The Marketing Mix: Place

This component of the marketing mix is concerned with the processes by which the product is made available to the consumer in a particular place.  Other commonly used terms for ‘place’ include distribution, delivery systems and marketing channels.

There is a concept called the five ‘rights’ of distribution:

The right product…in the right place…at the right time…in the right quantity…for the right price.

All of the above ‘rights’ are clearly affected by an effective distribution system.

· The right product is the product that the customer asks for, not an available alternative.  If an organisation’s product is not available for purchase, customers may well switch brands and loyalty.

· The right place is where the customer wants to buy the product (convenience). For example, you would expect to buy a bucket and spade at the seaside, not in a museum!

· The right time refers to customers’ normal expectations as to timeliness (available when required).  There may be expectations as to opening times (24 hour shopping, Sunday trading, etc.) or it may be considered on a seasonal basis, e.g. ‘back-to-school’ clothing, greengrocery produce, Christmas cards.

· The right quantity refers to the expectation of customers to be able to buy in convenient amounts for their rate of usage and storage, e.g. bulk packs/single packs.

· The right price is determined by the customer’s perception of value.  Where products are available influences that perception, e.g. exclusive outlets indicate quality to many customers, for which they may be prepared to pay a premium price. How the product is distributed also affects the cost of the product which may well be reflected in the price.
Points in the chain of distribution

Direct selling from the producer to the consumer can take place by various means:

· Mail order

· Telephone selling

· Door-to-door selling

· Personal selling in the case of industrial goods

· A vertically integrated organisation which includes both manufacturing and retail outlets

· Computer shopping or TV shopping

However, most producers use middle-men or intermediaries to bring their product to market.  This is often due to insufficient resources to finance a large sales force, lack of ‘know how’ in  direct selling and when potential buyers are large in number, spread over a large geographical area.  

The main types of intermediary are as follows:

1. Retailers are traders operating outlets which sell directly to households and may either purchase direct from the manufacturer (for example, Tesco) or deal with a wholesaler (e.g. corner shops), depending on purchasing power and volume. 

2. Wholesalers stock a range of products from competing manufacturers – they do not normally sell to the end consumer, but to other intermediaries, usually retailers (for example, Macro).

3. Distributors and dealers are organisations which contract to buy a manufacturer’s goods (taking legal title) and re-sell them to customers at a profit.  In addition to selling on the manufacturer’s product, distributors often promote the product and provide after-sales service (for example, car dealerships).

4. Agents and brokers are intermediaries who have the legal authority to act on behalf of a manufacturer, although they do not take legal title to the goods, or indeed handle the product directly in any way.  Their prime function is to bring buyer and seller together and they earn a commission on sales they make.

5. Franchisees are independent organisations which, in exchange for an initial fee and (usually) a share of sales revenue, are allowed to trade under the name of a parent organisation, for example, McDonalds.

Channel design decisions

In setting up a channel of distribution, the supplier has to take into account:

a) Customers. The number of potential customers, their buying habits and their geographical locations are key influences.

b) Product characteristics such as perishability, high levels of customisation and the need for after-sales service or technical advice imply the need for direct or short channels.

c) Distributor characteristics. The capability of the distributor to carry out functions such as promotion, maintaining an adequate level of sales, maintaining an acceptable price, etc.

d) Competitors’ channel choice. New suppliers may face difficulties in breaking into a market if all the best distribution outlets have been taken up.

e) Supplier characteristics. A strong financial base gives the supplier the option of buying their own distribution channel: Boots the Chemist is a prime example. The market position of the supplier is also important.  Distributors are keen to sell the market leader’s products but the fifth brand in a market is likely to find more distribution problems.

Distribution channel structure (consumer goods)

The route selected to move a product through different intermediaries is known as the channel structure.

Producer to consumer (direct supply), for example, Revlon’s factory shop, direct line insurance, Dell computers, pick-your-own fruit.  The increasing cheapness and ease of setting up customer databases mean that direct selling is becoming a more attractive distribution option.

Producer to retailer to consumer (short channel).  Many manufacturers select this channel when their customers are too geographically spread and/or the product’s price is too low to warrant direct selling (e.g. Kellogs, Heinz, Gillette).  This route is popular with the larger retailers, since they can buy in large quantities, obtaining special prices and often with tailor-made stock-handling and delivery arrangements.  Tesco, for example, has automated its business chain to such an extent that orders, invoicing and payments are all triggered by shoppers passing through the checkouts.  In the car trade, a local dealer usually deals direct with the manufacturer because, unlike fmcg products, there is a need for significant support and expertise in the sales and service process.

Producer to wholesaler to retailer to consumer (long channel).  The advantage of adding a wholesaler level can be significant where small manufacturers and/or small retailers are involved.  A small manufacturing organisation does not necessarily have the skills or resources to reach a wide range of retail customers and, similarly, the small corner shop does not have the resources to source relatively small quantities direct from many manufacturers.  The independent grocery sector is serviced by a number of cash-and-carry providers and wholesalers.  Some large manufacturers, such as the daily national newspapers, choose to use wholesalers who can assemble tailor made orders involving many titles, for each small, corner shop newsagent.

Producer to agent to wholesaler to retailer to consumer.  This is the longest channel which might be used, for example, where a manufacturer is trying to enter a relatively unknown export market.  The agent will be chosen because of local knowledge, contacts and expertise of selling into that country.

Rationale for using intermediaries

Every transaction between a buyer and seller costs money.  There are delivery costs, order picking and packing costs, marketing costs and administrative costs relating to processing an order and receiving or making a payment.  The role of the intermediary is to increase the efficiency and reduce the costs of individual transactions. Other reasons for using intermediaries are because they add value for the manufacturer and customer alike.
Distribution strategy

1. Intensive distribution occurs where the product or service is placed in as many outlets as possible and no interested intermediary is barred from stocking the product, e.g. ‘convenience’ goods such as chocolate bars.

2. Selective distribution uses a small number of carefully chosen outlets within a defined geographic area. This method is often used with ‘shopping’ products such as computers which require explanation or demonstration, and perfumes which need the right retail ambience to reinforce their upmarket image. 

3. Exclusive distribution allows only one outlet to stock the product in a large geographical area, e.g. Mercedes cars. Usually used for products which are bought infrequently and for which there is low density of demand.
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