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Robert W. Baird & Co., in partnership with 
Modern Distribution Management, conducted 
a survey of more than 600 distributors and 
manufacturers to gauge business trends and 
the outlook for the distribution industry in di-
verse sectors. Here is a summary of first-quar-
ter results and distributor and manufacturer 
expectations for the remainder of 2016.

By Eric Smith

Buoyed by mild winter weather and easing 
headwinds, distributors’ revenue trajectory 
made a small but significant turn in the 
first quarter, according to the most recent 
MDM-Baird Distribution Survey.

Excluding acquisitions, distributors av-
eraged -0.1 percent revenue growth in the 
first quarter, marking the second consecu-
tive quarter of negative growth. Though 
respondents projected 2.6 percent growth 
for the period, the upward shift from -0.6 
percent revenue growth in the fourth 

quarter of 2015 bodes well for an industry 
reeling from a host of pressures.

Ongoing strength in building products 
and modest improvement across other sec-
tors has sparked cautious optimism among 
distributors, who now project 1.5 percent 
revenue growth in the second quarter and 
2.2 percent revenue growth for 2016.

In the first quarter, the Northeast, West 
and Midwest were the strongest regions 
in the U.S.  The South’s negative results, 
however, were enough to put a drag on 
gains made elsewhere. Canada and other 
international regions saw negative rev-
enue growth due primarily to exposure to 
energy.

Pricing also contracted further in 
the first quarter, registering -0.3 percent. 
Though many industrial commodities 
saw near-term bottoms, pricing is down 
significantly compared to a year ago due to 
“lackluster demand in industrial/commer-

continued on p.3 of this section

1Q16 Revenues: -0.1% 1Q16 Pricing: -0.3%

2Q16/2016 Revenue Outlook: +1.5%/+2.2%1Q16 Revenue Growth by Geography

Ove
ral

l
Nort

he
as

t
Midw

es
t

Sou
th

Wes
t

Can
ad

a
Int

ern
ati

on
al

n MDM-Baird Distribution Survey

2016 a Turning Point?
Distributor revenues make slight rebound as headwinds lessen
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As rampant consolidation and new technologies 
continue to disrupt the industry, many distribu-
tors are facing an inflection point. Entrenched 
in the ways they’ve done business for years – or 
perhaps even generations – too many companies 
refuse to invest in their companies, especially on 
meeting customers’ changing needs. By delaying 
this critical remodel, they risk long-term success 
for short-term profit.

One solution posed at the Industrial Supply 
Association’s annual convention in Chicago, IL, 
earlier this month is to find “idea monkeys” – a 
term coined by Mike Maddock, author of Free 
the Idea Monkey … to Focus on What Matters Most. 
Maddock spoke at ISA about why distributors 
must innovate if they don’t want to be “Nap-
stered” – which is what happened to the music 
industry with the disruptive arrival of the file 
sharing service Napster.

Too many distribution companies lack in-
novative ideas and get stuck in the debilitating 
rut of doing things the “way they’ve always 
been done.” When they do try a new idea, it is 
uninspired or its implementation isn’t strate-
gic. Before long, the company abandons it and 
quickly becomes dubious of anything outside 
the norm, whether it’s a social media presence or 
an e-commerce platform.

These businesses have too many “ringlead-
ers” at the top, Maddock says. While ringlead-

ers are a necessary part of any venture because 
they’re able to keep the books straight, manage 
a sales team or identify new markets, they’re not 
especially creative and tend to be risk-averse. 

An idea monkey, however, thinks outside 
the cargo container. It is someone who uncovers 
a customer’s unique need and finds a creative 
solution to match it, all while improving the 
experience for existing customers and attracting 
new ones.

Innovation, Maddock says, is the precise 
alignment of idea, insight and experience, 
so idea monkeys and ringleaders are equally 
important to improving a company’s innova-
tion capacity while operating day-to-day. The 
hierarchy of innovation requires potential (do 
you have idea monkeys in the company?); 
permission (will senior leadership allow them to 
flourish?); pipeline (are there processes in place 
to execute the idea?); and profit (will this idea 
make money?).

The list of disruptive and profitable compa-
nies that employed and heeded the brainstorms 
of their idea monkeys is long, so ask yourself 
if there is a Napster, Uber or Netflix lurking in 
your distribution space. (Quick answer: There 
is.) It’s time to employ and empower idea 
monkeys before they take their innovations to a 
competitor.

Find ‘Idea Monkeys’ to Help Your Company Innovate
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continued on the next page

MDM-Baird Survey 
Continued from page 1

Only 26 percent of respondents reported higher inventory levels in 
the first quarter, and about the same decreased inventory levels. 
This translates to inventory levels being roughly flat on a sequen-
tial basis and counter to normal seasonal trends. Looking forward, 
32 percent of respondents expect to increase inventories in the 
second quarter, down from the 36-37 percent seen over the past 
two years and an indication that distributors are operating more 
“hand to mouth.”

