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This article is an overview of trends, events and 
shifts in the wholesale distribution sector in the 
past year.

By Lindsay Konzak

On Dec. 25, 2008, I wrote that we were 
transitioning into an era with “no bub-
bles,” quoting New York Times columnist 
Paul Krugman.

While the housing bubble has popped, 
we may not yet be bubble-free. A smaller 
bubble may be emerging, as government 
spending keeps the economy propped up, 
and economic stimulus package funds are 
doled out to state and local governments 
for infrastructure and other large projects.

Looking forward, government spend-
ing will play a large role in the economy 
thanks to the worst economic downturn 
since the Great Depression, which un-
doubtedly will be the fi rst thing to come to 
mind when “2009” is uttered years down 
the road.

In the past year, few distributors 

have reported sales increases. Single-digit 
increases or even declines were the “new 
up.” The year forced many to reevaluate 
their cost structure, as well as their suppli-
er network, to make hard decisions about 
what is best for their companies as they 
move into 2010.

Not surprisingly, in MDM’s annual 
Reader Survey most respondents’ top busi-
ness concerns were connected in some way 
to the economy.

Readers voiced concerns over a “loss 
of manufacturing jobs,” margin erosion 
due to increased price competition, gov-
ernment actions, global sourcing, customer 
health, tight credit conditions, unemploy-
ment, interest rates, distributor loyalty and 
work force demographic shifts.

Cutting Costs
Most distributors and their suppliers made 
large cost cuts in 2009. In fact, many cut 
staff for the fi rst time in the history of their 
companies. That was only the start. Nice-
to-haves were stripped entirely out of the 
business equation.

Some of the changes MDM readers 
have made in response to the recession, ac-
cording to the MDM Reader Survey:

● Cut wages
● Reduced budgets
● Focused on low-cost marketing
● Implemented furloughs
● Reduced inventory
● Implemented lean programs
● Drove customers online
● Implemented a hiring freeze
In 2010, distributors are faced with do-

ing more for less. What’s more, distributors 
are struggling to balance the cost cuts they 
have had to make with keeping morale up, 
a challenge that will continue into 2010.

It is yet to be seen how many distribu-
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Oliver H. Van Horn Company, New Orleans, 
LA, saw its headquarters wiped out with Hur-
ricane Katrina in 2005. The 100-year-old fourth-
generation family company’s traditional market 
literally disappeared that day. The company 
reshaped itself to deal with the reality of its cir-
cumstances, and found new ways to add value 
in the wake of disaster. They have been rebuild-
ing since, only to encounter a fi nancial hurricane 
a few short years later. 

This publication has worked consistently to 
avoid hyperbole since its founding 1967. But this 
has been a hyperbolic year. We are in a remark-
able time – a turning point for every company 
in wholesale distribution. Most companies faced 
the reality or the possibility of disaster in 2009. 
They look different today as a result. In  the 
aftermath of 2009, this industry will strengthen 
in 2010 as individual companies rebuild on new 
and stronger foundations.

As our lead article outlines, we are moving 
from one bubble to another. This time the gov-
ernment is creating an unprecedented bubble 
fueled by debt to drive growth. On one hand, 
distributors are benefi ting from that investment 
and will continue to over the next few years. 
But many small businesses are still handcuffed 
thanks to tight credit markets. Many larger busi-
nesses are gridlocked due to the uncertainty of 

where growth will be found in 2010. We all need 
confi dence that growth won’t be stifl ed by the 
government’s current medicine.

Every market has shifted, and to adapt to 
lower demand, many distributors have down-
sized and changed the structure of their com-
panies. It’s no surprise that more distribution 
companies have started to focus on pricing more 
strategically, optimizing inventory levels, chang-
ing roles and compensation models for their 
sales force, leaning operations, and fi ne-tuning 
business development with laser-like segmenta-
tion and market analysis. These are tools that 
increase value with fewer resources.

This economy continues to be the most 
stable, fl uid and fl exible economy in the world – 
one that rewards value and innovation. Distrib-
utors have always played a critical role as the 
backbone, facilitator and the “hidden grease” 
for an optimally functioning economy. North 
American independent distribution networks 
are a key differentiator in the way that distribu-
tors provide and will continue to provide a 
distinct and high value to the U.S. economy.

This resilience and creative capacity to add 
value – qualities that companies like Oliver H. 
Van Horn bring to suppliers and customers – is 
a perspective worth thinking about as we move 
into what we all hope to be a more positive year.

The New Era in Wholesale Distribution

P E R S P E C T I V E   ■   Commentary by Thomas P. Gale



MODERN DISTRIBUTION MANAGEMENT   /   VOL. 39, NO. 24   /  DECEMBER 25, 2009

www.mdm.com

3

Copying or reprinting all or parts of this newsletter without specifi c permission violates federal law! 

Year in Distribution: 2009
Continued from page 1

tors cut too deeply, affecting their ability to 
rebuild to meet growing demand.

Inventory is one of those areas. As Adam 
Fein outlined in his recent MDM Webcast, “2010 
Economic Forecast for Wholesale Distribution,” 
inventory levels have dropped signifi cantly over 
the past year as distributors faced decreased 
demand and increased need for cash.

Fein’s calculations showed that since Sep-
tember 2008, about $60 billion in inventories 
have been taken out of the distribution channel. 
About 15 percent of distributor inventories have 
gone away in the past year (excluding oil and 
gas, and agricultural products).

Supplier Consolidation
In 2010, MDM will be putting together a series 
of articles focused on the impact the recession 
has had on channel relationships. In some cases, 
the impact has been signifi cant. One shift: sup-
plier consolidation. 

