Commoditization

In the summer of 2005, | headed out for a round of golf with my friend Don. Because there
was only two of us, at the clubhouse they asked if another gentleman could join us. This
fellow worked for a tool supplier and his role was to stock displays and train the staff on his
product lines for a well know big box hardware retailer. During our round of golf we dis-
cussed many topics but | am always interested to learn new perspectives on sales so | asked
him many questions about his industry. One of the most interesting pieces of information
that | learned from him had to do with one of the largest North American retailing giants
and their buying strategy. He told me that his company was invited in to bid on their busi-
ness. The sales representative from his company joined several of his competitors at a
round table. After ground rules were outlined for what exactly the conversation entailed
the business bidding process began. The first sales person was asked to quote a price, then
the second was asked if he could meet or beat the price. If he said yes, he was permitted to
stay in the room. Anyone who said no, was asked to leave. This process continued until the
last sales representative remaining secured the business.

Is this fair? | guess that depends on who you are. If you're the giant retailer trying to se-
cure the lowest price on an item so that you can sell it at a competitive price and earn the
highest margin, then | suppose it is very fair. If you're the consumer purchasing the prod-
uct and all you care about is getting the item at the lowest price, then | suppose you may be
fine with this process. If you're the sales representative who secured the business you
may be pleased with the business at a lower margin because the volume will make up
for any losses.

So what is the downside? Margins are important to any business. They are calculated
in a manner that ensures that the company can do business profitably while main-
taining a high level of quality and service. It is very common for manufacturers and
vendors when pressured, to work diligently cutting costs, pressing their suppliers for
tighter pricing, making material substitutions and even taking short cuts to reduce
overhead and expenses. Who suffers? Possibly no one suffers, possibly everyone ex-
cept the retailer suffers. The manufacturer or vendor can succumb to pressures which
can cause misery throughout the distribution channel and the consumer may end up
owning second rate merchandise that fails to meet the expectation of the consumer.

What is a commodity? An article of trade or commerce, especially a product as distin-
guished from a service. Something of use, advantage or value. Products that qualify
as commodities are sand, gravel, black top soil, salt or any unprocessed or partially
processed good as grains, fruits and vegetables or precious metals. Commoditization |
is the act of turning a product or even a service into a commodity.

Why do buyers of companies want us to play the commoditization game? It is to their
advantage to turn any and all products or services into commodities because when

they are successful in doing so, they have narrowed the profit margins of the seller Sl

and created the best scenario for themselves.

How do they attempt to accomplish this? They remove everything they possibly can
out of the transaction. Their goal is to put all competitors on the same playing
field. They don’t want anyone competing to have an unfair advantage. Each is con- |
sidered an equal in how they do what they do. They disregard the services and value
that your organization contributes to the sales interaction. They consider your com-
panies warehousing systems, inventory, product selection, logistics, delivery, training, °
professionalism, systems, procedures and processes to be negligible because they cre-
ate the rule book for everyone and all must abide by it's code of conduct.

What are the dangers of playing the commoditization game? Working harder for less
profit, being victimized by the customer and if your not careful, eventually working
your way out of a sales career because you become obsolete!

“Giving anyone the ability to minimize or remove the value,
creativity and problem solving you deliver turns you into a

commodity” - Marshall W. Northcott
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