Inventory Levels, Historical and Expected

Current and Expected Revenue and Pricing Levels by Sector
1Q16 
Sales 

Change

1Q16 
Pricing 
Change

2Q16 
Sales 

Forecast

2016 
Sales 

Forecast
Building Mat/Lumber 5.0% 0.1% 4.6% 3.9% Growth 2.5% above forecast, buoyed by mild weather
Cutting/Mtlwkg Tools -2.6% -0.3% 1.6% 0.2% Revenue declines consistent with mid-40s MBI readings

Datacomm 3.0% -1.2% 3.2% 1.9% Revenue growth unchanged q/q (4Q15 also +3%)
Electrical 0.5% 0.3% 2.4% 3.1% Commercial construction (+), Industrial trends (-) diverge
Fasteners (OEM) 0.0% -0.3% 2.2% 3.0% Roughly flat revenue growth mirrors 2H15 trends
Gases/Cylinder Rental 2.1% 1.7% 3.9% 3.9% Pricing gains supported by New Year price increases
Hoses & Accessories -3.7% 0.4% 0.1% -0.5% 3rd straight quarter of 4-5% revenue decline
HVAC 3.9% 1.6% 4.7% 4.4% Favorable 14-SEER mix increases pricing
Mech/Power Trans -0.1% -0.7% 0.2% 2.6% Trends normalized vs. -10%  revenue growth last quarter
MRO - Industrial/Mfg* -1.5% 0.5% 1.3% 1.7% Revenue growth no better than +1% over the past year
MRO - Non-Mfg* 3.7% 0.3% 5.2% 6.6% Third straight quarter of approximately +4% revenue growth
Plumbing 4.5% 1.8% 5.2% 6.0% Sharp inflection vs. negative revenue growth in 4Q15
Pool & Spa 4.3% 2.0% 5.0% 3.0% Revenue growth in line with +4.5% seen over past year
PVF - Ind & Energy -8.7% -0.4% -4.2% 1.9% Energy-driven high-single-digit revenue declines persist
PVF - Water & Sewer 3.9% 0.2% 4.1% 3.2% Mid-single-digit growth for first time since mid-2014
Roofing 2.8% -0.5% 2.5% 2.6% Residential volumes slightly outpaced commercial again 
Safety -0.1% 0.9% 1.8% 2.5% +1% outperformance vs. Industrial MRO over past year
Welding Hardgoods -0.2% -0.1% 1.3% 2.1% Internet-based price competition continues to grow
Overall -0.1% -0.3% 1.5% 2.2%

*For MRO, manufacturing includes industrial & manufacturing end-markets; non-manufacturing includes institutional, hospitality 
and other non-manufacturing end-markets. Jan-san results are included in these categories.

cial markets and heightened competitive condi-
tions,” according to the survey. Pricing across 
geography almost mirrored revenue growth 
with the South sagging because of energy expo-
sure, though Canada’s pricing benefited from a 
strong U.S. dollar.

Among the 19 product sectors, respondents 
in the building products and facilities main-
tenance category performed well in the first 
quarter. Lumber and building materials posted 
the strongest revenue growth at 5 percent. This 
sector is expected to dip slightly in the second 
quarter, with projected revenue growth of 4.6 
percent, and to continue downward with a 2016 
forecast of 3.9 percent.

Rounding out the top five were plumb-
ing (4.5 percent), pool & spa (4.3 percent), and 
HVAC and PVF – water & sewer (3.9 percent 
each). Respondents project plumbing to grow 6 
percent in 2016, HVAC 4.4 percent, PVF - water 
& sewer 3.2 percent and pool & spa 3 percent. 
MRO – non-manufacturing is forecasted to have 
the strongest year with 6.6 percent growth.
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Seven sectors saw negative revenue growth 
in the first quarter: safety (-0.1 percent), mechan-
ical/power transmission (-0.1 percent), welding 
hardgoods (-0.2 percent), MRO – manufacturing 
(-1.5 percent), metalworking/cutting tools (-2.6 
percent), hoses & accessories (-3.7 percent) and 
industrial/energy PVF (-8.7 percent). 

In the industrial supply category, fasteners, 
the only subcategory without negative growth, 
was flat. With demand trends stabilizing at 
low levels and pricing pressures across sectors, 
industrial supply companies finished with an 
average of -1.3 percent revenue growth in the 
quarter.

MRO – manufacturing hasn’t seen revenue 
growth exceed 1 percent in the past year, while 
hoses & accessories notched its third-straight 
quarter of -4 to -5 percent revenue growth.

Respondents summed up the first-quarter 
performance with tepid comments, such as 
“Things haven’t gotten any worse,” “Economy 
is still sluggish,” “Business is generally flat; it’s 
not bad but very reserved and lacking excite-
ment or optimism” and “Things are fairly calm, 
no excitement, but definitely coming up.”

However, a brighter outlook permeates most 
of the category. With the exception of hoses & 
accessories, segments expect decent gains in 
2016. Fasteners is projected to lead the industrial 
supply category at 3 percent for the year, fol-
lowed by mechanical/power transmission (2.6 
percent), safety (2.5 percent), MRO – manufac-
turing (1.7 percent) and metalworking/cutting 
tools (0.2 percent).