At its annual analyst meeting, WW 
Grainger, Chicago, IL, reported some of its 
customers have pared down their supplier bases 
from thousands to just one. 

While not always so dramatic, we’ve heard 
similar stories from other distributors, where 
they’ve had to essentially “re-win” business 
they’ve had for years.

Many distributors have followed their 
customers in consolidating their own suppliers. 
Rather than carrying multiple brands in several 
product lines, distributors have pared that to a 
few key brands.

Expect this to continue. According to the 
latest ISM Semiannual Forecast, out in Decem-
ber, “supply chain optimization” will be front 
and center in 2010 for purchasing executives. A 
majority of respondents to the Institute for Sup-
ply Management’s twice-a-year report say they 
plan to continue improving their supply chain 
management practices.

For manufacturers, that includes supplier 
consolidation and improved inventory/asset 
management. 

For non-manufacturers, strategic sourcing, 
better demand management, supplier consoli-
dation, improved inventory management, and 
“spend analysis/consolidation” were cited as 
planned for 2010.

What does this mean for distributors? The 
need to illustrate value will become more impor-
tant than ever.

New Markets
As MDM Publisher Tom Gale wrote last year in 
his Dec. 25 Perspective column, new industry 
sectors often “rise from the ashes,” including 
alternative energy and low-energy product 
manufacturing.

The downturn forced many distributors 
and their suppliers to look for new markets. 
The downturn also solidifi ed the need to diver-
sify. While nearly every end-market crashed in 
the past year, some did better than others, and 
distributors serving diverse markets seemed to 
come out one step ahead of others who histori-
cally had served just automotive or residential 
markets, to name a couple of the hardest hit.

Government sales have grown more im-
portant to many distributors, as the U.S. pushes 
through spending packages meant to stimulate 
the economy. 

More are looking to take advantage of 
infrastructure projects, which are a key part of 
government spending proposals on the local, 
state and federal level.

Acquisitions
The M&A deal fl ow virtually stopped in the 
third quarter 2008, post-fi nancial crisis. Strategic 
buyers with cash have started to out-bid private 
equity fi rms, due to tight credit conditions.

The deals that did happen this year were 
mostly acquisitions of distressed companies. 
Building materials saw a lot of M&A activity 
in 2009, including the spinoff of Stock Building 
Supply by Wolseley plc, and the purchase of 
Orco Construction Supply by HD Supply, ex-
panding HD Supply’s reach on the West Coast.

Outside of distressed deals, the deal fl ow 
was slim to none until recently.

Grainger has started making acquisitions, 
after a couple of years focusing on mainly or-
ganic growth. The diversifi ed distributor made 
in-roads in Japan and India, and bought smaller 
companies in the U.S. and Canada.

Fastenal recently purchased Holo-Krome, a 
manufacturer of socket head screw products.

Airgas continued its acquisitive strategy, 
with a couple of purchases in the second half of 
this year.

Manufacturers have recently announced 
deals that will alter certain distribution channels 
– Stanley Works and Black & Decker announced 
an agreement to merge, forming an $8.4 billion 
manufacturer of tools.

continued on the next page
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The New Year
Those who survived the changes during this 
downturn have started to show optimism for 
the new year. They have taken advantage of this 
time to strengthen their position and come out 
ahead when economic strength returns.

Some have taken advantage of an increase in 
skilled out-of-work employees to beef up their 
own work forces. Others have invested in new 
services and territories, while their competitors 
have fallen behind.

Distributors are investing in technologies 
that help them implement specifi c improve-
ments to warehouse management, route plan-

ning, business intelligence, ecommerce and pric-
ing. Strategic pricing in particular has gained 
ground this year as distributors shifted their 
mindset from sales volume to profi tability. 

Adam Fein did not paint a rosy picture of 
2010 in his recent Economic Forecast Webcast, 
but he did provide some hope for those distribu-
tors who take a strategic approach to where they 
focus and grow over the next year. 

Opportunities are there, but unlike the boom 
years of this decade, it will take more work and 
strategic focus to take full advantage of the new 
era in wholesale distribution.

Year in Distribution: 2009
Continued from page 3

Expectations are for the positive conditions ex-
perienced in the second half of 2009 to continue 
in manufacturing, while the non-manufacturing 
sector expects marginal growth, say the nation’s 
purchasing and supply management execu-
tives in the Institute for Supply Management’s 
December 2009 Semiannual Economic Forecast. 
The overall forecast projects optimism about the 
U.S. economy for 2010. 

Business investment, a major driver in the 
U.S. economy, will decline as both sectors expect 
a combined average of a 5.4 percent decline in 
capital spending.

Manufacturing Summary
Manufacturing expectations for 2010 are posi-
tive as 60 percent of survey respondents expect 
revenues to be greater in 2010 than in 2009. 
The panel of purchasing and supply executives 
expects a 5.7 percent net increase in overall 
revenues for 2010, compared to a 10.7 percent 
decrease reported for 2009. 

Thirteen of 18 sectors expect higher rev-
enues than 2009 including: Transportation 
Equipment; Nonmetallic Mineral Products; 
Printing & Related Support Activities; Computer 
& Electronic Products; Paper Products; Electrical 
Equipment, Appliances & Components; Appar-
el, Leather & Allied Products; Food, Beverage & 
Tobacco Products; Chemical Products; Machin-
ery; Miscellaneous Manufacturing; Textile Mills; 
and Fabricated Metal Products.

