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In the process of industrialisation, knowing how to ope.ate
efficiently industrial manufacturing plants is only one, albeit a
key step, to arrive at a truly industrial economy. But, it is just
as important that materials reach the plants in time, their products
the cugctomers and that the various operations and steps moving these
goods are carried out in an efficient and economic manner. These
operacions are generally referred to cumulatively as "industrial
distritution systems™ and involve a multiple, interlcckiag set of
individual operations, such as transportation itself, changing from
one to another mode of transportation, warehcusing, inventory control,

dispatching operations, etc. Such distribution svstems are essentially

the lifelines between the manufacturers on the ore hand and the markets

and customers onr the other. Table I (on page 2) is a greatly simplified

visu;lisation of an enterprise within the flow of products processed by
it. In the example given, the enterprise has direct contact with 12C
scurces of supply and 2050 intermediary distributors which would not be
atypical for a Tood processing company in a country with 10 millien inhab-

-itants. Distribution system costs are usually righ, frecuently hizgher

than direct manufacturing costs, and require a specialised and highly

sophisticated management system for optimum economy.

The cost attributable to the distribution of consumer goods varies
from product to product, from place to place and from country to country.
Thus, it was found in a study of S7 products that the mark-ups charged by
retailers in Caracas for different in istrial food products, varied from a
low 4%.for 1 litre bottles of vegrtable 0il sold by s"perm.rkets to a high
125% for figs. In this study, markedly lower prices were found in super—

mackets than in normal stores. A study carried out in Bolivia by the
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¥ichigan State University resulted in the following cost breakdown of
the price paid by the consumer for milled rice when sold on the farm

to the assembler/miller:

Farmer cbtains 414
Miller/assembler 7€
- fer assembling 15%¢ (distiribution cost
- for ailling and
re-distribution 22%
-~ of which for
re-distributio..
(estimate see
Table II) 6% (distridbution cost)
Wholesaler 54 (distrivution cost) |
Retailer 17¢ (distribution cost) !
l

The total amount paid by the consumer for distribution of an
agro-industrial product with sich few steps of conversion therefore
amounts to, at least,43% wiihcut counting hidden costs of the farmer

and miller.

The following Table illustrates the physical distribution cost
incurred by different industries in the UK which varies from a relatively
low 9.84¢ of the machinery industr: to 29.6% for food and focd products.
The figures for all of the distribution effort are substantively higher
where advertising, sales promotion, selling and servicing activities must

also be carried out.
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TABLE 11

Physical distribution costs by industrys

Industry Physical Distribution
Cost as Percent of Sales Price

Machinery 9.8
wWood Products 16.1
Paper and Allied Products 16.7
Chemicals, Petroleum and Rubber 23.1
Primary acd Fabricated Metal 26.5
Food and Food roducts 29.6

*
If one assumes, that the cost of distribution which is paid by the
consumer of a highly developed country for industrial food products for
instance amounts to 304 of the purchasing price - the total share paid

by the consumer for distridution would result in 53.6%.

Since this figure only relates to the cost of distribution on the
finished producy as it is sold to the consumer, the true figure is

substantially higher which can be illustrated as follows:

# Richard Ball: "Physical Distribution: a Suitable Case for Treatment"
in Long Range Flanning, Vol. 13, February 1980.

+#* attributabl> to whclesalers and retailers




TABLE III

Anaylsis of Distribution Costs paid by the Consumer

Packaged FPlour - Fstimatee for an Indusirialised Ccuntry

Distribution Cos. of Farmer| 1% of Consumer

!

Price of End Product

Distribution Cost of Agri-
cultural Cooperztive

54 of Consumer
Price of End Product

Food Industry
Physical Distribution

Wholesaler

Retziler

Packaged Food Iiem

Distribution Cost of |

Cardboard Manufa~siurer,

\

Distribution Cost of
Packaging Industiry

23.6% of Consumer Price

9% of Consumer Price

214 of Consumer Price

1€ of Consumer

Price of End Prcduct

44 of Consumer
Price of End Product

Price to Consumer = 100
nf which Distribution Cost 64.6% +
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A comparative study made by a multi-national company of dverags

distribution costs for their product lines within the ‘rade resulted

in significant differences between the least organised distribution

systems uf Venezuela and thas better crgaiised systems of Trinidad, England
and the US as follows:

*

Even this estimate may be consider:d conservatiwe as it does not take

into account the accompanying cost of communica“ion {advertising, sales
premoticn, service, etc.) on the manufacturing levedl.