“Revenue trends remain uneven” in the in-
dustrial gases category, according to the survey, 
with one respondent calling the market “spotty 
at best.” Gases & cylinder rental performed 
above average during the first quarter with 2.1 
percent revenue growth, while welding hard-
goods fell short at -0.2 percent. Both sectors are 
poised for a better year, with gases & cylinder 
rental forecasted for 3.9 percent revenue growth 
and welding hardgoods forecasted for 2.1 per-
cent revenue growth in 2016.

The Airgas-Air Liquide deal is bringing 
mixed channel dynamics, according to survey 
respondents, who are in agreement that distribu-
tors face short-term opportunities and long-term 

challenges. “Initially it could be a unique op-
portunity to increase market share and establish 
advantages for our customers to work with 
independent distributors,” one respondent said. 
“Ultimately, however, the pendulum will swing 
back to price pressure.”

The building products and facilities 
maintenance category remained the industry 
stalwart, with its six sectors averaging 4 percent 
revenue growth during the first quarter. Growth 
is forecasted at 4.5 percent revenue growth in 
the second quarter and 4.4 percent in 2016.

Weather benefited some sectors and hurt 
others in the first quarter, with one HVAC 
distributor lamenting flat revenues “due to the 
mild winter” and a respondent in the roofing 
sector calling the weather a tailwind that helped 
the “year start out really fast.”

For MRO – non-manufacturing, competitive 
pressure from the big box and online distribu-
tors is growing as they are “buying market 
share with low margin sales,” according to one 
respondent.

Growth in commercial construction and 
softness in the industrial sector gave electrical & 
datacomm companies moderate to flat growth. 
Datacomm revenues grew 3 percent and electri-
cal 0.5 percent. “The reality is that construction 
markets are pretty good, (but) institutional and 
industrial are still a drag,” according to one 
respondent.

Distributors expect datacomm to peak in the 
second quarter at 3.2 percent revenue growth be-
fore decreasing to 1.9 percent for the year, while 
electrical should steadily rise to 2.4 percent and 
3.1 percent revenue growth in 2Q and 2016, 
respectively.

The oil and gas slump continued to hurt the 
pipe, valves & fittings category, which averaged 
-2.4 percent revenue growth in the quarter, a 
number that was dragged down significantly by 
industrial/energy PVF’s -8.7 percent decline.

Distributors in this segment remain cau-
tiously optimistic: “1Q was tough across our 
industrial end-markets. Refineries and pet-
rochemical continue to defer/delay routine 
maintenance work. We’re seeing healthy quot-
ing activity but are waiting for it to convert into 
sales.”
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Innovation is critical to long-term success in dis-
tribution. This article shares tips on how to create a 
culture that encourages innovation throughout your 
organization.

By David Gordon

Much has been written and discussed regarding 
how “distributors need to innovate to survive.”  
But most distributors were founded on inno-
vation. The original innovator – the founder – 
found a need, took a risk and created a business.

And many distributors continue to innovate. 
Often it’s incremental – a new product/service 
or additional support for a customer’s needs or a 
market niche.

Then there are the aha moments where 
someone has an epiphany, new products or ser-
vices are created, and new revenue streams are 
developed.

The culture of your company and the people 
within your company determine how innovative 
your company is or can be.

Innovation cannot be mandated. Nor can it 
be structured as a process. It needs to be inher-
ent in your organization and cultivated in an 
open, safe environment where idea generation 
and communication is encouraged. Change must 
be desired, expected and acted upon. And once 
achieved, success should be communicated, 
recognized and celebrated.

But a foundational criterion is a willing-
ness to take risks, from “bet the farm” to smaller 
“let’s take a chance” decisions.

If you have this type of culture, you are 
ahead of 98 percent of companies. If not, it could 
be a management issue or it could be your hiring 
process.

People need to want to find a better or differ-
ent approach to addressing an opportunity or 
issue. This includes having attributes around:

• Risk taking
• Initiative
• Creativity
• Resourcefulness
• Attitude

People also need to be exposed to ideas 
and tools from others within the industry, from 
complementary industries and from non-com-
plementary industries where they can ask “How 
could that work for me?”

Many companies in different industries have 

similar issues, though they may use different 
terminology and have industry-specific tools.

A key to success is observation and adapta-
tion. Consider:

1. Industry network groups are great but only 
provide 100,000 feet level nuggets. If you 
hear something interesting, reach out and 
interview or visit. 

2. Network with other local businesses. This 
could include groups such as Vistage, YPO 
or other similar groups.

3. Read, read and subscribe to more than 
just books. Every book takes at least a year 
to develop and publish. They can be good 
anecdotal case studies, but other sources 
can get you new information in a shorter 
amount of time. Read trade publications 
(including other trades). Read what your 
customers read. Read what your profes-
sional contemporaries read. And subscribe 
to many e-newsletters and blogs. Be an 
information consumer.

4. Develop multidiscipline task forces or 
work groups within your company to 
address issues. People can feed off the 
experiences and energy of each other. Also 
consider bringing in channel partners. 
Years ago GE brought significant value to 
distributors through its Six Sigma program. 
They brought in process experts to help dis-
tributors address distributor-specific issues 
or GE-distributor issues. Multidiscipline 
task forces can also be an effective way of 
involving millennials and identifying future 
leaders.