“Manufacturing purchasing and supply 
executives refl ect more of their typical opti-
mism about their organizations’ prospects as 
they consider the fi rst half of 2010, and they are 
even more positive about the second half,” said 
Norbert J. Ore, chairman of the ISM Manufactur-
ing Business Survey Committee. “While 2009 
has been a challenging year overall, we are in 
a growth trend as we approach the end of the 
year. Respondents expect cost pressures to be 
low to moderate based on their price forecast.”

In the manufacturing sector, respondents 
report operating at 70.1 percent of their normal 
capacity, up from 67 percent reported in April 
2009. Purchasing and supply executives predict 
that capital expenditures will decrease by 4 per-
cent in 2010, compared to a 7.8 percent decrease 
reported for 2009. 

Survey respondents also forecast that they 
will reduce inventories in an effort to improve 
their purchased inventory-to-sales ratio in 2010. 
Manufacturers expect that employment in the 
sector will increase by 1.5 percent, while labor 
and benefi ts costs are expected to increase an 
average of 1.4 percent in 2010. 

Manufacturing purchasers are predicting 
strength in exports and imports in 2010. They 
also expect the U.S. dollar to weaken on average 
against the currencies of major trading partner. 
Respondents’ major concerns are: weak econo-
my; credit crisis; taxes; interest rates; and high 
energy costs. 

Semiannual Forecast: Optimism in 2010
But some areas of the economy may still see declines in the new year



MODERN DISTRIBUTION MANAGEMENT   /   VOL. 39, NO. 24   /  DECEMBER 25, 2009

www.mdm.com

5

Copying or reprinting all or parts of this newsletter without specifi c permission violates federal law! 

Survey respondents expect to realize supply 
chain improvements through supplier consoli-
dation; new or improved enterprise technology 
and system utilization; improved inventory/
asset management; lean manufacturing; and cost 
reduction.

Non-Manufacturing Summary
Forty percent of non-manufacturing sup-
ply management executives expect their 2010 
revenues to be greater than in 2009. They cur-
rently expect a 1.3 percent net increase in overall 
revenues for 2010 compared to a 4.5 percent 
decrease reported for 2009. 

Eight of 18 non-manufacturing industries 
expect revenue improvement in 2010 over 2009, 
including: Real Estate, Rental & Leasing; Profes-
sional, Scientifi c & Technical Services; Finance & 
Insurance; Wholesale Trade; Retail Trade; Other 
Services; Information; and Agriculture, Forestry, 
Fishing & Hunting.

Non-manufacturing supply managers report 
operating at 81.3 percent of their normal capac-
ity, above the 80.1 percent reported in April 2009. 

“They are cautiously optimistic about con-
tinued growth in the fi rst half of 2010 compared 
to the second half of 2009, and they have a lower 
level of optimism about the next 12 months than 
they had last December for 2009,” said Anthony 
S. Nieves, chairman of the ISM Non-Manufactur-
ing Business Survey Committee, and senior vice 
president - supply management, Hilton World-
wide. 

Respondents in non-manufacturing indus-
tries expect that the prices they pay for materials 
and services will increase by 1.1 percent during 
2010. They also forecast their overall labor and 
benefi t costs will remain unchanged for 2010. 
Employment is forecast to decrease 0.6 percent 
by the end of 2010

Profi t margins are reported to have de-
creased in the second and third quarters of 2009, 
and respondents expect them to increase be-
tween now and April 2010. 

Survey respondents indicate the increased 
use of strategic sourcing is the most frequently 
cited means of improving supply chains in 2010. 
Other improvement approaches include: product 
rationalization/demand management; supplier 
consolidation; improved inventory/asset man-
agement; and spend analysis/consolidation.

Other Highlights from the Report:
Production Capacity
Production capacity in manufacturing decreased 
5 percent in 2009 as 26 percent of purchasing and 
supply executives reported an average capac-

ity increase of 15 percent, 34 percent reported 
decreases averaging 25.8 percent, and 40 percent 
reported no change. This compares to a predict-
ed decrease of 8.4 percent for 2009 made in April 

Manufacturing
Predicted 2010

Non-manufacturing
Predicted 2010

Higher 43% 31%
Same 33% 41%
Lower 24% 28%
Average 
Change

-4% -6.7%

Capital Expenditures: 2010 vs. 2009
The table below shows the percentage of manufac-
turing and non-manufacturing respondents to the 
ISM survey who predict higher, same or lower capital 
expenditures in 2010. The bottom row shows the 
average change expected in capital expenditures.

continued on the next page

Manufacturing
Predicted 2010

Non-manufacturing
Predicted 2010

Higher 65% 52%
Same 21% NA
Lower 14% -7.6%
Average 
Change

+2.6% +1.1%

Prices: Predicted Change 2010 vs. 2009
The table below shows the percentage of manufactur-
ing and non-manufacturing respondents to the ISM 
survey who expect to pay higher, the same or lower 
prices by the end of 2010. The bottom row shows the 
average price change expected.

Manufacturing
Predicted 2010

Non-manufacturing
Predicted 2010

Greater 13% 9%
Same 59% 69%
Smaller 28% 22%
Diffusion 
Index*

42.50% 43.50%

*Diffusion Index above 50% indicates an increase in 
the inventory-to-sales ratio.

Inventory-to-Sales Ratio: 2010 Expectations
The table below shows the percentage of manufactur-
ing and non-manufacturing respondents to the ISM 
survey who predict greater, same or smaller invento-
ry-to-sales ratios in 2010. The bottom line shows the 
diffusion index. In this case, the index indicates an 
expected decline in the inventory-to-sales ratio.

