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When the economy slows, the distribution industry 
takes a direct hit. This time, traditional distributors 
enter the recession in a weakened position—despite 
years of economic expansion, their margins and 
financial positions have deteriorated. Now is the 
moment of truth: successful distributors will finally 
deal effectively with e-commerce and other disruptive 
forces that have been reshaping the industry. 

Moment 
of truth for 
distributors



The sudden turn in the global economy as a result of COVID-19 comes at a particularly bad time for the distribution industry—the 
middlemen that each year transfer approximately $6 Trillion in goods between suppliers and customers. Not only will a slower economy 
reduce demand for distribution services, it will likely amplify the forces that have eroded margins of leading players for the past two 
decades—the rise of e-commerce and consolidation of customers that has eroded pricing power, for example. 

In response to these challenges, many distributors have grown by:

However these initiatives have been costly and, in most cases, have done little to counter disruption. Meanwhile, increased operating 
expenses and working-capital needs have led to declining margins and a deteriorating financial profile for distributors. 

Now, with the economy stalling, distributors will be forced to make more fundamental changes. As the research in this paper 
shows, distributors have largely failed to balance their investments in growth with cost take-out programs that might have sustained 
profitability. Incumbents in distribution, like established leaders in other industries facing disruption, also were initially slow to evolve 
their business models because they have large fixed costs and organizational structures focused on winning in traditional ways—
typically on price and delivery. 

In the coming years, successful distributors will be the ones that are willing to put aside outmoded thinking and adopt new business 
models that are fit for a dynamic market. And the winners will be agile enough to adapt to the emerging market realities of tomorrow. 
Through our experiences supporting distributors across all sectors, we have identified four key strategies that distributors can employ 
to successfully navigate and win in the evolving distribution marketplace:

Improving service levels (e.g., overnight delivery)
Developing more robust customer acquisition and 
retention programs

Moving inventory closer to customersBroadening product portfolios

Expanding their value-added service offeringsAccelerating acquisition of sub-scale players

Introduction

Methodology

The findings in this paper are based primarily on our on-the-ground experience supporting clients in the distribution 
industry. To validate our experience, we evaluated the top 65 publicly-traded, U.S.-focused distribution companies 
across a number of key verticals, including: automotive, food and beverage, industrial, healthcare, and building 
supply. For additional support, we also leveraged survey data from customers at several distributors to understand 
specific customer issues that drive operating model decisions.

1
Extract more value from merger and acquisition activities 
to improve profitability and fund investments 

3
Evolve to a customer-influence rather than customer-
service model

2 Reset customer service levels 4
To push through needed changes, replace highly 
distributed decision-making with a centralized 
management model 
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The problem: Distributor financial  
profiles are deteriorating
Given their position as the proverbial “middle man” between many manufacturers and many customers, it would be reasonable to 
expect that distributors would have benefited from the relatively strong economic growth in the last few years. However, looking at key 
metrics, we can see that despite a growing economy, challenges to traditional models have eroded the financial health of distributors. 

If we look at gross margins and EBITDA margins (Exhibit 1) for U.S. distributors, we see that both have declined in the past five years. 
Operating through the COVID-19 economic disruption (and the emerging recession) with such reduced margins is particularly troubling, 
given the impact of the 2008-09 recession on distributor finances. 

Exhibit 1. Distributors are entering a recession with reduced margins

Margins fell in the economic expansion. . . 
Distributor GM percent (FY 1999–2020)

…leaving distributors with little cushion for the next recession 
Distributor EBITDA percent (FY 1999–2020)

 ■ Increased raw material costs translated to lower margins as 
distributors were unable to pass along price increases

 ■ Manufacturers shifted policies that changed distributor economics 
(e.g., limiting discounting for bulk buys)

 ■ Distributors expanded into new lower-margin value-added services
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 ■ Expected synergies from acquisitions did not fully materialize
 ■ Investments in technologies allowed distributors to track more 

metrics, resulting in operating efficiencies in warehouse and 
transportation management but increased cost

 ■ Increases in cost-to-serve (e.g., overnight delivery)
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As we dig further, we see that SG&A costs as a percent of 
revenue track closely with gross margin (Exhibit 3), meaning 
that the underlying cost structures of distributors reflect an 
“affordability” mindset. Companies spend whatever they can 
afford to gain and retain customers. 

