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Executive Summary

Managing the channel network brings challenges each distributing manufacturer will have to face business life. As the ultimate goal of both manufacturer and intermediaries is to maximize their profitability in the market, it takes mutual understanding and serious devotion, close teamwork and effective communication for its achievement. The third parties’ motivation to actively market a relevant product is greatly dependant on its relations with the manufacturing company. This means that the manufacturer is to incessantly nurture the relationship by encouraging and stimulating the intermediary to continue believing in the great benefits of their collaboration. One of the aspects that define a healthy relationship is a satisfactory customer service, where channel partners are provided with personal attention, rapid and effective assistance concerning questions, support and other issues. Moreover, the communication with and through the channel should be of optimal level, consisting of a constant and transparent flow and exchange of information from and to the channel partners. 

Numerous factors can decrease the motivation of the channel. Businesses should prevent in any way for their channels to reach this stage, because the consequences will directly affect them. An optional choice to keep the channel motivated is Deal Registration Programs. Through these programs conducted by the manufacturing company, channel partners are provided with unique opportunities for realizing one or more deals in a pre-defined period of time. The deal contains, among others, detailed information about the number and type product and financial objectives that need to be accomplished within a specific time frame. Specific requirements are set, determent whether a channel member is eligible to apply for such programs. In most cases, the latter has been delivering a satisfying performance in the sale of a product and is rewarded with a membership into the programs. In other words, the programs are accessible only to the elite group of the distribution channel. Deals are time- defined and never ongoing. Vendors that have achieved the agreed objectives can either extend their deal program with a maximum of a year or re-register for a new deal. Successful vendors are rewarded with incentives, marketing funds, (fixed) discounts, or additional margin points for the deal but always in proportion with the performance of the vendor. Not only will there be a closer work relation, better communication and trust between parties; most importantly, businesses will be fully benefiting their channels because of a motivated and sales-driven network.
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Introduction
The writing of a final report is a requirement for last- year students of the faculty Higher European Studies at the University of The Hague for Professional Education. During my internship at the software company Markzware Europe B.V. I conducted a research on the current channel management of the company. In this period, working with the distributors and other vendors of the company was very essential. I discovered that besides viewing from the top, the management of the channel had also to be seen through the eyes of the channel itself. 

Due to the enormous-sized network of Markzware Europe, I sometimes encountered trouble or confusion in understanding the use of the channel and how it operates. On the other hand, this world intrigued me so much that I wanted to know more about the role each member. Whereas the findings of the previously mentioned study revealed that due to lack of motivation the channel of Markzware Europe was not performing at full potential, the idea captured my thought to provide a solution to the problem. 

Nonetheless without a solid understanding of the basics of the forms of distribution and the available channels, no accurate recommendations can be given on the matter. Hence, the initiative to write a report on the subject: Managing the distribution channels.
The first chapter describes what distribution is about and the use of channels, followed by a second chapter on the channel structures of distribution. A special chapter is dedicated to channel complications and their solutions, followed by a case study on Markzware Europe’s de-motivated channel.  Due to the non-fictitious and actual information it adds value to the rest of the paper. Finally, Deal Registration Programs are presented as a recommendation and solution to fight a de- motivation within the channel network. Concluding, with the discussed material answers will be provided to the research question: How can de-motivation within channels be overcome in order for businesses to fully enjoy their benefits?
Chapter 1
The Basics of Distribution

1.1  
Introduction

The first paragraph of the current chapter, The Basics of Distribution, will reveal the meaning behind the appellation ‘distribution’ and present which activities are part of its management. In the second paragraph the use of channels will be discussed for a basic understanding of the subject and will serve as an introduction to the more in-dept aspects of it.
1.2 
What is distribution?

One of the well- known P’s within the marketing mix formula is the place of distribution. Distribution is commonly linked to “dealing with logistics: how to get a product or service to the customer” (“Distribution (business)”, 2007, “Explanation”). The manner through which the product or service is to reach the customer is called the channel, which oftentimes is plural. At the Vrije School Haarlem, van der Zanden (2003) describes the distribution channel as a “network of independent organisations fulfilling the essential role within the distribution a product, in order to connect the product and the end user” and that “the success of a product and or service is strongly dependant on the performance of the channel parties involved” (p. 1). As we proceed to the further pages of this report, a more in-depth insight will be given to the matter.