5. Get feedback. Getting input from a variety 
of sources – customers, sales, employees, 
suppliers, prospects, manufacturer reps, etc. 
– can generate a different perspective and 
identify needs.

6. Avail yourself of consultants. Consultants 
are exposed to a variety of companies and 
can share best practices or different ideas. 
And they can bring an unbiased third-party 
perspective that can be politically unbiased. 
Remember, you’re probably not the only 
company that has ever faced this issue or 
has had the same idea.

No one has a monopoly on innovation. It’s 
what you make of it. Do you have the temper-
ance and the culture to innovate?

Fostering a Culture of Innovation
Innovation cannot be mandated, but it can be cultivated

David Gordon is 
the president of 
Channel Market-
ing Group and 
has worked with 
companies in 
multiple industries 
on organizational 
development, cul-
ture development, 
internal communi-
cations, employee 
motivation and 
change manage-
ment. Email him  
at dgordon@ 
channelmkt.com.
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9%

Key 
hX.X% 1Q:4Q  (1Q ‘16 with 4Q ’15)

hX.X% 1Q:1Q (1Q ‘16 with 1Q ‘15)

These select product groups provide a snapshot of infla-
tion trends based on the Producer Price Index from the U.S. 
Bureau of Labor Statistics. This report, with graphs for all of 
the products listed here, is available online at this issue in 
pdf format at www.mdm.com.

Online  
Resources

Abrasives

h0.5% 1Q:4Q

h1.6% 1Q:1Q

Product Group 1Q:4Q 1Q:1Q
Adhesives/Sealants 0.4% 0.1%
Pumps & Compressors 0.9 1.5
Ind. Mat Handling Eqmt 0.3 1.5
Rubber & Plastic Belts & Belting -0.7 -1.0
Rubber & Plastic Hose 0.3 2.0
Industrial Rubber Products nec 0.0 0.1
Personal Safety Eqmt & Clothing 0.1 2.3
Metal Forming Machine Tools 0.4 -1.9
Metal Cutting Machine Tools -0.1 0.3
Metal Valves (not FP) 0.5 1.9
Steel Mill Products -3.7 -17.6

1Q16 Pricing Trends Report
Inflation trends for dozens of product groups

Softwood Lumber

h0.7% 1Q:4Q

i5.1% 1Q:1Q

Product Group 1Q:4Q 1Q:1Q
Plastic Construction Products -0.6% -0.8%
General Millwork 0.6 1.3
Gypsum Products 1.4 -3.4
Hardboard, Particlebd, Fiberbd -0.5 4.0
Hardwood Lumber 0.5 -7.3
Plywood -1.8 -6.0
Wood Ties, Siding, Shingles, etc. 0.0 1.1

Industrial

Construction

Electrical Machinery & Eqmt*

i0.3% 1Q:4Q

i0.8% 1Q:1Q

Product Group 1Q:4Q 1Q:1Q
Electronic Components & Accs. -0.7% -1.7%
Integrating/Measuring Instrumts -1.6 -0.9
Motors, Generators, etc. -1.5 -1.7
Wiring Devices -1.0 -3.1
Transformers/Power Regulators -0.1 -5.5
Switchgear, Switchbd, etc. Eqmt -0.2 0.0
Communications/Related Eqmt 0.4 0.3
Electric Lamp Bulbs and Parts -1.4 -5.7
Fab. Ferrous Wire Products -0.3 -0.5
Nonferrous Wire & Cable -1.4 -6.5
Lighting Fixtures 0.4 1.1

*Category includes products in table to right

Electrical
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i

Cutting Tools & Accessories*

h0.1% 1Q:4Q

h0.3% 1Q:1Q

Product Group 1Q:4Q 1Q:1Q
Hand & Edge Tools 0.2% 0.2%
Power-Driven Hand Tools 1.5 2.9
Precision Measuring Tools 0.0 2.0
Small Cutting Tools 0.0 -0.4
Tools, Dies, Jigs, Molds, Fixture 0.0 -0.2

*Category encompasses some of the products in table.

Nuts, Bolts, Screws, Rivets, Washers*

h0.7% 1Q:4Q

h0.6% 1Q:1Q

Mech. Power Transmission Eqmt*
i0.2% 1Q:4Q

h0.3% 1Q:1Q

Product Group 1Q:4Q 1Q:1Q
Ball & Roller Bearings 0.2% -0.1%
Plain Bearings & Bushings -1.4 2.1
Speed Changers/Drives/Gears -0.4 -0.2
Fluid Power Equipment 0.7 1.6
Fluid Power Valves 1.9 4.3
FP Hose & Tube Fittings 1.1 1.9
FP Cylinders, Actuators, Accum. -0.3 0.1
Fluid Power Pumps & Parts 0.4 0.5

Product Group 1Q:4Q 1Q:1Q
Aircraft Fasteners 0.1% 0.7%
Externally Thread. Fasteners** -0.3 -0.8
Internally Thread. Fasteners** -0.1 -0.4
Nonthreaded Metal Fasteners** 0.5 0.9

*Category encompasses products in table above
**Excludes aircraft fasteners.

Fasteners

Tools

*Category encompasses first three (PT) products in table.

