Create trust in manufacturer-retailer relationships
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anufacturers and retailers are
currently engaged in a classic
power s'.ruggl:. each joc
keying for a position of rela
tive pawer, Hmnmnllv manufactu-
rers have held the power vis-a-vis their
retailers, but increasingly, the latter arc
tuming the tables. Because of the nse
of mega formats such as category
killers and superstores, mergers and
acquisitions, as well as horizontal
buying alliances, the retailing sector
Tias become more concentrated

equently, the largest retai
v are much bigger than the

urers worried 25 retailers leam to
exploit their new found power for
price and gervice concessions

While powerful firms ¢an, and
often do, expleit their advantage to
create fear among their channel
5, over the past decade we
d & database to address

trust in such relatic
han simply

1g one § power [0 exiract

r essions ¢an ¢oie back 1o
haunt a firm if power positions
change.”

T]m hencﬁls nflrus[

wWer may
ageous in the short run, it
1ends to be self-defeating in the long
run. Exploiting one's power o extr
unfair concessions can come back
haunt a firm if power positions change,
For instance, when Migros, a super
market chain in Switzerland, was
founded, large branded manus
facturers |¢f\_scd 10 supply it because
e fear of upsetting their traditional
m and ;mm’!lz]lem x

Unable to obiain branded products,
Migros s forced 1o adopt an

Today it is the largest recailer
nd, with private la
counting for more than 90% o
sales. Consequently, most
brands find themse b
igros shelves.

More unprn
and re 5 are increasingly
cognizing the importance of wo
together to provide the greatest value
at the lowest delivered cost. Currently
industry experis believe that seamless
pdnnu_\'hl ps between manufacturers
"L.tls \»r_\ul“ }'.clp acce-
'aled

stronic Data Interchange’ {LD-).
E[nclenl Consumer Response’
(ECR)}.
Tn the US they have the potential
to squeeze $30 billion in excess costs
out of the supermarket industry by
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eliminating superfluous inventory,
duplicated functions, and various
middlemen, 'I'hc corrupm:dmg figure

putting in advanced systems does not
sutomatically result in these savings
To cbtain them, partners must trusi
each other so that excess transaction
and monitoring costs (such as
salespersons and purchasing agentis)
can be eliminated.

Retailers who trust the manu-
facturer are less likely to seck or
develop altemative sources of supply
and are more committed to the rela-
In other words, trust breeds
fidelity, Surveys show that the average
retailer with high trust in the
manufacturer generates 78% more
sales for the manufacturer than the
average retailer with low trust in the
same manufacturer, K

Creating trust in manufacturer-
retailer relationships

To develop trust, ps 5, especially
the more powerful party in a rela-
tipnship, must treat cach other fairly.
Fairness encompasses two distinct
types of justice - distributive justice
or faimess of oulcomes received; and
procedural justice or fairness of
process. In this context, Marks ‘and
Spencer, the British retailer, is a
primary example worth analyzing in
some detail:

“While some firms use their power
fo maximize their own oulcomes,
others realize they have a respon-
y for their partner’s profi-
tability. ™ 5

Trust demands distributive justice.
Distributive justice refers to a party's
perceptions of the faimess of feamnings
and outcomes that it receives from the
relationship with its partner. It refers
to “pie sharing” or the division of
benefits and burdens between pan-
ners,

While some firms use. their pgwer
to maximize their own outcomes;
others realize they have a respon-
sibility for their partner s profitabiliy. *
M&S business that they accept prices
which are too low to make future
investments, Since M&S seck long-
term relationships with their suppliers,
this is a sub-optimal business practice
from the M&S perspective and they
discourage it.

Cofnpensating channel pariners
appropriately by allowing them a fair
return can have long-lerm conse-
quences which are not always imme-
djately apparent. For example,
compared to Qldsmob cars
consistently get higher customer
i ings even though they
are built at the same plant. Why?
Buick pays its dealers US$15 an hour
nore for warranty work than Oldsmo-
bile, and how the dealer treats a
customer makes a big difference in
customer sati ion. If & customer
goes to an Oldsmobile dealer with a
problem, the dealer might say, “all cars
do that™; ! while a Buick dealer wi
the probicm 3

“They see mainiaining an open a
honest ﬂIIDII(IL_(L' as asign of a heal
relationship. ™ -

Trust demands p]mb.iu.ra] fairness
Procedural justice refers to *due pro
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cess” or the fai ty's pro-
cedures and poligies vis-a-vis its
vulnerable partners. Procedurally trust
systems are built on the following six
principles:

» Bilateral communication, the wil-
lingness of the powerful party to
engage in two-way communication
with its partners. Marks & Spencer
encourage their suppliers to be
proactive and frank in pointing oul
M&S weaknesses. They see main-
taining #n open and honest dialogue
as a sign of a healthy relationship and
have a number of procedures in place
to encourage this. Reégular suppliers
are given a permanent keycard to enter
M&S head offices so that they can feel
free to drop by and discuss issues. It
is a symbalic gesture that helps them
feel on a par h M&S employees

wImpartiality, the consistency of the
company's channel policics across all
channel partners. While it is im
possible to treat every channel pariner
identically, it is imporiant 1o give
partners equitable opportunities
When M&S have multiple manu-
facturers supplying for a single
product category, they attempt
that L‘\C"_‘;L‘nc gets a fair share
" DC)" try o minimize
major changes in the volume of
ness awarded to these suppliers
r to the next. Any major

y take place over a peniod of

“years so that the suppl liers have time
j praduction eapacities.
= Refutability, the extent to which
the partner appeal the party’s
channel policies and decisions.
Manufacturers who supply M&S feel
that they can chal I M&S

cepted by partners wh
d them is apparent, '
« Explanation, the degree to which
rty provides its partners with a
rent rationale for its channel
ions and policies, M&S per
sonnel,make joint yisi{s with he
- manufacturerto M&S stdres™1d help
Exp|am hou the manufacturer’s
¢ js.being prefanieq and
ni5 and policies are more
likely to be accepted by partners

when the logic behind them is

the party’s fami
UK klc‘ al :nrdll\um

Before they enler
with @ new manufacturer, M&5S

make & number of visits to the
manufacturer's plants. There will be
meetings between buyers, merchan-
disers and technologists {e.g., design
staff) from M&S and their coun-
terparts in the manufacturer's
organization. M&S will never buy
from a manu‘zclu:m before th

the L:3[,.1\|Imesf_1.m.|| cturers and
knowing which requests and
demands they can meet

Good interpersonal chemi.
underlies most successful manu
factirer-retailer relationships.”

» Courtesy, being polite and
respectful, as good inter-personal
chemistry underlies most succm;
manufacturer-retailer relationships
In response, companies are changing