Like in any other element of the marketing mix, most precise investigation and implementation and assessment are core activities of the distribution management. After the completion of the distribution policy, it should include information on how the distribution is to be executed, providing answers to questions such as:

· Should the company in question go direct or indirect?

· Should multi-level channels be used?

· Where and when should the product or service be available?

· Should the distribution be exclusive, selective or extensive? (“Distribution (business)”, 2007, “Explanation”).  
1.3
 The use of channels

Prior to presenting the members of the channels, it is of vital importance to understand the use of channels and settle the true value it adds to the existence of a product. Businesses that are considering distribution through third parties are recommended to engage in McKinsey’s four-step process, of which we will now discuss the first two steps: 

· Asses the true cost of working through third-party distribution

· Understand the competitive benefits a distributor can provide

· Design a channel network that uses incentives and support to maximize partner performance

· Effectively manage the transition to the new channel network (McKinsey and Company, 2002, p.1)
As product technology is developing, customers make consuming decisions by comparing the process benefits of goods: convenience and customization, and support and services. As those benefits are beyond the direct control of a factory, businesses tend to jump to hasty decisions for the execution of third-party distribution plans. Many find out too late that the costs of maintaining these channels are much more than expected! An effective strategy is to begin with an overall analysis of the market in a pre- determined area or location; subsequently specify the profits and expenses of potential distribution models for all the parties involved (McKinsey and Company, 2002, p.3). Although working through channels is a rough road, the article states, in many cases the benefits outweigh the costs.

With the challenges it brings along with, third-party distribution offers multiple benefits such as a manageable size of contacts and efficiency in transportation, ultimately leading to the increase of sales volume. Possessing a manageable size of contacts is very important to companies, especially when located in large countries such as the United States, Germany and Russia. Experience has taught how complicated if not impossible it is for large companies to manage, retain and give the needed specialism (support and service) to the desires and necessities of each one of their customers. Existing as well as potential clients that are valuable to the company, left due to unfortunate circumstances like these. Efficiency in transportation is another aspect that especially end users greatly appreciate. Local vendors have made it possible that the consumption of the desired product(s) is more accessible, saving much effort, valuable time and money. 

Besides the above mentioned advantages, there are other benefits businesses enjoy when making use of a distribution channel such as: “contact forming, assortment building and storage, promotion, financing, supply management and (up and down) flow of information” (van der Zanden, 2003, p. 2). We will take a closer look at the given benefits:
· Contact forming

Through the channel, businesses are able to create a smooth-running network and database of suppliers for a co-ordinated demand and supply process.

· Assortment building and storage

Through the channel, businesses are able to make the entire assortment of products/ large quantity of a product available in several locations within a country. By using distributors, manufacturers can storage quantities of product in more than one place.

· Promotion

Through the channel, businesses are able to promote a service/ product more effectively and so increasing the chances to successfully reach the individual end user. 

· Financing and risk taking

Through the channel, businesses are able to enhance their revenues by reaching far horizons that were difficult to reach on own effort. Manufacturers often save money, time and effort by splitting e.g. promotion costs with vendors.

·  Supply management

By making use of channels, the managing of supply becomes more transparent and controllable, due to a decrease in processing one-piece item orders and an increase in multiple-piece item orders. As a consequence manufacturers can develop a well-organized, if not, programmed system to automatically refill the supply of their vendors. 

· Flow of information (up and down)

Through the channel, businesses are able to focus only on the demands and wishes of their vendors and clearly communicate with them, instead of having to deal with those of the end user as well.  Vendors will serve as the link between manufacturer and end user, communicating relevant information received by the manufacturer to the end user and vice versa. 

Despite the perfect picture of how things should operate, in reality many businesses are (un)consciously too possessive and forcing their will upon channel partners. This phenomenon is a common, frequent happening and a very source of channel conflict. These businesses should put in practice the next step of the former mentioned four-step model: understand the distributor’s business model and competitive advantage in the market in order to comprehend the competitive benefits that distributor can provide to the company in return. It is important, the experts add, to know why customers buy one’s products: is it because they are convinced users of the products and therefore stand for them, or because of the offered customer care? (McKinsey and Company, 2002, p. 4) Businesses are to be familiar with the way their channel partners operate and make money, and even rely on their judgement on how to approach the market. Only then, company and channel will achieve the ultimate objective to successfully reach the end customer.