Product Group 1Q:4Q 1Q:1Q
Hardware* 0.2% 0.3%
Builders Hardware 0.5 1.0
Air Cond. & Refrigeration Eqmt 0.3 0.6
Heating Eqmt 0.0 2.0
Plumbing Fixtures & Fittings -0.1 0.4
Plastic Products (overall) -0.5 -2.5
Pkging Products from Plastics -1.3 -5.7
Welding Machinery & Eqmt 0.1 1.6
Office Supplies & Accessories 0.8 1.2
Pulp, Paper & Allied Products** -0.6 -1.2
Boxes 0.2 -0.3
Sanitary Paper Products -0.1 -0.4

Plastic Resins and Materials

i2.5% 1Q:4Q

i9.9% 1Q:1Q

Industrial Gases
h2.1% 1Q:4Q

h2.7% 1Q:1Q

Other

*This category includes builders’ hardware & other product groups 
**Category includes boxes, sanitary paper products & office supplies & other groups

Power Transmission/Bearing/Fluid Power
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Wholesale revenues in February were $427.6 bil-
lion, down 3.1 percent from February 2015 and 
down 0.2 percent from January. February sales 
of durable goods were up 1.2 percent from last 
month and up 0.2 percent from a year ago. Sales 
of nondurable goods were down 1.6 percent 
from January and were down 6.2 percent from 
last February.
 
Inventories. Inventories were $583.3 billion at 
the end of February, down 0.5 percent from the 
revised January level, but up 0.6 percent from 
the February 2015 level. February inventories 
of durable goods were down 0.1 percent from 
last month and were down 1.3 percent from a 
year ago. Inventories of nondurable goods were 

down 1.1 percent from January, but were up 3.7 
percent from last February.
 
Inventories/Sales Ratio. The February inven-
tories/sales ratio for merchant wholesalers was 
1.36. The February 2015 ratio was 1.31.

Sales and Inventories Trends: February 2016

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.

 
 
NAICS 
Code

 
 
 
Business Type

 
 

Sales  
$Millions

 
 

Inventory  
$Millions

 
Stock/
Sales 
Ratio

Percent 
Change 
Sales  

1/16-2/16

Percent 
Change 
Sales  

2/15-2/16

Percent 
Change 

Inventory 
1/16-2/16

Percent 
Change 

Inventory 
2/15-2/16

42 U.S. Total 427,560 583,346 1.36 -0.2 -3.1 -0.5 0.6

 
423 Durable 211,050 355,632 1.69 1.2 0.2 -0.1 -1.3

 

4231 Automotive 36,229 65,176 1.80 -0.3 1.2 -1.0 5.4

4232 Furniture & Home Furnishings 6,988 11,085 1.59 2.3 5.0 0.0 6.6

4233 Lumber & Other Construction Materials 10,477 13,825 1.32 2.9 11.7 -1.6 1.7

4234 Prof. & Commercial Equip. & Supplies 36,542 38,207 1.05 0.9 0.6 -0.4 -3.3

42343 Computer Equipment & Software 18,038 14,976 0.83 0.1 -5.8 -0.6 -4.7

4235 Metals & Minerals 11,470 26,491 2.31 -1.2 -20.4 -1.0 -19.6

4236 Electrical Goods 45,830 47,502 1.04 3.1 2.5 2.0 -0.6

4237 Hardware, Plumbing, & Heating Equipment 11,434 22,698 1.99 0.5 7.1 0.3 4.7

4238 Machinery, Equipment & Supplies 34,012 103,825 3.05 -1.4 0.1 -0.1 -1.3

4239 Miscellaneous Durable 18,068 26,823 1.48 6.1 -3.1 0.3 -2.4

 

424 Nondurable Goods 216,510 227,714 1.05 -1.6 -6.2 -1.1 3.7
 

4241 Paper & Paper Products 8,211 8,451 1.03 -1.4 4.9 1.7 4.1

4242 Drugs 53,174 59,033 1.11 0.7 6.8 -3.5 7.9

4243 Apparel, Piece Goods & Notions 14,202 30,430 2.14 1.7 7.9 -1.3 9.9

4244 Groceries &Related Products 50,941 34,826 0.68 -0.3 0.0 0.9 4.7

4245 Farm-product Raw Materials 16,177 20,489 1.27 -2.0 -17.6 -4.2 -7.3

4246 Chemicals & Allied Products 9,958 12,807 1.29 0.5 -5.9 0.1 6.5

4247 Petroleum & Petroleum Products 30,392 17,188 0.57 -10.1 -34.8 1.5 -9.1

4248 Beer, Wine & Distilled Beverages 11,676 15,682 1.34 0.9 7.2 1.8 3.1

4249 Miscellaneous Nondurable Goods 21,779 28,808 1.32 -0.8 2.4 -0.4 4.9

Monthly Wholesale Trade Data

Source: U.S. Census Bureau

Monthly Inventories/Sales Ratios  
of Merchant Wholesalers: 2007-2016

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

Grainger, Chicago, IL, reported sales 
for the first quarter of $2.5 billion, a 3 
percent increase compared to the first 
quarter of 2015. Profit for the quarter 
decreased 11.5 percent to $186.7 million.