Exhibit 3. Gross margin and SG&A have moved  
in lockstep

Exhibit 2. SG&A as a percent of revenue has not budged for 5 years

SG&A as a percent of Revenue for sample distributors (2015–2019)

2015

10.5%

2016

10.3%

2017

10.5%

2018

10.5%

2019

10.5%

Note(s): 65 publicly traded distribution companies data was selected across all industry segment 

Source(s): Company annual reports; 10-K; Capital IQ

N=65

As we speak with our distribution clients, we consistently hear about the performance-improvement plans that are being executed 
almost universally. Yet, selling, general, and administrative (SG&A) expenses as a percent of revenue have not declined appreciably 
during the past five years (Exhibit 2). This indicates that these improvements have only offset rising operational costs (e.g., wages, fuel, 
and rent) or have been re-invested back into the business.

N= 54

Gross margin vs. SG&A as a percent of revenue sample 
distributors (2015–2019)
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The reason: Distributors have been slow to 
adapt to a changing marketplace
Perhaps in no other industry is the adage “the customer is king” more ingrained in the DNA of companies than in distribution. The 
impulse to “do anything” to gain and retain customers clearly gets in the way of efforts to pursue profitable growth. Currently, for 
example, customers are typically pressing distributors to provide more assortment and services—and also to lower cost. In general, 
distributors have been slow to recognize what it costs to meet these contradictory demands. KPMG surveyed customers of leading 
distributors to find out what they valued most from their distributors (Exhibit 4). The results show that what customers say they value 
most is breadth of products and services. Price came in as the third-most important attribute.

Exhibit 4. Customers say they prize service and selection when choosing a distributor

Please rate the importance of each criteria in selecting a primary distributor.

Somewhat important to important Very important Extremely important

Value-added 
services

13%

35%

50%

Relationship 
with sales 

representatives

34%

27%

38%

Knowledge of 
branded products

29%

39%

32%

Lowest price

30%

45%

25%

Prompt and 
accurate delivery

72%

24%

4%

Breadth of 
product selection

13%

36%

51%

But what do customers actually do? When it comes time to make a major purchase decision, all other considerations take a back seat 
to price (Exhibit 5). This seeming contradiction illustrates the dilemma that distributors face.

Exhibit 5. But when it comes to purchasing decisions, price is what matters most

Reflecting on your last purchase over $100, what was the primary factor in selecting a distributor to provide your  
goods and services? 

52%

Better deal, 
price etc.

26%

Better 
Service

5%

More 
product 

selection

5%

Change in 
sales rep

4%

Better 
shipping 

policy

3%

Sales rep 
performance

2%

Simpler 
ordering 
process

2%

Better credit 
policy 

billing issues

1%

More 
seamless 

omni-
channel 

experience 
issues 
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According to distributors, one of their top strategic priorities is expanding their product and service offerings. However, this expansion 
puts pressure on cost structure, and because of the switching behavior that their customers exhibit, these costs cannot be fully passed 
on, resulting in an erosion of EBITDA. 

This tension between the desire to invest and margin pressure has existed for a long time. But the rise of e-commerce has made it 
worse. From Amazon and other online competitors to e-commerce offers from traditional distributors, the distribution business has 
been disrupted in two key ways:

Price transparency has allowed customers to shop for the best deal more efficiently than they could in the past, which 
contributes to switching behavior.

Customer demand has shifted toward a true “omni-channel” experience. Customers demand a seamless experience 
regardless of how they chose to interact with a distributor (e.g., totally online, or order online and pick up in branch). Customers 
also expect the kind of experience they get from e-commerce: multiple buying choices, easy 24/7 service interaction, real-time 
delivery tracking, consolidated invoicing, etc.