1.4 Conclusion

While third-party distribution is a remunerable process, not every business is cut for the execution of it. In order to take the right decisions, the company must analyse the market, set up optional distribution models and specify the significant revenues and costs of each model for both the company and its distribution partners. This approach will point out the use of a channel to a company, provided with its benefits and disadvantages. Whereas additional high costs come along with third-party distribution, in fortunate circumstances the benefits will outweigh the disadvantages.

Chapter 2
The Distribution Channel

2.1 
Introduction

The distribution channel consists of many structures of channel which will be discussed in the first paragraph of this chapter. Subsequently, paragraph two will narrow these structures down to one widely used and well-known channel: the traditional indirect selling channel structure; and in view of it, we will also analyse the selection and activities of its members.

2.2 
The channel structures

Nowadays businesses know two distinctive channel alternatives on the field of distribution: the direct and indirect selling channel, with the latter consisting of three additional options: 

· Direct selling channel: no intermediate parties involved between the goods and the end user. Common for industrial goods and/ or service and through the Internet. Examples: manufacturer’s sales office, manufacturer’s branch office, catalogue mail order.

· Shortened indirect selling channel: parties involved are only retailers/ dealers. Common for shopping goods and specialty goods.

· Traditional indirect selling channel: parties involved are distributors and retailers/ dealers. This is the common used form of distribution channel for most of nowadays products.

· Extended indirect selling or multi-channel: parties involved are agents, distributors and retailers/ dealers. Common for convenience goods (van der Zanden, 2003, p. 3). 

The following illustration (figure 1) depicts the last three options discussed above, within the indirect selling channel: 

Figure 1
Model of indirect selling channels 
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As mentioned previously, distribution is not necessarily limited to physical products. Hotels are a good illustration of moving a service from producer to consumer. By using both direct and indirect channels, “hotels may sell their services (typically rooms) directly or through travel agents, tour operators, airlines, tourist boards and centralized reservation systems” (“Distribution (business)”, 2007, para. 2.1).    

In view of the various types of selling channels, Kotler’s study (as cited in “Distribution (business), 2007) defined directly selling to the end user as the ‘zero-level’ channel, which is the simplest level. The level that follows hereafter is the ‘one-level’ channel featuring one party as intermediary between manufacturer or producer and customer. In this case the intermediary could be a retailer for consumer goods or a distributor for industrial goods. Zero- and one-level channels are applied to small markets, because of their feasibility and simplicity. On the other hand, it is more practical for large markets to apply the second level where it is the distributor’s responsibility to make available the product(s) to the large number of small, neighbourhood retailers. The distribution structure differs per product according to the type of audience desired to reach and the size of the market. In that we find that one might choose for a direct-channel distribution strategy, while the other prefers to implement an indirect distribution approach to the market. As much as the various alternatives of distribution channels of physical products and services is an interesting study, we will limit the focus of this thesis to the distribution of physical products through the traditional indirect selling channel.

2.3

The conventional channel

As stated previously, we will further analyse the distribution of physical products through the traditional indirect selling channels. Lancaster and Massingham (as cited in “Distribution (business), 2007) refer to this second-level channel as the ‘conventional or free-flow’ channel.  As we will continue using this appellation, it represents “the usual, widely recognized channel with a range of ‘middle-men’, passing the goods on to the end user”, whereas distributors followed by retailers execute the position of the middle-men. Recommendable for this type of channel are non- perishable goods or products with long expiration date.

Van der Zanden’s (2003) study reveal that part of the distribution policy is the selection of the proper level of intensity. Subdivided into three categories we find:

· Intensive distribution: as much as possible selling points locations, mainly for convenience goods.

· Selective distribution: trades are conducted only with selling points that meet the minimum requirements (location, image, volume), mainly for shopping goods.

· Exclusive distribution: there is one selling point per region available (if much service, expertise is required), mainly for specialty goods (p.7).
Similar to other options, the conventional channel has its pro’s and con’s. So primarily, let us determine the factors that encourage the use of this channel, mainly used for non-perishable goods:

·  
Larger territory coverage with few customers: vendors provide products to larger parts of the market. 

· High purchase frequency: vendors provide multiple selling points and so increasing the purchase frequency.

· Low priced goods: goods are cheaper when one can buy in large quantities.

