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Abstract

This study proposes a distribution channel strategy model based on the notion that distribution channel strategy is the
basic determinant of distribution channel performance which may lead to firms’ success. Its major objective is to assist
manufacturers in making effective decision on distribution channel strategy. The proposed model integrates two strategic
components: a) distribution channel selection—the manufacturer’s choice of distribution intensity, channel location
characteristics, channel control and b) distribution channel management—the channel service quality as to product and
as to people. The model proposes how the two strategic components affect distribution channel performances that finally
lead to firm’s success.

Introduction

Background of the study

In the past, most companies ignored the distribution channels as an important part of their marketing strategy. At
present, intensive competition in global markets stimulate firms to place more emphasis on their distribution channel
strategy to increase firms’ success.

The distribution strategy is considered as an important strategic weapon to achieve and maintain
competitive strength (Magnet, 1992; Porter, 1991). It is one of the key components of the marketing mix which will
become an even more important part in the future (Cravens, 1994). The reason is that products can now be copied
within a short period of time. For example, designs of fashion products from well-known brand companies can be
copied from the catwalk and put on the street shop within a day. Price can be undercut within minutes. But from the
standpoint of developing competitive advantage that has long- term viability, distribution channel strategy (specially
the one that focuses on building a strong relationship between manufacturer and its channel members) is a key
marketing mix that cannot be duplicated quickly with technology, with a clever idea, or with factors such as product,
price, and promotional strategies (Rosenbloom, 1995). In other words, the superior performance of a distribution
channel strategy is likely to result from how firms select and manage their distribution channel, in addition to the
capabilities of people in their organizations with various channel members and their inclination to deliver superior
performance aimed at achieving mutually beneficial goals.

As such, distribution channel strategy is at the heart of competition (Porter, 1985) and becomes an essential
area of marketing strategy.

Most previous researches indicate that location is an important factor to which the firm should pay attention
(Brown, 1993; Ghosh and McLafferty, 1987; Yoo, Donthu, and Lee, 2000). Accordingly, the firm should be interested
in location characteristics relevant to its distribution channel strategy.

Channel control is an important topic in distribution channel strategy. Most evidences show that both
industrial and consumer goods markets want control distribution channels for better execution of their marketing
strategies. As such, distribution channel strategy is at the heart of competition (Porter, 1985) and becomes an
essential area of marketing strategy to attain success for SME's in Northern Thailand, hence this study.

Statement of the Problem
This study attempted to examine the distribution channel strategy as a source of advantage that would lead to a
position advantage and finally to firm’s success.
1. What is the profile of the respondent companies?
2. What is the level of distribution channel selection and management in terms of distribution intensity, channel
location characteristics, channel control and channel service quality?
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3. Are there significant differences in the level of distribution channel selection and management in terms of
distribution intensity, channel location characteristics, channel control and channel service quality?

4. What is the extent of channel performance of the firms in terms of effectiveness and efficiency?

5. Are there significant differences in the extent of channel performance of the firms in terms of effectiveness and
efficiency?

6. What is the level of the firm’s success in terms of external outcome and internal outcome enjoyed by the SMEs?

7. Are there significant differences on the external outcome in terms of market share, profitability and sales and
internal outcome in terms of satisfaction and loyalty?

8. Is there a relationship between distribution channel selection and management and channel performance and
firm's success of the SME's?

9. What model can be formulated to improve distribution potentiality of SME's that would lead to firm's success?

Research Methodology

Data-Gathering Instrument

The research instrument used a self-administered survey questionnaire which was mailed to the respondents. The
mailing lists were those Thai food manufacturers in 2006 obtained from Ministry of Commerce that have the most
relevant and updated database. The list represented a group of the desired general population. Respondents were
executives who were involved in the distribution and policy administration, who were requested to complete and
return the questionnaire by mail during the specified sampling period. Firm sizes were classified according to their
employees registered in the Ministry of Commerce.

The questionnaire is composed of four parts based on the statements of the problem, in order to gather
answers to questions posted earlier, which were the following:

Part | is the profile of the target food companies,

Part Il are questions to gather information about the level of distribution channel selection in terms of
distribution intensity, channel location characteristics and channel control and distribution channel management in
terms of channel service quality as to product and people.

