the U.S.

According to some economists, the tenets of economic theory used
in antitrust have to be modified for multi-sided platform businesses.
The most commonly cited example is pricing below marginal cost:
it’s traditionally viewed with suspicion by competition authorities,
but can be fully consistent with efficiency for a platform, who may
price below marginal cost for one set of customers because it can
reap the benefits from increased demand by another set of customers.
For example, Open Table charges restaurants for bookings made on
its site but doesn’t charge consumers anything, even giving them
reward points that can be redeemed at restaurants in the Open Table
system. The nature of interdependent demand can be asymmetric
or competition can have different effects on two sides of a platform,
potentially reducing prices on one side and increasing them on
the other.vi But there are several other aspects to the economics of
platforms, and antitrust perspectives are still in flux.vii

New business models also pose challenges as regulators figure out
what functions the new intermediaries perform and how they should
be viewed. For example, it’s unclear whether Uber’s drivers should be
treated as independent contractors or employees—a question that will
have major implications for its profitability. In a related vein, it may be
unclear whether some new intermediaries, such as travel aggregator
Booking.com, are independent distributors or agents—an important
distinction when it comes to antitrust regulations.

As new and different intermediary models evolve, the services that
the intermediaries provide, the costs and risks they incur, and the ways
in which they are compensated, are becoming increasingly important,
not just from a channel management perspective, but from a legal and
antitrust perspective as well.

1.3 THE ROAD AHEAD

This book is about developing, executing, and adapting distribution
strategy, and managing channel conflict and power in the new chan-
nel ecosystem. Our goal is to provide an analytically grounded and
metrics-based approach to channel management in a time of change.
How will we get there? Well, before we can manage something, we
need to have a clear mental model of how it works. So, we use Part I
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of the book (Chapters 2–6) to introduce an organizing framework for
how suppliers work together with their channel partners; impart a
clear understanding of the fundamental causes of conflict in today’s
channels; lay out a map of the intermediaries in the new channel
ecosystem and their functions; and explain the sources, indicators,
and outcomes of power in the channel. Part II (Chapters 7–12) is
devoted to the metrics, tools, and frameworks that can help a supplier
select the right type and intensity of physical and online distribution
coverage. In Part III (Chapters 13–16) we discuss the strategies related
to product line, channel pricing, and promotional incentives that can
be used, in the lingo of economists, to “coordinate” the channel and
manage ongoing conflict.
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