· Flexible variable costs: variable costs are dependant (among others) on the number of goods and can be lowered at anytime with a decrease in the quantity of goods.

· Decentralized pre- and after-sales and service activities: whereas the producer or manufacturer is indirectly involved in the sales and service activities, vendors on the other hand are directly responsible for the needs and desires of the individual customer.

· Purchase of small quantities: vendors make possible the purchase of small quantities, which at a manufacturer would make the process and administration of orders less organized, if not chaotic (Van der Zanden, 2003, pp. 3-5)

Besides the benefits that this second-level channel distribution brings with it, there are possible threats that can seriously harm its mechanism such as competition and conflicts arising from within, which in chapter three will take a closer look at. 

2.4.1

Channel members and their membership

Zooming in on the conventional channel we come across its members: on top the manufacturer or producer followed by the distributor, retailer or dealer and finally the end user. The manufacturer provides a current flow of availability of goods for the distributor to purchase large quantities of one or more products. The distributor also called ‘a wholesale business’ distributes goods to its dealers who on their turn re-sell to the end user.

In many cases, the distributor has the determent role to select who will be its retailers. The motives that lead to acquiring retailers are the targeted audience and the desired product image, the current location of the distributor, the purchasing power and consuming behaviours. For the selection of potential retailers there are a number of widely used criteria such as: the financial possibilities and expertise, the competitors’ policy, the attitude and size; the growth possibilities, current location and improved customer care of the reseller (van der Zanden, 2003).

Some perceive distribution as ‘the greater the number of vendors one has, the better the sale of a product’. Unfortunately this is not always true. A more accurate statement would be that the success of a product is dependant on the performance of the vendors within a country. The revenue of a product is easily influenced by the distribution within a dense or scattered market. The following puts forward an auxiliary explanation to the matter
:

Situation #1: Country with dense market

In a situation like this, it does not matter whether the market is big or small. If too many distributors are concentrated within few parts of a country or region, the effects can be harmful for the functioning of the market. Here are some of the consequences: competing prices, little/ insufficient awareness of (new) products in other parts of the country, (possible) confusion among customers on which distributor is the best and where to buy. A very significant consequence is: great supply but small demands at each individual store, which can cause closing down of stores. Former examples are the Danish companies Supply Services AS and Mimosa
- the latter closing down in 2005 as a result of an overcrowded market. These consequences are to be expected at a larger degree in a country that is overloaded by multiple distributors providing similar assortment of products. In a case like this we could speak of saturation or an impenetrable market.

Situation #2: Country with scattered market

On the other hand, if distributors are too far away and not evenly spread within a country or region, consumers experience difficulties in obtaining the desired goods. Probable results are long hours of travelling, long queues, slow response when support is needed and eventually users searching for alternative products (easier accessibility) to replace the usual.

Situation #3: Country with evenly spread market

Nonetheless, if vendors are evenly spread over the market, there is an (more or less) equal provision of supply, each covering an average number of customers within that region. Evenly scattered, we could speak of a well- balanced and smooth- functioning market.

2.4.2
The umbrella- distribution model

Another relating aspect within ‘Channel members and their membership’ is the umbrella- distribution
. This will occur when a manufacturer has no distributors in one or more countries. 
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Figure 2
The umbrella-distribution model
It frequently happens that a distributor in the nearby country will take care of incoming orders of its neighbour countries. The country of that distributor could be called the ‘mother’ country, which will cover the activities of the so-called neighbouring ‘daughter’ countries. Note that it might occur that under no circumstance these ‘daughter’ countries are related to or part of the ‘mother’ country and that the term may not be scientifically recognized. Subsequently the process develops in the following way: either a reseller in the daughter country and or (rarely) an end- user in distributor will then arrange for the reseller or end- user, to receive the requested item(s). The above explained is illustrated in the umbrella- distribution model in figure 2. We shall identify a few cases in point that operate under the umbrella-distribution:

Denmark

Denmark is a typical example of a mother country in the umbrella- distribution. Certain the daughter country would place an order at for example a software manufacturer. The latter will direct them to (one of) its distributor(s) in a neighbour country to where the order comes from. The approached distribution activities for countries such as Sweden, Norway and other parts of Scandinavia are all taken care of in Denmark. Customers in the previously mentioned countries will still be able to buy from their local resellers, but these resellers acquire the goods from a distributor (Network Innovation AB) in Denmark. Other examples are:

Turkey

Example: The Turkish organization Elma covering Azerbaijan, Greece and Kazakhstan.
Spain

Example: The Spanish Electronic Publishing Systems S.L. covering Portugal as well.