Source:
Institute for Supply 
Management Semi-
annual Economic 
Forecast
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2009. Expectations for 2010 are for an increase of 
2.7 percent.

Production capacity in the non-manufac-
turing sector decreased 1.4 percent during 2009, 
compared to the 0.3 percent increase reported in 
December 2008, and is less than the prediction 
in April 2009 of a 2.6 percent decrease for 2009. 
For 2010, an increase (0.9 percent) is predicted. 
For 2009, 15 percent of non-manufacturing sup-
ply managers indicate increases averaging 9.6 
percent, and 16 percent of respondents indicate 
decreases averaging 17.9 percent. 

Both manufacturers and non-manufacturers 
sought to achieve increases in production capac-
ity in 2009 though more hours worked with 
existing personnel, replacement of equipment 
with technically advanced equipment, adding 
personnel (permanent, temporary or contract), 
adding plants and/or equipment, and having 
more shifts worked with existing personnel .

Capital Expenditures
Purchasing and supply managers report 2009 
capital expenditures declined 7.8 percent when 
compared to 2008 levels. In April 2009, they 
predicted a decrease of 22.7 percent for 2009. 
The 14 percent of purchasers who reported 
increased capital expenditures in 2009 indicated 
an average increase of 102.8 percent, while the 
55 percent who said their capital spending was 
reduced reported an average decrease of 40.9 
percent. Thirty-one percent said they spent the 
same in 2009 as in 2008.

In 2010, manufacturer purchasing and sup-
ply managers expect capital expenditures to 
decrease by 4 percent. The 43 percent of respon-
dents who predict increased capital expendi-
tures in 2010 indicate an average increase of 
32.5 percent, while the 24 percent who said their 
capital spending would be reduced predict an 
average decrease of 74.1 percent; 33 percent said 
they expect to spend the same in 2010 as in 2009.

Non-manufacturing supply management 
executives report their level of capital expen-
ditures in 2009 compared to 2008 declined 4.2 
percent. This compares to the 1.4 percent in-
crease reported for 2008 one year ago, and is 
signifi cantly less than the 13.5 percent decrease 
predicted by respondents in April 2009. Fifteen 
percent of respondents report increases averag-
ing 60 percent. An additional 52 percent report 
decreases averaging 24.9 percent. Thirty-three 
percent indicate they spent the same on capital 
expenditures in 2009 as in 2008. 

In 2010, non-manufacturing purchasing and 
supply executives are expecting a decrease of 
6.7 percent in capital expenditures from what 

they are reporting for 2009 (a decrease of 4.2 
percent). The 31 percent of respondents expect-
ing to spend more predict an average increase of 
13.7 percent. An additional 28 percent anticipate 
a decrease averaging 39.7 percent. Forty-one per-
cent expect to spend the same on capital expen-
ditures in 2010 as in 2009. 

Prices
After an initial forecast in April 2009 of a 5.3 
percent decrease in prices paid, manufacturing 
survey respondents now report realized price 
decreases averaging 4.6 percent for the year. In-
cluding the 44 percent who expect no change in 
prices in the fi rst four months of 2010, purchas-
ers expect the net average overall price change 
to increase 0.2 percent for the fi rst four months 
of 2010.

Non-manufacturing supply managers report 
prices they pay have decreased by 2.2 percent 
over the entire year. This is less than the “no 
price change” they predicted in April 2009, and 
less than the 2.3 percent increase reported one 
year ago for 2008. Survey respondents predict 
that their purchases in the fi rst four months of 
2010 will cost an average of 1.2 percent more 
than at the end of 200, with most of next year’s 
price increase to occur in the fi rst part of the 
year.

Import/Export
Manufacturing respondents see increases in new 
export orders for the fi rst half of 2010. Of the 77 
percent of respondents who export, 64 percent 
predict an increase (60 percent moderate and 4 
percent substantial) over the next half-year. Two 
percent of respondents (2 percent moderate and 
0 percent substantial) predict a decrease in their 
exports, and 34 percent anticipate no change in 

Manufacturing
Predicted 2010

Non-manufacturing
Predicted 2010

Better 55% 50%
Same 35% 30%
Worse 10% 20%
Diffusion 
Index

72.5% 65%

Outlook for Next 12 Months
The table below shows the percentage of manufactur-
ing and non-manufacturing respondents to the ISM 
survey who expect a better, same or worse economic 
outlook for the next 12 months. The bottom row 
shows the diffusion index, which indicates improved 
optimism from the end of 2008.



MODERN DISTRIBUTION MANAGEMENT   /   VOL. 39, NO. 24   /  DECEMBER 25, 2009

www.mdm.com

7

Copying or reprinting all or parts of this newsletter without specifi c permission violates federal law! 

exports over the next half-year. 
Manufacturing purchasers also expect an 

increase in imports in the fi rst half of 2010. Of 
the 87 percent of purchasers who reported they 
import, 43 percent predict an increase in their 
imports over the next half year (37 percent mod-
erate and 6 percent substantial), while 10 percent 
predict a decrease in imports of materials (9 
percent moderate and 1 percent substantial). 
Slightly less than half of survey respondents (47 
percent) expect no change in imports. 

For the fi rst half of 2010, non-manufacturing 
supply managers who report that their organi-
zations engage in exporting feel less optimistic 
than they did one year ago concerning their ex-
port business. Of the 24 percent of non-manufac-
turing business survey respondents who report 
that they export, 15 percent predict an increase 
(15 percent moderate and 0 percent substantial) 
over the next half year. Fifteen percent of the 
respondents expect a decrease in their exports 
(15 percent moderate and 0 percent substantial), 
and 70 percent anticipate no change in exports 
over the next half year. 