“Revenue and share gains are track-
ing as we expected given the tough 
economic environment,” said President 
and CEO Jim Ryan. “In our U.S. busi-
ness, share gains with large and small 
businesses continue to outpace our per-
formance with medium-sized custom-
ers. We continue to see price and gross 
margin pressure driven primarily by the 
low inflation economic environment and 
faster growth from lower gross margin 
customers. At the same time, we have 
reduced our operating expenses to offset 
some of the gross margin decline.”

Organic sales declined 2 percent 
driven by a 3 percentage point reduc-
tion in price and a 1 percentage point 
reduction in sales of seasonal products, 
partially offset by a 2 percentage point 
increase from higher volume.

Sales for the U.S. segment were flat 
versus the 2015 first quarter and de-
clined 2 percent on a daily basis.  Zoro, 
the single channel online business in the 
U.S., contributed 1 percentage point to 
the quarter’s growth. Sales to customers 
in the government and light manufac-
turing end markets led the sales perfor-
mance in the quarter.

First quarter sales for Acklands-
Grainger, the Canadian business seg-
ment, decreased 24 percent in U.S. dol-
lars. On a daily basis, sales declined 25 
percent and 17 percent in local currency. 
Business in Canada continues to be af-
fected by weak oil and gas prices and 
lower commodity prices, resulting in 
lower sales to all customer end markets.

Sales for the Other Businesses 
increased 50 percent for the first quarter 
versus the prior year. On a daily basis, 
sales increased 47 percent. Strong per-
formance for the Other Businesses was 
driven by 34 percent daily sales growth 
for the single channel online businesses.

Grainger Sales Up 3% in 1Q

continued on p.2 of this section

Distributor News
The Fastenal Company, Winona, MN, reported sales for the first quarter of 
$986.7 million, up 3.5 percent from the first quarter a year ago. Profit was 
$126.2 million, down 1.1 percent from the same period in 2015. The company 
also reported sales for March of $357.1 million, a 4.5 percent increase over the 
same period a year ago. Daily sales were flat at $15.5 million.

Motion Industries, Birmingham, AL, reported sales for the first quarter of 
$1.2 billion, down 2.5 percent from the previous year. Parent company Genu-
ine Parts Co., Atlanta, GA, reported sales for the first quarter of $3.7 billion, 
a decrease of 0.5 percent compared to the prior year quarter. Profit decreased 
1.9 percent to $158 million.

Plumbing distributor Ferguson Enterprises Inc., Newport News, VA, has 
acquired Oklahoma-based Andrews Lighting Gallery Inc.

HVACR/plumbing distributor F.W. Webb Co., Bedford, MA, has acquired 
State Line Supply, Seabrook, NH.

Quincy Compressor LLC, Bay Minette, AL, a subsidiary of Atlas Copco, 
Stockholm, Sweden, has acquired Scales Industrial Technologies Inc., Carle 
Place, NY, a distributor of industrial air compressors and ancillary systems.

Industrial distributor Bolts & Nuts Corp., Chattanooga, TN, has acquired 
US Nut and Bolts, Louisville, KY.

Hyster-Yale Group Inc., Cleveland, OH, has acquired Speedshield Tech-
nologies’ telematics installation and distribution businesses in the U.S. and 
the UK. 

Metro Supply Chain Group, a North American solutions provider, has ac-
quired Europe-based automotive and industrial services emergency logistics 
specialist Evolution Time Critical.

The Bossard Group, Switzerland, reported first quarter sales of CHF 170.4 
million (US$178.6 million), an increase of 0.9 percent year-over-year. As 
reported in local currencies, sales fell 0.4 percent.

Lighting distributor Acuity Brands Inc., Atlanta, GA, reported sales for the 
second quarter of $777.8 million, a 26.2 percent increase compared to the 
same period a year earlier. Profit increased 41.2 percent to $65.5 million. For 
the first six months, sales were $1.5 billion, an increase of 19.9 percent com-
pared to the prior-year period. Profit increased 37.3 percent to $133.9 million.

84 Lumber plans to establish a new office in Phoenix, AZ, and open at least 
a dozen new stores and manufacturing facilities in the Western United States 
within the next 18 months.

Airgas Inc., Radnor, PA, announced the reorganization of its South distribu-
tion region, into two separate regions within the South Division – a redefined 
South Region, headquartered in Tampa, FL, and a new Southeast Region, 
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headquartered in Kennesaw, GA.

Economic News
February U.S. cutting tool consumption totaled 
$173.4 million, according to the U.S. Cutting 
Tool Institute and AMT – the Association for 
Manufacturing Technology. This total, as report-
ed by companies participating in the Cutting 
Tool Market Report collaboration, was up 9.3 
percent from January’s total and down 4 percent 
from February 2015.

February U.S. manufacturing technology or-
ders totaled $270.9 million according to AMT – 
The Association for Manufacturing Technology. 
This total, as reported by companies participat-
ing in the USMTO program, was down 5.1 per-
cent from January and down 12.8 percent from 
February 2015.

The Producer Price Index for final demand 
decreased 0.1 percent in March, seasonally 
adjusted, according to the U.S. Bureau of Labor 
Statistics.