The impact of e-commerce has also been direct, as customers switch to Amazon and specialized industrial distribution platforms. In 
Exhibit 6, we show our estimate for the impact of e-commerce on appliance repair parts distribution—online now accounts for 25 
percent of the business. A similar chart could be created for most distributor sectors.

E-commerce also cuts into the bottom line. Online distributors have lower fixed operating costs than traditional players, which puts 
downward pressure on pricing and gross margins. The IT and organizational infrastructure investments needed by traditional players  
to support e-commerce puts additional pressure on EBITDA margins. Even more alarming is the deleveraging impact of volumes 
shifting away from physical locations which have large fixed costs.

Exhibit 6. How e-commerce has taken share

Illustrative example: channel purchases for appliance repair distribution ($ billion)

0.4

National Distributor 
Physical Branches

0.4

Regional Distributor 
Physical Branches(b)

0.4

e-commerce  
(all players)

0.2

Non-distribution 
Retailers  

(e.g,. Walmart)

1.5

Total Market Size

~25% share

Customers usually compare the prices of parts on 
Amazon and competitor websites. They buy the 
products from the cheaper option when feasible.  
– Executive at an appliance retailer
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The solution: A four-pronged strategy 
for transforming distribution
Based on our experience and evidence from the market, we recommend distributors execute a four-pronged strategy to evolve their 
business models to address shifting market dynamics and protect profitability.

Exhibit 7. A four-pronged approach for making distributors more competitive and profitable

Evolve to a more centralized decision-making organization

 ■ Move away from a federated decision-making model to support change

 ■ Use that model to drive more scale and efficiency across the enterprise

 ■ Understand and be prepared for the large change effort required to transform

4

Extract more value from 
M&A transactions to  

fund investments

 ■ Maximize synergies  
from deals; include  
“post-post integration” 
synergy delivery

 ■ Sell non-core assets to 
generate cash

1

Reset your customer  
service levels

 ■ Evaluate customers based 
on cost-to-serve and 
modify price accordingly

 ■ Reserve high-touch service 
for certain clients

 ■ Provide the self-service 
options customers expect

2

Move from a customer-
service to a customer-

influence model

 ■ Use advanced data and 
analytics to increase sales 
and reduce operating costs 

 ■ Shift sales from 
“harvester” to “hunter”

 ■ Accelerate distributor 
brand programs 

3

The best distributors have acquired businesses to extend their 
geographic reach, gain new customers, enter new categories, 
and expand product and service offerings. However, in many of 
these combinations, synergies aren’t fully realized. That’s because 
leadership tends to focus more on customer retention than on 
cost efficiency post-acquisition. Integration can also be hampered 
by a lack of common IT systems, physical locations that cannot 
immediately be consolidated, and a lack of standardization in 
common functions. 

In most cases, executing a one-time post-integration 
housecleaning or performance-improvement exercise across the 

enterprise can unlock significant trapped value. This can include: 

 ■ Consolidating or standardizing back-office functions

 ■ Shifting the sales team to a lower cost-to-serve model

 ■ Rationalizing Distribution Centers and branches

 ■ Creating structured vendor negotiation programs

 ■ Reducing SKU and product complexity 

 ■ Implementing IT cost optimization 

Consolidating and delayering managerial functions. That includes 
reducing indirect spend through demand management and  
scale purchasing.

1 Extract more value from past M&A transactions to fund investments
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Distributors often point to distinctive service features (e.g., unique 
product portfolio) as their core strength. But, in reality, sales 
teams negotiate with customers for better prices to “win the 
business,” rather than winning with distinctive service. And, to 
hold onto customers, distributors routinely offer costly expedited 
shipping and other extras without charge. 