Non-manufacturers have higher expecta-
tions for the use of imports for the fi rst half of 

2010 than they did in December 2008 for the fi rst 
half of 2009. Of the 46 percent of non-manufac-
turing organizations who reported they import, 
28 percent (28 percent moderate and 0 percent 
substantial) predict an increase in their imports 
during the fi rst half of 2010. Twelve percent of 
the respondents (10 percent moderate and 2 per-
cent substantial) predict a decrease in imports of 
materials and services. The remaining 60 percent 
of purchasers expect no change in imports over 
the next half year. 

Outlook for the Next 12 Months
Survey respondents in both manufacturing and 
non-manufacturing have a more positive out-
look about the next 12 months than they did in 
December 2008. In manufacturing, 55 percent re-
port a better outlook for the next year, compared 
to 20 percent in December 2008. Only 10 percent 
say the next 12 months will be worse.

For non-manufacturing survey respondents, 
50 percent currently report a better outlook, 
higher than the 16 percent who had that outlook 
in December 2008. Thirty percent expect no 
change, and 20 percent feel the outlook will be 
worse over the next 12 months.
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Monthly wholesale trade: Sales and inventories October 2009
NAICS Business Type Sales Inventories Stock  % Change  % Change  % Change  % Change
Code  $ millions $ millions and Sales in Sales in Sales Inventory Inventory
    ratio 9/09-10/09 10/08-10/09 9/09-10/09 10/08-10/09

U.S. Bureau of the Census, Current Business Reports, Monthly Wholesale Trade, Sales and Inventories Series: MDM compilation and analysis. 
Adjusted for seasonal and trading day differences.  Figures for sales and inventories are preliminary adjusted estimates.

42 U.S. Total 326,171 379,585 1.16 1.2 -9.6 0.3 -13.5
423 Durable 144,629 230,445 1.59 0.8 -11.1 -0.4 -16.7

4231 Automotive 20,930 33,262 1.59 3.3 -7.7 1.7 -21.8
4232 Furniture & Home Furnishings 4,270 6,342 1.49 -2.8 -8.3 -1.2 -20.2
4233 Lumber & Other Construction Materials 7,328 11,743 1.60 -1.3 -23.7 -0.2 -20.0
4234 Prof. & Commercial Equip. & Supplies 29,278 28,169 0.96 3.5 -1.2 -0.6 -14.6
42343 Computer Equipment & Software 15,644 9,506 0.61 5.8 6.7 1.2 -15.9
4235 Metals & Minerals 8,002 17,987 2.25 -1.2 -44.3 -1.5 -39.4
4236 Electrical Goods 25,939 29,685 1.14 5.3 -0.1 -0.1 -17.0
4237 Hardware, Plumbing, & Heating Equipment 5,893 12,746 2.16 -0.7 -11.2 -0.4 -11.6
4238 Machinery, Equipment & Supplies 23,637 66,494 2.81 -5.6 -24.2 -0.9 -7.1
4239 Miscellaneous Durable 19,352 24,017 1.24 -0.2 8.0 -0.9 -10.6

424 Nondurable Goods  181,542 149,140 0.82 1.6 -8.3 1.5 -8.1

4241 Paper & Paper Products 7,352 6,286 0.86 0.1 -8.2 -1.3 -15.9
4242 Drugs 34,328 31,708 0.92 -0.9 3.9 1.9 -2.2
4243 Apparel, Piece Goods & Notions 10,297 14,264 1.39 3.9 1.6 -3.3 -16.1
4244 Groceries &Related Products 41,509 25,201 0.61 0.5 -4.3 -1.0 -11.0
4245 Farm-product Raw Materials 16,306 17,425 1.07 5.1 -9.1 11.4 -13.2
4246 Chemicals &Allied Products 6,994 7,612 1.09 -2.9 -20.2 -1.7 -22.1
4247 Petroleum &Petroleum Products 37,982 16,118 0.42 5.9 -22.1 4.6 24.1
4248 Beer, Wine & Distilled Beverages 8,736 10,507 1.20 -3.5 -1.4 1.3 -4.7
4249 Miscellaneous Nondurable Goods 18,038 20,019 1.11 0.8 -5.8 -0.4 -13.7

October 2009 sales of merchant wholesalers, 
except manufacturers’ sales branches and
offi ces, after adjustment for seasonal variations 
and trading-day differences but not for price 
changes, were $326.2 billion, up 1.2 percent from 
the revised September level, but down 9.6 per-
cent from October 2008. October sales of durable 
goods were up 0.8 percent from last month, but 
were down 11.1 percent from a year ago. Sales 
of computer and computer peripheral equip-
ment and software were up 5.8 percent from 
last month and sales of electrical and electronic 
goods were up 5.3 percent. Sales of nondurable 
goods were up 1.6 percent from last month, but 

Monthly Wholesale Trade: Sales and Inventories for October 2009
were down 8.3 percent from last year. Sales of 
petroleum and petroleum products were up 5.9 
percent from last month and sales of farm prod-
uct raw materials were up 5.1 percent.

Inventories. Total inventories of merchant 
wholesalers were $379.6 billion at the end of 
October, up 0.3 percent from the revised Sep-
tember level, but down 13.5 percent from a year 
ago. End-of-month inventories of durable goods 
were down 0.4 percent from last month and 
were down 16.7 percent from last October. In-
ventories of metals and minerals, except petro-
leum, were down 1.5 percent from last month, 
while motor vehicle and motor vehicle parts 
and supplies were up 1.7 percent. End-of-month 
inventories of nondurable goods were up 1.5 
percent from September, but down 8.1 percent 
compared to last October. 