Part Ill is the extent of channel performance of the companies in terms of effectiveness and efficiency
possessed by the companies.

Lastly, Part IV touched on the level of the firm’s success in terms of external outcome to cover market share,
profitability, sales and also in terms of internal outcome to cover satisfaction and loyalty.

For validity test, the researcher conducted face and content validities. The face validity was done by
selecting three experts in the areas of research, instrument preparation, and business. They checked the research
instrument as to the appropriateness of the terms/vocabulary used against the kind of respondents, data gathered
and the adequacy of the items per aspect.

In reliability test, the researcher administered the questionnaire to 20 managers from different food
manufacturing firms. The researcher integrated all the suggestions and reproduced the instrument based on the
number of respondents.

Review of related Literature and Studies

Distribution Channel Strategy

Distribution channel strategy refers to the manufacturer’s selection of channels to serve designated end markets
(Corstjens and Doyle, 1981). In the past, most companies did not consider the distribution channel as a relevant
component of their marketing mix. At present, channel strategy has increasingly become the concern and the heart
of competition for an organization (Porter, 1991). It is one of the most critical aspects to improve the organizations’
operation and performance.

Since the distribution channel strategy is aimed at getting the right product in the right quantities to the
respective target markets (Rosenbloom, 1999), product oriented (such as product differentiation) by itself is not
sufficient to enhance a firm’s success or to secure a competitive advantage; whereas, channel oriented tends to
generate a more promising outcome (Magnet, 1992; Porter, 1991; Yeoh’s and Jeong, 1995).

As such, it is important for managers to determine which distribution channel strategy is the most efficient
in offering products to meet the customers’ needs. In general, there are different types of channel that firms can use.
Each has different cost structures and degrees of face-to-face interaction (Mols, Bukh, and Nielson, 1999).
Distribution Channel Strategy as a Marketing Strategy
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Marketing strategy is an integrated, multi-element or multi-component strategic concept guiding a firm’s marketing
plan toward a specific product or product line during a given time period (Stasch et al., 1999). The elements or
components of the strategic concept should include all or most of the following: the market, competitors, other
environmental market factors, product, price, promotion, and distribution.

Cravens (1994) suggests that developing a marketing mix (product, price, promotion, and distribution
strategies) to meet the demands of the firm’s target markets better than that of the competitors is the heart of
modern marketing management. The manager should develop the right combination of the four P’s to provide and
maintain the desired level of target market satisfaction. For this reason, the role of distribution must be considered
along with product, price, and promotion.

Bandopadhyay (2001) posits propositions regarding the creation of an appropriate marketing mix (a
combination of product, promotion, pricing, and distribution strategies) to effectively reach each target market. The
study focuses on competitive strategies for internet market and suggested firms to consider re-intermediation over
disintermediation strategy. Firms should make use of retailers who will physically distribute products that are
featured on the internet. In addition, firms should emphasize developing partnerships with electronic facilitating
agencies that can help reduce the customers’ search and transactional efforts.

Yoo, Donthu, Lee (2000) explores the relationships between selected marketing mix elements and the
creation of brand equity. The study proposes a conceptual framework where marketing elements are related to the
dimensions of brand equity. Marketing mix elements are investigated by using consumers’ perceptions of price, store
image, distribution intensity, advertising spending, and frequency of price promotions. The dimensions of brand
equity are examined by perceived quality, brand loyalty, and brand associations combined with brand awareness.
The empirical test, using a structural equation model, supports the research hypotheses. The results show that
frequent price promotions, such as price seals, are related to low brand equity whereas high advertising spending,
high price, good store image, and high distribution intensity are related to high brand equity.

Sherwood and Nordstrom (1990) offer an integrative framework for presenting physical distribution
activities as a tactic to achieving desire level of customer service and ultimately customer satisfaction. The study
provides the connection which establishes physical distribution as an important strategic element in the firm’s
marketing mix. Additionally, it shows how other marketing mixes are affected by physical distribution considerations.

According to the above previous researches, distribution is an important part of marketing strategy.