Distributors need to shift away from “over-serving” customers 
who do not value a high-touch experience, and provide the kind 
of self-service options that customers have come to expect from 
e-commerce vendors. Furthermore, infrequent customers who 
demand a high level of service should pay a premium. To reset 
customer service levels, distributors should consider: 

 ■ Analyzing each customer’s cost-to-serve and restructuring 
pricing to reflect these costs

 ■ Segmenting customers to gain a better understanding of their 
service and product priorities

 ■ Training the sales team to push low-margin customers to 
lower-cost-to-serve channels like e-commerce, so they 
can focus on growing the company’s best customers. This 
shift will require deeper customer segmentation data than 
traditional distributors typically have. Moreover, sales KPIs 
should enforce “hunting” for those customers that add to 
top- and bottom-line performance, rather than “harvesting” 
customers that don’t require much sales support. Defining 
a new role for inside and outside sales teams is critical in 
this effort, as long-held beliefs about the need for strong 
customer “relationships” are being challenged in an 
e-commerce environment.

2 Reset customer service levels

Distributors have a wealth of data that they could be using to 
influence their customers, but most companies do not fully 
leverage this information to up-sell and cross-sell and increase 
value per customer. 

To move away from the price and delivery model, distributors 
must adopt a customer-influence model. To make this 
transformation, distributors should consider: 

 ■ Investing in IT to drive value in the business. Advanced data 
analytics are critical to deliver a seamless omni-channel 
customer experience and to more effectively up-sell and 

cross-sell customers. Advanced IT systems are also needed 
to automate traditional manual processes for inventory 
tracking and delivery optimization, as well as for enforcing 
pricing strategies and ensuring supplier rebates and discounts 
are fully utilized. 

 ■ Developing a world-class “own brand” program. This requires 
sourcing expertise, new sales tactics, and a deliberate push 
to shift the overall mix to the private label. Done properly, 
the own brand program can increases gross margin, adds 
negotiation leverage with vendors, and, most important, 
provides value to customers.

3 Move from a customer-service model to a customer-influence model 

Distributors often have a federated operating model with local and 
regional leaders having a large say in how the business is run. This 
structure has allowed distributors to serve customers effectively 
and provide a personal touch. However, this model also limits 
agility and the ability to execute the substantial changes needed 
to thrive in today’s environment. 

Indeed, executing the first two prongs of our proposed strategy 
may not even be possible without a more top-down leadership 
approach. In many distributor organizations today, local leaders 
often have the power to decide which customers to pursue, how 
to purchase from vendors, and which products to buy—resulting 
in a fragmented strategy that deleverages the parent company. 
Moving to a more top-down model will be difficult given the  
 
 

heritage of most distributors, but several moves can accelerate 
the change:

 ■ Run through a detailed bottom-up cost exercise with senior 
leaders to show how much value is lost with the current 
operating model

 ■ Establish activity-based KPIs before shifting to a more 
centralized model

 ■ Prepare to retrain teams that will need to embrace a new way 
of working

 ■ Ensure that management reports can be reviewed in near-real 
time and have a cascading structure so that the central team 
can monitor the business appropriately

 ■ Use data to inform any changes to vendors, pricing or  
sales tactics

4 Develop a more centralized decision-making organization 
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A major distributor in the building-materials sector wanted to transform its business to control costs and stay relevant with customers. 
This effort took on greater urgency because customers had become more demanding about product availability and order fulfillment. 
It was also clear that customers were ready to switch to online competitors if they didn’t get what they wanted. On top of that, the 
company was motivated to undertake the transformation because of the looming economic downturn (and memories of how much 
damage it had suffered in the last recession). 

The company’s historic growth strategy, while successful, also posed key challenges to this transformation. Through the 2000s, the 
company had made dozens of tuck-in acquisitions, resulting in significant growth in both revenue and market share. The strategy also 
created greater purchasing scale, which enabled solid bottom-line performance. However, these acquisitions also created issues that 
inhibited financial performance, including: 

 ■ A large and unwieldy network of 1,300 physical branches and distribution centers across multiple overlapping business units  
and geographies

 ■ Outdated IT systems that relied on dozens of stand-alone processes, which required significant back-end work to collect data  
into meaningful reports

 ■ A culture that prized P&L ownership at the branch level, encouraging branch managers to make product and sourcing decisions 
with limited corporate oversight

To address these issues, the company initiated an enterprise-wide performance transformation (Exhibit 8) which resulted in a 
significant increase in the top and bottom line.