The NFIB Small Business Optimism Index fell 
0.3 points in March to 92.6. Four of the 10 Index 
components posted a gain and six posted small 
declines. The biggest gain was in expected busi-

ness conditions, a 4 point improvement. 

Industrial production in the U.S. decreased 0.6 
percent in March for the second month in a row, 
according to the Federal Reserve. For the first 
quarter as a whole, industrial production fell at 
an annual rate of 2.2 percent.

Canadian investment in nonresidential con-
struction totaled C$12.5 billion (US$9.7 bil-
lion) in the first quarter, according to Statistics 
Canada. This total was down 1.6 percent from 
the previous quarter and down 3.2 percent from 
the same quarter in 2015.

Canadian manufacturing sales decreased 3.3 
percent to C$51.2 billion (US$39.8 billion) in 
February, following three months of consecutive 
gains, according to Statistics Canada.

The value of Canadian building permits issued 
by municipalities rose 15.5 percent to C$7.4 bil-
lion (US$5.6 billion) in February, following a 9.5 
percent decline the previous month, according to 
Statistics Canada. Higher construction intentions 
for commercial buildings in Alberta, single-fami-
ly dwellings in Ontario and institutional struc-
tures in Quebec attributed to the increase.

News Digest 
Continued from p. 1 of this section

Calculation of MDM Inflation Index for March 2016
BLS BLS BLS Weighted % %

Price Price Price % Indices Change Change

Indices Indices Indices Sales Mar '16 Mar '16 Mar '16

Mar '16 Feb ‘16 Mar ‘15 Weight (1)X(4) Feb '16 Mar '15

1136 Abr. Prod. 584.2 582.1 582.7 19.1 111.58 0.36 0.25 

1135 Cutting Tools 507.3 507.3 506.0 18.9 95.88 0.00 0.27 

1145 Power Trans. 811.3 812.6 809.8 15.4 124.94 -0.15 0.19 

1081 Fasteners 517.7 516.4 512.6 9.0 46.59 0.26 1.00 

1149.01 Valves, etc. 961.9 956.8 962.1 7.6 73.11 0.54 -0.02 

1132 Power Tools 379.7 377.3 368.7 6.5 24.68 0.65 3.00 

1144 Mat. Handling 598.3 597.8 592.3 6.2 37.10 0.10 1.02 

0713.03 Belting 826.9 826.9 834.0 6.1 50.44 0.00 -0.85 

1042 Hand Tools 782.2 780.2 784.6 8.1 63.36 0.26 -0.30 

108 Misc. Metal 469.8 470.1 478.3 3.1 14.56 -0.06 -1.77 

"New" March Index 335.6 March Inflation Index 642.26 0.17 0.22 

"New" February Index 335.0 February Inflation Index 641.19 

March 2015 Inflation Index 640.82 
New index reflects 1977-100 base other #: 1967 To convert multiply by .52247
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Domestic M&A Activity – All Industries

Data Source: Houlihan Lokey, Thomson Reuters, S&P Capital IQ, as of 3/31/2016

Notes: Represents reported M&A activity across all industries, not just distribution. Excludes debt tender offers, private placements, equity carve-
outs, exchange offers, loan modifications and open market repurchases.

The charts below shows the median EBITDA transaction multiples by year, as well as segmentation of multiples by enterprise value for the last 12 months.

Median EBITDA Transaction Multiples – All Industries

By Year By Deal Size - Last 12 Months

Data Source: Houlihan Lokey, Thomson Reuters, S&P Capital IQ, as of 3/31/2016

Notes: Represents reported M&A activity across all industries, not just distribution. Based on U.S. deals and excludes multiples below 0.0x and above 
25.0x.

© 2016 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or redistributed without the prior written consent of Houlihan Lokey.

Houlihan Lokey is an international investment bank with a dedicated Distribution advisory practice and expertise in mergers and acquisitions, capital markets, financial restructur-
ing and valuation. Houlihan Lokey is ranked as the No. 1 M&A advisor for U.S. transactions under $1 billion, as well as the No. 1 M&A advisor for U.S. transactions under $100 
million, according to Thomson Reuters. For more information, please contact Reed Anderson, Head of Industrial Distribution, at (612) 215-2256 or randerson@hl.com.
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This chart shows the number of transactions announced each quarter for the last five years.
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First Quarter 2016 Financial Metrics & Trading Multiples
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Distribution Financial Metrics and Trading Multiples (Data as of March 31, 2016)

The table below highlights key financial metrics and trading multiples for 32 distributors across diverse end markets. LTM means latest 12 months.  Enterprise Value means market 
capitalization of a company’s equity plus preferred stock plus total interest bearing debt net of any cash or cash equivalents.  EBITDA means earnings before interest, taxes, deprecia-
tion and amortization.  In certain cases earnings have been adjusted for certain disclosed income or expense items considered to be non-recurring.

© 2016 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or redistributed without the prior written consent of Houlihan Lokey.