Inventories/Sales Ratio. The October invento-
ries/sales ratio for merchant wholesalers was 
1.16. The October 2008 ratio was 1.22.

October
inventories/sales 
ratio = 1.16

Source: U.S. Census Bureau

Monthly Inventories/Sales Ratios 
of Merchant Wholesalers: 2000-2009

(Estimates adjusted for seasonal and trading-day differences, but not for price changes)
RATIO
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Industrial & Construction Markets Update

Industrial distributor Fastenal, Winona, MN, has agreed to acquire certain 
assets of Holo-Krome, a manufacturer of domestic socket head screw 
products. Holo-Krome is based in West Hartford, CT.

WW Grainger reported sales increased 2 percent in November from the 
previous year. Results for the month included a 4 percentage point posi-
tive contribution from acquisitions and a 2 percentage point benefi t from 
foreign exchange. Excluding acquisitions, foreign exchange and the effects 
of seasonal products, daily sales for the company declined 3 percent. In 
the U.S., daily sales were down 3 percent, and in Canada sales were down 
8 percent in local currency. 

Stock Building Supply will auction 25 surplus properties in 15 states over 
the next two months, according to a press release from real estate advisory 
fi rm Newmark Knight Frank. The move is part of the building supply 
distributor’s post-bankruptcy liquidation plan. Stock fi led for Chapter 11 
bankruptcy protection in May. The company now operates as a joint ven-
ture between private equity fi rm The Gores Group LLC, Los Angeles, CA, 
and U.K.-based Wolseley plc.

WinWholesale, Dayton, OH, has opened Pensacola Winnelson Co. in 
Pensacola, FL, to provide plumbing contractors in northwest Florida and 
southwest Alabama with a complete line of equipment, parts and acces-
sories.

Beacon Roofi ng Supply Inc., Peabody, MA, has acquired Lookout Supply 
Company, a distributor of roofi ng systems and related accessories with 
one branch in Chattanooga, Tennessee. 

Bunzl plc released a “pre-close statement” as an update to its expected 
fi nancial report for the year ending Dec. 31, 2009. The distributor expects 
Group revenue to be up 11 percent from 2008 thanks to the positive im-
pact of exchange. At constant exchange rates, underlying revenue for the 
Group is 1 percent down from the prior year.

Industrial, medical and specialty gases distributor Airgas, Inc., Radnor, 
PA, has moved its printed Specialty Gases and Equipment Reference 
Guide online and interactive. The online guide lets users fi nd the right 
specialty gases and related specialty gas equipment based on application 
requirements. The guide is available at www.AirgasSGCatalog.com.

Actuant Corp., Milwaukee, WI, reported sales for the fi rst quarter ended 
Nov. 30, 2009, were $305 million, down 17.7 percent from fi rst quarter a 
year ago, but an increase of 5 percent from fourth quarter sales. Core sales 
were down 20 percent. Profi t improved 2.2 percent to $11.9 million.

Flowserve Corp., Dallas, TX, a manufacturer of fl ow control products 
and services for the global infrastructure markets, has entered into a joint 
venture agreement with Valbart Srl, an Italian manufacturer of high per-
formance valves.

After a year of uncertainty, 3M is 
looking forward to a year of recovery, 
though the pace of recovery will be 
“patchy and slow,” according to Presi-
dent and CEO George W. Buckley. Buck-
ley addressed analysts and investors 
at the 3M 2010 Outlook meeting earlier 
this month.

“2010 will be a year of separation: 
The strong will get stronger, and the 
weak won’t,” Buckley said. “This will be 
a time when real market share transfers 
could begin.”

Sales for the St. Paul, MN-based 
diversifi ed manufacturer have been 
picking up during the fourth quarter of 
2009, reaching comparable levels with 
the fourth quarter of 2007, when the offi -
cial recession began, Buckley said. Final 
results for the fourth quarter of 2009 will 
not be available until the end of January 
2010. 

Several factors infl uence revenue 
results in any given year, Buckley said. 
But fi ve factors play the biggest role 
in determining sales: performance of 
blended end-market economies, tran-
sient channel dynamics such as fi lling 
and emptying supply pipelines, market 
share movements, new market creation 
and expansion – both geographically 
and sector-related, and X factors such as 
the H1N1 virus in 2009.

Even with the positive outlook, 
the company has had to make diffi cult 
decisions throughout the recession to 
maintain its strength in the global mar-
ketplace. 

“We saw the signals early in 2007 
and made the decision to respond right 
away,” Buckley said. 