Case study: Transforming a building materials distributor

Extracted value from  
previous M&A 

 ■ Consolidated multiple 
business units

 ■ Optimized Branch and DC 
network footprint 

 ■ Created regional inside sales 
call centers

 ■ Developed shared 
purchasing centers

 ■ Implemented uniform 
processes and systems 
across branches to reduce 
back-end functions (e.g., 
FP&A, IT)

1

Centralized decision-making

 ■ Deployed a distributed order management system to automate sourcing decision-making 

 ■ Restructured executive team in line with business unit changes and to give IT/BI a seat at the executive table

 ■ Created product/customer focused business groups to manage product lines for specific customer verticals (e.g., 
residential trade vs. commercial builders)

 ■ Replaced P&L responsibility at the branch-level to focus branch managers on a set of comprehensive KPIs 

 ■ Establish P&L ownership at the district level and decoupled outside sales responsibilities from the branches 

 ■ Tracked and limited the ability for branches to create POs outside of established vendor programs and create SKUs at the 
branch level 

4

Reevaluated customer  
service options/levels 

 ■ Acquired two new 
e-commerce platforms to 
provide self-service options 

 ■ Offered pro-pick-up  
service options

 ■ Enabled direct to consumer 
drop-shipping

 ■ Consolidated and focused 
outside sales force on high 
priority accounts

2
Created a customer- 

centric model

 ■ Upgraded ERP, TMS, WMS, 
and customer portals

 ■ Expanded private label value 
brand product offerings 

 ■ Developed marketing 
analytics including real-time 
customer feedback,  
NPS, etc. 

3
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Conclusion
Distributors have been slow to react to transformative market disruptions over the past decade. And they have paid the price with 
shrinking margins—even as the overall economy was expanding.

Too often, traditional distributors have clung to their usual business strategies, continuing to focus on supporting their sales force, 
adding to their warehouses, and widening their inventory. That’s left them at a big disadvantage in facing a raft of new and more  
agile competitors.

Successful distributors now will be more attuned to the realities of the new marketplace. That will mean taking steps that will likely 
reshape their business. This includes going back and getting the synergies and operating benefits of mergers and acquisitions. Some 
will be cultural and require new ways of serving and cultivating customers, while others will be operational and upend traditional power 
structures to create a more top-down model of decision-making.

By taking steps to move toward a more agile and cost-efficient model, distributors can level the playing field with new  
market entrants.

How we can help
Over hundreds of engagements, KPMG Strategy has built deep knowledge of the challenges facing distributors across industry 
sectors. We have invested in advanced analytical tools and experienced advisory talent to quickly diagnose the problems, identify 
opportunities and produce timely and actionable advice for our clients. 

KPMG supports clients across all phases of strategy and M&A, from strategy development, to deal identification and assessment, to 
target integration and performance improvements, and finally to divestitures.

Our in-depth experience with distribution clients can help you navigate the accelerating and changing distribution landscape. Recent 
examples of our work include:

  Healthcare distributor – Developed fact base for 
supplier renegotiation; designed and implemented 
$100 million (profit) transformation for supplier 
strategy

Food distributor – Identified cost-to-serve 
opportunities to improve profitability from low-profit 
and unprofitable customers; developed order level 
profitability model

Industrial distributor – Conducted bottoms-up 
analysis to review additional opportunities for 
value realization as part of an ERP implementation, 
identifying $180 million in potential savings

Industrial distributor – Performed a rapid SG&A 
cost take-out exercise with a focus on only 
removing costs that were not key to the company’s 
core value proposition
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