Finland 
Example: The KTA Corporation covering territories of Estonia, Latvia, Lithuania.

The Netherlands

Another example is Belgium being ‘mothered’ by The Netherlands, where Dutch distributors forward the merchandise to Belgian resellers. Examples are: F-Two Benelux and XCite International.com B.V.
2.5 Conclusion

In the field of distribution channels we find two categories: the direct selling channel and the indirect selling channel. The most common used form within the indirect selling channel is the conventional channel, consisting of distributors, retailers and finally end users. With any chosen type of structure, businesses will have to determine the level of intensity of distribution and the role of each member. While there are many advantages in using third- party distributors, these benefits are sometimes not fully appreciated due to environmental factors such as the consequences of a dense or scattered market. By creating a network of an evenly spread supply and or applying the umbrella- distribution model, manufacturers can respond lucratively to the demands of the market.

Chapter 3 

Channel Behaviour

3.1 Introduction

In continuation of chapter two we now know that not only environmental but also internal factors have influence on the behaviour of the channel. This chapter discusses how conflicts occur within the channel, the consequences and possible solutions for the well- functioning of the entire network.

3.2
Channel complications and their consequences
There are two categories of complications that occur within the channel: product competition and conflict among channel members. Under product competition we understand the competition of products on inter- channel and intra- channel level.  When speaking of inter-channel competition, the term refers to the competition of the same products via different channels. A possible cause could be for instance when two or more retailers of the same distributor are closely located to each other and as a result one gets the majority of consumers. When speaking of intra-channel competition, various products are competing with each other within the same channel. For this type of competition two examples are given: a first possible cause originates from the inside of the business due to the launch of two products with (almost) identical functionality, the one shortly after the other. A second possible cause originates at the retailer who is selling competing goods of other competitors (van der Zanden, 2003). 

Conflicts are part of a set of factors that de- motivate the sale of product. They occur vertically as well as horizontally on inter-channel and intra- channel level. Conflicts sources are disputes about role, objectives and interests. Examples are:

· Short versus long term objectives

· Division of tasks

· Supply forming and exchange of information

In some cases, even “channel members start to perceive other channel member(s) as preventing or impeding it from achieving its goals” (Albrecht, 2000, p. 9). Some businesses take it to the extent of calling in the help of the Court and parties involved ending up with hostile feelings against another. Not to forget, there are also many manufacturers that take a tyrant position when dealing with their channels, instead of showing interest in and taking in account the way their channel partners do business. As a result of this behaviour channel conflicts arise from incompatible needs and desires (Albrecht, 2000). Conflicts have a destructive power on the channel; when there is no mutual understanding and co-working with the channel, manufacturers will face their biggest fear: a de-motivated channel. Below a citation is given from Achieving Channel Excellence concerning a de- motivated channel: 

Given all of the changes occurring in the distribution, intermediaries are jittery. They are highly sensitive to signals that suggest they do not have a future with a given manufacturer and are quick to jump ship if they believe their future will be more secure if they switch to another source of supply (McKinsey and Company, 2002, p.12).

While channel partners may decide to end the work agreement with their manufacturers, the worst scenario is when they are registered as active members of the channel and in fact play an idle role. They may decide to stop (actively) promoting the products of a certain manufacturer and turn their focus on the products of competitors. In that case, they will sell from what they have in storage but will re-order a minimum of products, if not at all, at the manufacturer. Manufacturers that are strongly dependant on third- party distribution, not having other direct selling revenues (e.g. online sales, catalogue mail order, manufacturer’s sales or branch office) will suffer the greatest losses in sale.

3.3
Recommended solutions

The secret behind working through third-party distribution is to have the proper level of influence on the performance of the channel partners. It is not about forcing one’s will upon them nor watching from a distance without any involvement in the process. It is to find a balance between giving them the space to develop, regenerate new ideas and execute them while at the same time providing the proper guidance and support in order to reach a win-win situation for both parties. “The keys to success are strong communication; deliberate fact-based planning that takes into account the economic effects on both manufacturers and intermediaries; and rapid, decisive implementation” (McKinsey and Company, 2002).