Situacion Actual de la Comercializacicn de Biermes de Consumc, table 1-5
INPRO, Caracas 1972.




Mark-ups on producer list prices*

Venezuela Trinidad UK USA =%
1971 1969 1969
Toilet Soap
Supermarket Chains 374 229
Other Wholesale/Retail 47% 229 2% 17%
Distribution
Toothpaste
Supermarket Chains 41% 33¢
Other 594 334
Nehydrated Soaps
Supermarket Chains 424 224 20¢
Other 42% 22%

*# the real mark-ups ar- substantially higher because of various forms
of discounts

#% egtimates

The responsible professionals for the aforementioned study of the
Market Processes in La Paz come to the conclusion, that consumer prices
for food products could easily be reduced at least by 5-10% with the
introduction of improved distribution management systems. This would
mean enormous savings if one looks at the economy as a whole and the high
share of food expenditure in tutal living expenditure which could be up

to 504 and more particularly among the poor inhabitants of developing

countries.




. In the industrialised countries, the distribution Jf products from

v the plant to the indusirial user, to the retailer or even ito the consumer

is often carried out by the manufacturers themselves. This is justified
when tle volume of a singie product line warrants the upkeep of special
warehouses znd retail operations or when the pricing, sales information

and service policy of a company can be implemented more effic.ently by
controlling the distribution system. The steel, petro-chemicals and oil
refining industries frequently supply industrial users directly. Appliance
and auvomobile tyre manufacturers and producers of non-durable consimer

goods normally rely on indusiry-independent systems such as the modern and

e ficient consumer-orientated operations in the form of various types of
cooperatives, supermarkets and department siore chains, cash 2nd carry
markets, etc. Regardless, however, under which "umbrella" such distribution
systems are organised and managed, they all carry out the same basic function,
namely the moving of industrial goods and prcducts from the manufacturers to
the customer (industry or consumer alike) and s such, the distribution of

ods is an element 5f the enterprises markeiting and sales operations.
g

In t¥ developing countries, the situation is usually different in that
most manut..tured goods, even from small manufacturers and non-durable consumer
goods, are either directly distributed by the manufacturers or through often
numerous, small-size, inefficient intermediary operations at relatively high
costs to the customer. Thus, it was observed in one couniry, that 2 manu-
facturer of dairy products used 300 salesmen to visit the 60,000 retailers
to ensure the distribu’ion of its $75 million annual sales (in 19375). Another
manufacturer of sweets and snacks justified the continuous direct distribution
of its products through a system of 9 large warehouses, its own fleet of
trucks and 400 motorised salesmen, each one travelling in a small station
wagon. This company's sales amounted to “only $25 million or aprroximately
$60.000 per salesman. A third company of similar proportions maintained
three completely separate sales forces for the sale of its product lines,
bread, dairy and others. The existence of such direct distribution is mainly
due to the absence of efficient distribution (systems), a major problem for
the developing countries! economies, further enhanced by weak transportation

infrastructure and long distances, climatic conditicns reguiring special
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warehousing (storage) and caused principally by the lack of coordination

of the use of available resources (warehouses, trucks, skilled werkers).

In many developing countries, the importance and effect of industrial disiri-
tution systems' mcnagement is just beginning to be recognised, usually after
its weakness becomes very bothersome, resulting in distribution delays,
product deterioration, unavailzhility of products, h: gh cost of goods etc.
Such problems are equally noticeable in cities and rural areas. While

in cities the problem manifests itself by the high cost of industrial (and
other) consumer products, in particular food products, it is also particularly
noticeable in rural areas where the "“ackward flow" of industirial products
and consumer goods from the relatively well-supplied metropolitan areas is
very limited and frequently non-existent, in effect greatly impeding rural

industrialisation.