“We all knew that we were falling 
but we didn’t know if we were falling 
off a four-foot cliff or a 400-foot cliff. 
And the challenge is that we can’t really 
know until we hit the bottom.”

continued on p.4 of this section

3M Outlook: 2010 Will Be a 
Year for Taking Market Share

continued on p.2 of this section
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Continued from p.1 of this section

Calculation of MDM Industrial Infl ation Index for September 2009
 BLS BLS BLS  Weighted % %
 Price Price Price % Indices Change Change
 Indices Indices Indices Sales Sep. ‘09 Sep. ‘09 Sep. ‘09
 Sep. ‘09 Aug. ‘09 Sep. ‘08 Weight (1)X(4) Aug. ‘09 Sep. ‘08
        
1136          Abr. Prod. 518.3  511.8  500.2  19.1  99.00  1.28  3.62 
1135          Cutting Tools 452.0  452.0  444.9  18.9  85.43  0.00  1.58 
1145          Power Trans. 718.9  719.8  704.5  15.4  110.70  -0.13  2.04 
1081          Fasteners 469.1  470.7  495.8  9.0  42.22  -0.34  -5.39 
1149.01     Valves, etc. 859.7  859.4  842.2  7.6  65.34  0.04  2.07 
1132          Power Tools 337.4  337.4  339.0  6.5  21.93  0.00  -0.46 
1144          Mat. Handling 520.6  520.9  527.2  6.2  32.28  -0.06  -1.25 
0713.03     Belting 620.3  622.5  602.3  6.1  37.84  -0.36  2.99 
1042          Hand Tools 739.0  739.6  723.6  8.1  59.86  -0.09  2.12 
108            Misc. Metal 452.0  452.0  458.0  3.1  14.01  0.00  -1.29 
        
“New”  September Index 297.1  September Infl ation Index  568.60  0.14  1.35 
“New” August Index 296.7  August Infl ation Index  567.83   
  September 2008 Infl ation Index 561.03    

New index refl ects 1977=100 base other #: 1967 To convert multiply by .52247

International Markets
Signifi cant declines in sales at 3M and an uncer-
tain outlook for the global economy led to the 
elimination of about 6,400 positions in 2008 and 
2009. 

More than 75 percent of those positions were 
in developed countries including the U.S. where 
3,000 positions were cut, according to Patrick 
Campbell, CFO. “We’re taking the resources out 
of areas where growth is slower in order to be 
able to fund the higher rates of growth in devel-
oping countries,” he said.

In 2008, international sales were $16.1 bil-
lion, or 64 percent of total revenues for 3M. 
Europe, the Middle East and Africa sales were 
$7 billion, and Asia Pacifi c accounting for $6.4 
billion in sales. China alone provided sales of 
$1.3 billion in 2008, and is expected to have sales 
of $1.4 billion in 2009.

“China is a key market for us,” said Kenneth 
Yu, managing director of China Region and 3M 
China. “Our vision is to have $3.1 billion in sales 
in China by 2014.”

Many of the emerging markets, particularly 
in the Asia-Pacifi c region and Latin America, 
are showing signs of coming out of the reces-
sion more quickly, said Inge Thulin, executive 
vice president of international operations. This 
reinforces the decision to turn investment atten-
tion to the emerging markets to take advantage 

of recovery and rapid growth.
But international markets cannot always be 

approached in the same way developed mar-
kets are, Buckley said. “We like to think a lot of 
our products are global products but in reality, 
they’re not. They’re U.S. products.”

Different markets demand different prod-
ucts, so addressing the needs of the different 
international markets requires “managing the 
pyramid” in a different way, Buckley says. 
Previously, 3M focused its attention of the top of 
the pyramid – the best items for the best mar-
kets. 

However, a recent study of product portfo-
lios showed that buyers in China were unwill-
ing to pay for quality they didn’t believe was 
necessary. 

So the top of the China pyramid aligned 
with the bottom of the U.S. pyramid. In turn, 
the top of the India product portfolio pyramid 
aligned with the middle of the China pyramid.

“We recognized the differences and adapted 
our portfolios for the market,” Buckley says.

In addition, 3M continued to streamline its 
supply chain in order to better serve the emerg-
ing markets by focusing on more local sourcing.

continued on p.4 of this section
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Optimism in the economy continues to pick 
up steam, though that optimism is tempered 
for many by the fact that we  still have a long 
way to go. Each measurement of the economy’s 
strength is impacted by several others. 

During diversifi ed manufacturer 3M’s 
2010 Outlook meeting earlier this month, CEO 
George Buckley called it a “chicken-and-egg” 
scenario. Determining which measure signifi es 
recovery can be diffi cult. Is it when unemploy-
ment levels off and starts going down? Or when 
capacity utilization goes up at factories? (Read 
more from 3M’s Outlook meeting on the fi rst 
page of this section.)

Even distinctly positive numbers, such as 
the 0.8 percent increase in industrial production 
in November, “has to be put into the context 
of the fl attening out in October,” says Daniel J. 
Meckstroth, chief economist for the Manufactur-
ers Alliance/MAPI.

Other key number from the past month:
Privately-owned housing starts in Novem-

ber were at a seasonally adjusted annual rate 
of 574,000, 8.9 percent above October but 12.4 
percent below November 2008, according to 
the U.S. Census Bureau and the Department of 
Housing and Urban Development. Single-family 
starts were at a rate of 482,000, 2.1 percent above 
October.

The Conference Board Leading Economic 
Index increased 0.9 percent in November, the 
eighth consecutive month of improvement. The 
LEI is now slightly higher than its latest peak in 
July 2007. However, its six-month growth rate 
has slowed somewhat in recent months. The Co-
incident Economic Index increased 0.2 percent, 
while the Lagging Economic Index declined 0.4 
percent in November. 

U.S. power transmission manufacturers’ 
sales posted a 0.6 percent increase in October 
2009 compared to September 2009, the third 
month of improvement albeit at a slower rate 
than experienced in August and September. 
Sales in October 2009 are down 28.2 percent 
compared to the same period last year. Canadian 
manufacturers’ sales rose 0.8 percent compared 
to September 2009. Sales were down 27.2 percent 
when compared to the same period last year. 