Company Ticker
Enterprise 

Value
LTM 

Sales
LTM Sales 

Growth Gross EBITDA

Working 
Capital/ 

LTM Sales ROIC
EV/LTM 
EBITDA

A.M. Castle CAS $375 $771 -21.3% 8.9% -3.5% 32.7% -7.0% NM
Airgas Inc. ARG $12,994 $5,321 1.0% 56.1% 18.1% 17.6% 8.3% 13.5x
Anixter International Inc. AXE $3,210 $6,191 12.4% 21.7% 5.7% 22.9% 7.4% 9.2x
Applied Industrial Technologies Inc. AIT $2,015 $2,610 -2.1% 28.1% 8.2% 19.4% 9.7% 9.4x
Arrow Electronics Inc. ARW $8,106 $23,282 2.3% 13.0% 4.5% 12.5% 8.7% 7.7x
Avnet Inc. AVT $7,107 $27,351 -2.7% 11.4% 3.8% 14.6% 8.2% 6.8x
Beacon Roofing Supply Inc. BECN $3,525 $2,896 22.1% 23.9% 6.1% 22.1% 4.7% 19.8x
Bluelinx Holdings Inc. BXC $452 $1,917 -3.2% 11.6% 1.4% 15.2% 2.8% 17.0x
BMC Stock Holdings Inc. STCK $1,516 $1,577 20.2% 23.6% 4.7% 21.9% 5.9% NM
Builders FirstSource Inc. BLDR $3,123 $3,564 1.0% 25.3% 4.9% 11.9% 5.8% 17.8x
Bunzl BNZL $11,193 $9,570 -0.3% 24.1% 7.3% 8.8% 11.5% 16.0x
DXP Enterprises Inc. DXPE $603 $1,247 -16.8% 28.2% 6.5% 13.9% 5.0% 7.4x
Essendant Inc. ESND $1,877 $5,363 0.7% 15.7% 4.8% 17.8% 8.8% 7.3x
Fastenal Company FAST $14,374 $3,903 2.4% 50.1% 23.5% 31.3% 24.7% 15.7x
Genuine Parts Company GPC $15,320 $15,280 -0.4% 29.8% 8.3% 11.6% 17.7% 12.1x
HD Supply HDS $10,675 $7,388 6.0% 33.2% 11.1% 11.5% 9.8% 13.0x
Houston Wire & Cable Company HWCC $159 $308 -21.0% 21.4% 4.0% 35.9% 3.8% 12.9x
Ingram Micro Inc. IM $5,521 $43,026 -7.4% 6.3% 1.8% 6.0% 7.1% 7.2x
Kaman Corp. KAMN $1,578 $1,775 -1.1% 29.1% 8.3% 24.1% 7.8% 10.8x
Lawson Products LAWS $171 $276 -3.5% 61.3% 2.9% 15.0% 3.0% NM
MRC Global Inc. MRC $2,141 $4,529 -23.7% 16.5% 6.2% 19.9% 5.3% 7.6x
MSC Industrial Direct Co. Inc. MSM $5,010 $2,864 -0.7% 45.2% 15.6% 26.3% 13.4% 11.2x
NOW Inc. DNOW $1,919 $3,010 -26.7% 16.7% -2.6% 29.7% -4.2% NM
Park-Ohio Holdings Corp. PKOH $944 $1,464 6.2% 16.1% 8.8% 19.1% 9.5% 7.3x
Pool Corp. POOL $4,006 $2,363 5.2% 28.6% 9.9% 14.6% 23.4% 17.2x
Reliance Steel & Aluminum Co. RS $6,825 $9,351 -10.5% 27.2% 8.7% 21.0% 6.0% 8.4x
Rexel SA RXL $6,807 $14,703 -5.3% 24.0% 4.9% 9.8% 4.7% 9.4x
W.W. Grainger GWW $16,159 $9,973 0.1% 42.4% 15.3% 15.8% 20.7% 10.6x
Watsco Inc. WSO $4,836 $4,113 4.3% 24.5% 8.6% 21.3% 14.5% 13.7x
Wesco Aircraft Holdings WAIR $2,277 $1,484 -1.4% 21.2% 6.0% 57.9% 1.9% NM
WESCO International Inc. WCC $3,679 $7,518 -4.7% 19.9% 5.7% 16.3% 7.0% 8.6x

Wolseley plc WOS $16,205 $19,392 -2.7% 28.2% 7.2% 11.9% 11.2% 11.6x

Median $3,602 $4,008 -0.9% 24.0% 6.2% 17.7% 7.6% 10.8x

(in millions, except per share data)  LTM Margins 

These materials are for 
informational purposes only. 
Houlihan Lokey gathers its data 
from sources it considers reliable; 
however, it does not guarantee 
the accuracy or completeness of 
the information provided within 
this presentation. The material 
presented reflects information 
known to the authors at the time 
this presentation was written, 
and this information is subject to 
change. Houlihan Lokey makes 
no representations or warranties, 
expressed or implied, regarding 
the accuracy of this material.

Data Source:  Houlihan Lokey, Thomson Reuters, S&P Capital IQ, Bloomberg & company financials.

2011 2012 2013

The chart below illustrates historical median EBITDA multiples for the below companies calculated using LTM EBITDA as of the quarter shown and the 
enterprise value as of the last day of the quarter.  

2014 2015 2016