Although it may not always be as effective as expected, negotiation is the quickest and less expensive solution. An additional advantage is that parties can improve their relationships by talking and sorting out debatable matters. Albrecht (2000) suggest possible solutions for conflicts between two or more channels in the same segment: 

1) Differentiating the channel offer: each retailer gets a different assortment of products to sell on the market.

2) Defining exclusive territories: each retailer gets a clearly defined section of the market, in which it should supply only to customers in that area. Incoming orders that are outside its ‘jurisdiction’ are referred to the retailer that is covering that territory (p.10).

Businesses that desire to have control over the performance of their channel partners must communicate and join hands with them; else objectives will never be (fully) reached. The complexity of handling channel partners is immense, that businesses have decided to appoint specific specialist to manage their channels. In the article Channel Sales Management: Beyond CRM , Mary Wardley (2006) introduced her view on how businesses can successfully work through third parties: 

As vendors heavily invest in partnerships, the relationship between the two companies will become more committed and more complex. Fundamentally, the channel partner needs to behave as a logical, integrated extension of the vendor’s internal sales organization. There must be a tight coupling between the vendor and the partner to have an effective relationship, and this requires that both have a financial commitment to the relationship. One cannot keep partners at arm’s length or consider them as necessary evil. Any successful partner organization or program must have top-down commitment from the vendor, in which partnering is not simply a business strategy but a cultural commitment that includes treating partners as well as one’s best customers. [On the other hand,] vendors can include top partners in sales and technical training, product road maps, sales forecasting calls, and quarterly meetings. (p.2)

The article further states that the customer makes very little distinction between the supplier and the manufacturer. The flow of top-down information should be constant, transparent and accurate that when the customer approaches either of the two, the same message is delivered. In such case, we could speak of a well-functioning channel network (Wardley, 2006). 

3.4 
Conclusion

When distributing through third parties, internal and external factors may have negative influence on the channel causing competition and conflicts. The results are competing products of channels within the same segment but also disputes about role, objectives and interests among channel partners and the manufacturer. For the prevention and or solution of these complications, it is recommended to channel partners to have transparent top-down communication, clearly defined tasks and roles, and mutual understanding and commitment to desired objectives.  
Chapter 4
Case Study: Markzware Europe’s Distribution Channel

4.1 
Introduction

This chapter
 presents the findings of a conducted research on the subject of channel management for the company Markzware Europe during my internship in 2007. During this five-month period, a survey was conducted among the distributors as well as the resellers of the company. The end results showed that the manufacturing company, Markzware Europe, was doing well enough with its distributors while the resellers were slowly sliding into a condition of de- motivation. With the gathered findings, it was possible to make recommendations on how Markzware Europe could encourage the performance of its channel partners and keep them motivated.

The motive behind including this case study to the report is to provide a real case of how third-party distributors of an international software company are experiencing the management of the channel; a case that is beyond fiction.

4.2 Case study

Lately Markzware Europe B.V. has become more and more interested in the performance of its channels.  In her eyes, business with her channel partners was not delivering the most satisfactory results and as it is every company’s goal to fully enjoy the benefits of its third- party distribution, the situation required change for the better. For this reason I was hired as a trainee to conduct a research on its channel management and make recommendations for her improvement.

In order to find out what needed to be improved, I had to evaluate the management of the channel through the eyes of the channel itself. As a result, a survey was conducted among the distributors and resellers of Markzware B.V. inquiring about aspects such as the sale of Markzware products, the company’s Customer Service and the Communication with the channel. The findings
 showed a satisfied network of distributors: highly praised service and support from Markzware Europe and excellent information exchange between the parties. (See Figure 3)

Figure 3
Marzkware Customer Service and Communication with distributors
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The results of the resellers’ survey, however, were less satisfactory: the average mark for the ease of selling MW products was a score of 4.4! In fact, resellers admitted to experience difficulty in the sale of Markzware products and that they desired more involvement of Markzware Europe in the promotion and sale of its products. Furthermore, many complained about great delays when ordering through a distributor and a number of them even wanted to directly buy from Markzware Europe! Other resellers claimed to have ceased in actively promoting and selling the products of Markzware Europe. With that knowledge, it was crystal clear that the reselling channel was slowly but surely getting de- motivated. At that critical point, Markzware Europe needed to waste no time in finding out what the real causes were behind this behaviour and how to quickly but effectively resolve the issue. 