Integrated Framework of Distribution Channel Design and Distribution Channel Management into
Distribution Channel Strategy

According to previous studies, the distribution channel strategy literature can be divided into design and
management aspects (Rangan, Menezes, and Maier, 1992). The channel design (e.g., Williamson, 1985) examines the
organization’s channel system and the rationale for having channel intermediaries (sales force, agents, distributors,
wholesalers, and retailers); whereas channel management explores how channel systems can be handled. The central
piece of these studies involves conflict and cooperation (Anderson and Narus, 1990; Stern and Brown, 1969),
including how manufacturers and distributors use their power base (Beier and Stern, 1969; Gaski, 1984) to achieve
their business objectives (Frazier and Rody, 1991).

McCalley (1992) proposes the concepts of marketing channel which is separated into two parts: 1) the
channel distribution structure to ensure manufacturers have appropriate channels to distribute their products
consistent with their marketing objectives, and 2) the physical distribution structure to take care of efficiently moving
the desired products from the manufacturers to the consumers.

Stren, El-Ansary, and Coughlan (1996) state that distribution channel strategy concerns the firm'’s decision
regarding the type of channel organization to use, the intensity of distribution appropriate for the product or service,
and the extent of channel management performed by the firm.

Result

It is expected that channel selection and management indicators in terms of distribution intensity, channel location
characteristics, channel control, channel service quality as to product and people may lead to firm’s success and also
channel performance factors in terms of effectiveness and efficiency. But since it was observed that channel
selection and management factors and only efficiency in channel performance which are significantly related to
external outcome, it is proposed that food manufacturing firms should study further and find out what areas should
be considered in identifying as well as in zeroing in to their target market so that they can successfully attain their
expected goals, and where they can provide quality service as to product and people, and at the same time being
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flexible from time to time. Also, these food manufacturing firms should look into other factors that could enhance
customer satisfaction and loyalty. (Arrows with broken lines refer to areas that should be enhanced in order to be
connected fully to the target point, and once completely connected, it now becomes the desired model).

In addition, SMEs should provide criteria for faster decision making. According to important factors in
distribution channel strategy findings in this study, the managers should do fast decision making in changing
contract conditions concerning distribution system upon demand from target market.

Another one is to provide a guideline for management in strengthening distribution channel strategy. The
overall finding offer strong empirical support for the intuitive notion that improving distribution channel selection
and management strategies can increase external outcomes. The findings demonstrate the importance of each
strategy that can help firm make faster decisions on distribution channel selection and management strategy in the
right directions, including striving to meet management’s desired performance level, clearly convincing how to select
and manage their channel effectively and efficiently in channel performance.

Basing on the result of the study, the model that could be formulated to improve the distribution potentials
of SMEs that can lead to firm's success is the following

Channel Selection and Management

1. Distribution intensity

2. Channel location characteristics

3. Channel control

4, Channel service quality as to
product

5. Channel service quality as to
people

Internal Outcome

Firm’s Success

Effectiveness

External Outcome

Channel Performance \

Efficiency

Ve

Figure 1: The distribution channel strategy model

Summary
Profile of the respondent companies
The respondents of the study were mostly managers of the food companies involved. More of the respondent food
companies belong to beverage, followed by pickle food, snack and candy and vegetable and fruits.

When classified by the number of total employees, more of the companies have 50 & below employees.
More of the companies again, when classified by the number of years in operation, more of them belong to 10 years
and below. When classified by the capital stock, the percentage of those with 100 001 - 200 000 bath and 200 001 -
300 000 baht are more or less the same.

It was noticed that domestic sale of the food manufacturers increased in 2006 compared to 2004 and 2005.
International sales of these food manufacturers, decreased in the year 2006 compared to 2004 and 2005.
For average sale 2006, figures (range 1-20 M baht) are higher compared to 2004 and 2005.

Level of Distribution Channel Selection and Management

For distribution intensity, food products distributed evenly got the highest mean. For location characteristics,
convenience to reach got the highest mean compared to others. Also for channel control, marketing mix got the
highest mean. For channel service quality as to product, correct delivery on all items ordered, got the highest mean,
whereas for channel service quality as to people, taking care of the customer equally got the highest mean.
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As to company'’s present distribution channel to the customer, the first channel which follows the path from
producer, distributor, wholesale, retail then customer, so far got the highest percentage. This means that most of the
products are distributed this way.