Existing methodologies concerned with the choice of irndusirial locatjons
would list among the main criteria applicable for selecting a site for
an industrial plant, the supply facilities which will be available in
the vicinity. The supply and distribution problems which are typi.al
for plants distant from (industrial) agglomerations, have lead some
industrialists and planners to lock for a rationalisation éffect in
regard to both aspects. Thus, certain specialised handicraft and medium-
scale industry have demonstrated a tendency to concentrate in certain
areas. Industrial planners in the ASEAN region have recently been
approached with the suggestion to initiate industrial agglomerations
along the lines of "technological families" there, which would - in
addition to improving the distribution of gcods — have the effect
of reducing the cost of communication and of exchanging information on
technical sutj-cts.

Industriqlisation of rural areas is a subject of great concern to many
developing countries, because if suncessful, it slows down undesirable migration
from rural areas to the cities. The virtual absence of adequate systems for
the distribution of industrial supplies and industrially produced consumer
goods, however, makes rural industrial development often impossible.  The
reasons for this are manifold, such as: small and mediur—scale enierprises
find it difficult to obtain the variety of surplies they need for carrying

out efficiently tucis manufacturing activities; the non-availability of




small items and spare parts (e.g. tools, electric motors, nuts and volts,
fittings, sheet metal, containers, painters, packaging materials etc.), can
mean extended stoppage of operations; improvised repair solutions cause

an initially small damage to lead to more serious problems, accidents or
even disaster. Also, the absence of an adequate assortment and quality

of consumer ro2ods at accessible prices contributes to difficulties to

retain qualified industrial manpower in rural areas.

A well-maintained assortment of industrial sursly and consumer products
must be comprehensively planned and carefully implemented to insure industrial
development wvithin the less densely populated areas of a country. It shoulad
be recognised, however, the establishment of such rural "distribution outposts"

with well-planned and well-controlled assortments is rarely profitable at the

start (although a social cost-benefit effect is usually soon noticeable), bui

it has to be accomplished and recognised as an important step in creating proper

infrastructure for industrial development. Such distribution services are

a natural c:cmplement to infrastructural development (i.e. roads, tele-communi-
cation, etc.), all of which are needed for the improved exchange of essential
goods and other resources, Larger cities in the developing countries usually
have their increasingly sophisticated and integrated disitribution neitworks fer
that purpose, whilst rural communities rarely do. Thus, for instance, in one
developing country, only one third of the population lived in the four largest
cities where at the same time approximately 90Z of tre points of sale of

intégrated retail chainz could be found in 1975.

Setting up and operating such industrial distribution systems requires
sophisticated management expertise. Achieving efficient operations at the
lowest possible cost is very difficult in that overall distribution costs
are made up of numerous components and indirect factors, forming a very complex
network of cost feed-back effects that are frequently hard to measure or define.
For instance, the location aud number of warehouses will have a direct effect
on total inventory (i.e. capital costs), transportation, equipment and main-
tenance, just to name a few. In any case, it is a most complicated environ-
ment from the managerial point of view, vhere factors such as distances vetween

and sizes of warehouses, their numbers, geographic locations, climate, product

T
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storage and shipment requirements etc. on the one hand, anc transportatio.

and display facilities on the other hand, all need to be taken into account.

In today's economic environment, specialists in distribution management
are scarce even in thcse countries, which possess highly sopnisticated distri-
bution systems, such as Sweden, the Netherlands, Switzerland, the US and
Canada. This is due to several factors, one of which is the absence of
practice-orieated high-level educational facilities in this field. While
marketing in general has now grown to an almost :lassical element of management
sciences, distribution management -~ which deals with the problems of whole-
saling and retailing-is seen by many as only a sub-category of industrial
marketing One may safely estimate that therz are only 2 academically trained

distributicn specialists for every 100 such marketing specizlists.

In swummary, the industrial distribution sysiems of the developing
countries require urg-:nt and close attentiosn on 2 broad scale. The overall
aim or UNIDC's efforti in this regard is to provide assistance to eliminate
cost and efficiency bottle-necks particularly hampering indusirial development.
To achieve this objective, the first and most important task is to introduce
and/or sirengthen the industrial distribution systems management capabilities

of the developing countries.