The above part presents a twofold problem that the channel was struggling with, namely: the ease of selling Markzware products and delays with the reception of ordered products.

In an attempt to dig for the roots of this behaviour, the participants were asked to share their view with Markzware Europe:

· The ease of selling Markzware products

When asked what could be the reason(s) for not doing well on the market, the majority indicated that the awareness of Markzware products was very low and that because customers did not know of their existence, there was a small demand for the products. How come? 

The answer to the question ‘Do you have a specific web page about MW products?’ sheds light on the matter: only five (5) of the twenty- four (24) resellers responded affirmative. It is to be expected that without any information provided about the products and their great functionality, sales will only occur whenever an end user individually finds out about their existence. In other words, the other resellers were passively waiting for the consumers to make a move. Note, however, that the promotion and marketing of products is not the responsibility of only the channel. The manufacturer, in this case, Markzware Europe, also failed to do so and had left most part of the activity for the channel. Whereas the resellers should set up a specific web page about the products in question and start actively promoting again, Marzkware Europe can definitely leverage the pressure on them and arrange for more visibility in the media and local advertising if possible, and the supply of more marketing materials. In this way, channel and manufacturer are working jointly to reach the (individual) customer.

· Delays with the reception of ordered products

Channel experts tell that the proper quantity of items ordered must always be in proportion with the available space for store. This means never ordering an excessive quantity of products that require more than the available store space, nor too few items that there is a constant need for more. We found that it is best for each distributor of Markzware Europe to order a little over the needed number of products, for a smooth running channel mechanism. By always ordering the exact number of products requested, long waiting time occur ultimately causing dissatisfaction for both reseller and end- user. Several examples are known of resellers approaching Markzware Europe with serious intentions for direct purchase. When asked to the distributors whether their resellers stock Markzware products, a great majority of resellers did not. The ultimate goal of every business is to recruit and retain satisfied customers/ end- users. Since it is not Markzware Europe’s intention to disrupt the channel or eliminate any existing distributor, an alternative option is working in collaboration with distributors to encourage resellers to stock (more of) Markzware’s products.

The above comments are drawn from the submitted entries to the question: Do your resellers stock or do they order only on demand from you? Figure 4 presents the findings: only 21% of the distributors indicated their resellers both stock and order on demand, while the remaining majority (79%) orders on demand of customers. 

Figure 4

Reseller purchase at distributor
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While most of the resellers preferred buying only via a distributor (figure 5), the majority is unwilling to stock products (figure 6).

Figure 5
Preferred form of software purchase
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Figure 6
Willingness to stock MW products
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As indicated before, effective order handling is best achieved when resellers are able to provide requested products to the end user whenever needed. Therefore, the former is required to purchase a few more products than needed at that particular moment, so future incoming orders are not delayed.
4.3 Conclusion

The conducted research on the current performance of Markzware Europe’s channels revealed that in contrast to the distributors, resellers were less satisfied with the management of channels. Resellers experienced great delays when ordering from a distributor due to a lack of stock at the distributor. Both Markzware Europe and its channel partners were also failing in fully exploiting marketing opportunities, causing small awareness of the existence of its products in the market. As a result, the ease of selling Markzware products to the end customer was becoming harder; and the group of de- motivated resellers increased. The next chapter will provide alternatives on how Markzware Europe and other companies with a similar problem can cure a de- motivated channel.

Chapter 5
Conclusions and recommendations

5.1 
Introduction

This conclusive chapter
 of the report provides an answer to the research question: How can de-motivation within channels be overcome in order for businesses to fully enjoy their benefits? It will first briefly summarize the causes for de- motivation within channels, then present as part of the solutions also recommended to Markzware Europe B.V. the new concept ‘Deal Registration Programs’: the hype booster for channel performance.
5.2.1 
Research question
How can de-motivation within channels be overcome in order for businesses to fully enjoy their benefits?

Third-party distribution channels face several complications, occurring on inter-channel and intra- channel level. The most common complications are product competition and channel conflicts. Product competition occurs when the same products compete via different channels, or when different products are competing within the same channel. Channel conflicts often arise because of disagreement about roles, objectives and interests between channel partners and or with the manufacturer. Especially channel conflicts are characterized by a lack of mutual understanding, commitment and cooperation with the other party.  Eventually it will lead to every business’s worst nightmare: a de- motivated channel causing the manufacturer great losses on sales and revenues. 