Canadian manufacturing sales increased 2 
percent in October to $42.5 billion, according to 

Statistics Canada. This was the fourth increase 
in fi ve months. Even with these recent gains, 
manufacturing sales remained 16.6 percent 
below October 2008. Most of the manufacturing 
gains in October were focused in two industries 
— aerospace product and parts, and petroleum 
and coal products.

In Canada, investment in residential struc-
tures advanced for a second consecutive quarter. 
Investment in new housing construction fell 4.2 
percent, following steeper declines in the fi rst 
two quarters of the year. Renovation activity 
grew 2.8 percent, similar to the second quarter 
increase.

The unemployment rate edged down to 10 
percent in November, and nonfarm payroll em-
ployment was essentially unchanged (-11,000), 
the U.S. Bureau of Labor Statistics reported. 
In the prior three months, payroll job losses 
had averaged 135,000 a month. In November, 
employment fell in construction, manufacturing, 
and information, while temporary help services 
and health care added jobs.

The Portland Cement Association expects 
2009 will represent this recession’s trough for 
United States’ total cement consumption – 
refl ecting a 26.6 percent decline from weak 2008 
levels. A modest 5 percent increase will material-
ize in 2010, with signifi cant growth in consump-
tion expected for 2011 and beyond.

Construction spending in October 2009 was 
estimated at a seasonally adjusted annual rate of 
$910.8 billion, nearly the same as September. Oc-
tober is 14.4 percent below October 2008, accord-
ing to the U.S. Census Bureau of the Department 
of Commerce. During the fi rst 10 months of this 
year, construction spending was $794 billion, 
12.6 percent below the same period in 2008.

During the third quarter of 2009 – the fi rst 
quarter of global economic recovery – the U.S. 
trade defi cit in manufactured goods increased 
sharply, according to a Manufacturers Alliance/
MAPI report. The U.S. global trade defi cit in 
manufactures rose from $67.9 billion in the 
second quarter of 2009 to $91 billion in the third 
quarter, a 34 percent increase. Conversely, the 
Chinese global surplus rose from $87.7 billion in 
the second quarter to $106.5 billion in the third 
quarter, an increase of 27 percent. Almost half of 
the increase of the U.S. defi cit was attributable to 
China. 

■  Economic Update

Economy Starts to Pick Up Steam
But U.S. economy still faces a long road to recovery
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St. Paul, MN-based 3M has agreed to acquire 
Incavas Industria de Cabos e Vassouras Ltda., 
a manufacturer of fl oor care products based in 
Rio Grande do Sul, Brazil. The company’s line 
of fl oor cleaning products includes squeegees, 
brushes, dust pans and brooms.

October U.S. manufacturing technology con-
sumption was $152.68 million, according to the 
Association For Manufacturing Technology and 
the American Machine Tool Distributors’ As-
sociation. This total was down 2.8 percent from 
September and down 49 percent from October 
2008. YTD, 2009 is down 65.9 percent from 2008.

MDM News Digest
Continued from p.1 of this section

HD Supply, Atlanta, GA, reported sales for the 
third quarter ended Nov. 1, 2009, were $1.93 
billion, down 24.9 percent from the prior year 
period, according to a recent fi ling with the 
Securities and Exchange Commission.

The diversifi ed wholesale distributor in the 
infrastructure and energy, maintenance, repair 
and improvement and specialty construction 
markets recorded a loss of $267 million for the 
quarter, compared to a loss of $91 million a year 
ago.

During the third quarter, HD Supply initi-
ated a plan to restructure the company that 
includes the closure or consolidation of 25 
branches and a reduction in workforce of about 
350 employees, according to the SEC fi ling. 
This plan follows the completion of a previous 
restructuring plan initiated in the fourth quarter 
of fi scal year 2008 that resulted in the closure or 
consolidation of 210 branches and a work force 
reduction of 4,500.

For the fi rst nine months, sales were $5.83 
billion, down 25.8 percent from the same period 
a year ago. The company recorded a loss of $346 
million, compared to a loss of $189 million the 
prior year.

Market Sector Results
Sales in the Maintenance, Repair & Improve-
ment sector decline 2.7 percent during the third 
quarter to $528.2 million. Operating income 
decreased 44.6 percent to $29.3 million.

Specialty Construction sales fell 37.4 percent 
to $404.5 million, primarily a result of continued 
declines in the residential construction market. 
The segment reported an operating loss of $38.4 
million.

Third quarter sales for the infrastructure & 
Energy segment were $953.1 million, down 28.3 
percent from a year ago.The segment reported 
an operating loss of $178.7 million compared to 
operating income of $79.7 million the prior year.

HD Supply to Close Branches, Cut Jobs

Product Expansion and Innovation
Geographic growth is important, but so is 
expansion of product lines and product applica-
tion, Buckley said. “We have a wealth of existing 
technology that can be applied across a number 
of areas,” he said. 

For example, a protectant designed for glass 
applications (televisions, iPhones, etc.) could 
be applied to cars or other metals. “It’s about 
knowing the products,” Buckley says.

Organic growth ideas cross several indus-
tries, Campbell said. 

“In fact, our hopper of organic growth ideas 
is the richest it’s ever been.” As such, $100 mil-
lion to $200 million has been earmarked to build 
out existing technologies into new areas includ-
ing renewable energy, aerospace and infrastruc-
ture.

In addition, research and development of 
new products will continue to be a primary 
focus for the manufacturer. 

“We made the decision to maintain our 
funding of R&D even during the recession, and 
we’re not reversing that decision now,” Buckley 
said. “We are a technology company.”

- Jenel Stelton-Holtmeier

3M Outlook
Continued from p.2 of this section