Differences in the Level of Distribution Channel Selection and Management

Results show that there are significant differences between distribution intensity and channel service quality as to
people, channel location characteristics and channel service quality as to people, channel control and service quality
as to people and channel service quality as to product and channel service as to people.

Extent of Channel Performance

To improve effectiveness of the companies, it was noted that majority are willing to effect changes just to build good
relationship with the market. Also to improve efficiency, the companies are very willing to save in operating cost as
indicated by its highest mean.

Differences in the Extent of Channel Performance
There is a significant difference in the extent of channel performance in terms of efficiency and effectiveness of the
firms.

Level of Firms’ Success

The overall mean for external outcome indicating level of firm success as to market share, profitability and sales is
4.35, with a descriptive equivalent of very high. For internal outcome, the overall mean is 4.83 with an equivalent of
very high also, describing level of firm success as to satisfaction and loyalty.

Differences in the Level of Firms’ Success
There is a significant difference between external outcome and internal outcome. Food industries appreciate more
the internal outcome of the business rather than the external one.

Relationship between Distribution Channel Selection and Management and External Outcome
Distribution channel selection and management is significantly related to firm’s success in terms of external outcome.

Relationship between Distribution Channel Selection and Management and Internal Outcome
Distribution channel selection and management is not significantly related to firm’s success in terms of internal
outcome of the business.

Relationship between Channel Performance and External Outcome
Channel performance in terms of effectiveness had no significant relationship with external outcome, but for
efficiency, it had a significant relationship with external outcome of the business.

Relationship between Channel Performance and Internal Outcome
Channel performance in terms of effectiveness and efficiency has no significant relationships with the internal
outcome of the business.

Conclusions

As to profile of the respondent companies

The largest group of food business companies in the northern part of Bangkok is beverage Food Company, followed
by pickle food group. Many of the food companies are quite new in their business, usually 10 years & below. More
of the food companies in Thailand are small and medium enterprises as indicated by their number of employees and
capitalization.

As to the level of distribution channel selection and management

These food companies have very good distribution strategies as to distribution intensity, channel control; channel
service quality in terms of product and people, which all got a descriptive equivalent of very high except channel
location characteristics with equivalent of high only.
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As to differences in the level of distribution channel selection and management in terms of distribution
intensity, channel location characteristics, channel control and channel service quality as to product and
people

Channel service quality as to people have significant differences to all the other four indicators.

As to extent of channel performance of the firms

Food industries concerned are very willing to change their contract conditions just to meet whatever changes that
are needed to meet demands of the present time just to sustain their business. Firms show willingness to effect some
changes to improve efficiency but have to save to replace for the expenses incurred for those changes for more
efficient results. The extent of channel performance of the firms in Northern Thailand in terms of effectiveness and
efficiency is very high.

As to differences in the extent of channel performance
There is a significant difference on the extent of channel performance of the firms in terms of effectiveness and
efficiency. Efficiency is much higher (in terms of mean values) than effectiveness.

As to the level of the firms’ success
External outcome and internal outcome of the food industries in Northern Thailand are all very high, in terms of
market share, profitability and sales, and satisfaction and loyalty respectively.

As to differences in firms’ success
There is a significant difference between external outcome and internal outcome. Food industries appreciate more
the internal outcome of the business rather than the external outcome.

As to relationship between distribution channel selection and management and external outcome.
Except distribution intensity, location characteristics, channel control, channel service quality as to product and
channel service quality as to people are significantly relating external outcome.

As to relationship between distribution channel selection and management and internal outcome.
Distribution channel selection and management do not have significant relationship with firm's success in terms of
internal outcome.

As to relationship between channel performance and external outcome
There is no significant relationship between effectiveness and firm’'s success in terms of external outcome, but
efficiency had a significant relationship with firm'’s success in terms of external outcome of the business.

As to relationship between channel performance and internal outcome
Channel performance in terms of effectiveness and efficiency has no significant relationship with firm’s success in
terms of internal outcome.
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