In order to prevent such scenarios, businesses are to execute strong and transparent work relations with their intermediaries. In the remaining third and fourth step
 McKinsey & Company recommend designing a channel network that uses incentives and supporting tools to maximize partner performance; and effectively manage the transition to the new channel network. As for Markzware Europe that is experiencing a de- motivated channel and other businesses desiring to fully enjoy the benefits of their channel, I present a special marketing program has been set up by experts on how to keep the channel motivated: Deal Registration Programs.

5.2.2 
Recommendation: Deal Registration Programs
Started as “an innovative idea to increase visibility into partner sales and increase partner profitability” (Krakora, 2006), deal registrations are now considered as the primary solution for minimizing conflicts- either direct to channel or channel-to-channel conflict. As many prestigious IT vendors such as Oracle, IBM, BEA, Gateway, Network Appliance and others have implemented registration programs for one or more of their products, it has proven to be a success. According to Ross Brown from Citrix, since the testimonials of successful registration programs, the number of companies implementing the programs is rapidly increasing.

Prior to implementing opportunity registration programs, the organization involved should clearly define which product(s) and the quantity, sale margin to achieve, discount or reward and time frame are eligibly for a deal. As the foremost goal is to motivate behaviour, a fair yet attractive incentive is to be awarded. Typical rewards could either be in money e.g. (fixed) discounts, or by granting marketing funds or additional margin points for the deal. Whatever reward is decided, it should always be in unison with the desired behaviour of the channel partner.

Eligibility to register for an opportunity deal should not be granted to any random intermediary. Specific qualifications are to be set, to allow only the fervent vendors to take part of this special program. These will be considered as the elite or top channel partners and will receive a platinum-level or gold-level membership. Examples of such qualifications are that distributors are eligible for an opportunity deal registration if they have over a certain number of resellers, or if their monthly sales in a product reach above a pre-defined amount or by paying within a shorter period of time than the usual time; or even a combination of these could be considered.

Once having fulfilled the requirements, the vendor is contacted by the manufacturer with the proposition for registering for an opportunity deal. If accepted, the latter and the relevant vendor will come up with a customized opportunity deal program for the latter. The program will consist of the previous mentioned details on the sale margin of what and how many products, for what price needs to be achieved in a pre-defined time-table, but also the department or organization involved, authorized decision maker engaged. The most recommended time frame for beginners is 3 months, later 6 months. During this period of time developments and actions should be carefully followed in order to anticipate and effectively respond on possible complications in advance. Successful achievements may allow an extension or renewal of an opportunity deal program. What needs to be solid is the assurance of a zero leakage of information to other sources. The program is best conducted with an automated web-based form for the input of information of the intermediary, which will be returned to the manufacturer. Rapid and costless communication is done through emails, electronic workflow and database to acquire approved, pending or denied opportunity deals. Such program can be self built-in into the organization system or bought, or fully automated through a partner extranet.

The ultimate goal is to encourage and motivate the channel to perform at its maximum capacity within the market. “The system will foster trust within the channels that they can highlight the opportunities they are working without risk of those deals being passed to a competitor” (Krakora, 2006).

With the implementation of deal registration programs channel partners are encouraged to self- initiate the hunt for customers, in order for them to benefit of the special treatment and rewarding opportunities they can enjoy. When manufacturer and channel partner join forces, their work relation will reach a higher level and explore new and promising horizons.
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� The following texts are directly derived information from confidential research documents at Markzware Europe which require official permission granted by the organization.


� Unfortunately no records could be found of the companies Supply Services AS and Mimosa since they went out of business.


� The ‘umbrella-distribution’ concept is a self- created appellation by Ireida Willems, author of this report. The author owns all rights for the use of it in any form of (non-)printed publishing.   


� This chapter is directly derived information from confidential research documents at Markzware Europe which require official permission granted by the organization.


� The details on the findings of the research are confidential. The provided information in this report was carefully selected and published for a better understanding of the case study. Nonetheless, no names and other identifiable details are given about the participants of the survey as a precaution for possible violation of their rights of privacy.


� This chapter is directly derived information from confidential research documents at Markzware Europe which require official permission granted by the organization.


� Previous discussed steps of the McKinsey’s four-step model are found on page 11 of this report.
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