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ABSTRACT 

This paper examined the impact of channel strategy on customer value in Kenya and assessed the demand 

side issues for customers of Kenyan soft drink companies. Study objectives included assessing the 

relationship between order cycle time, stock availability, sales and described the impact of distribution 

strategy on customer value. A structured cross-section survey was used to collect data from 88 soft-drink 

distributors contracted by Equator Bottlers Limited in Kenya. Pearson’s product moment correlations 

showed a high positive correlation between stock availability and sales and a weak positive correlation 

between satisfactory delivery speed and sales. The correlation between order cycle time and sales were 

negative though weak. 53% of the variance in sales was explained by stock availability which 

significantly determined customer value. The positive beta weight indicated that if sales were to be 

increased, it was necessary to increase stock availability. These study findings implied that management 

needed sufficient stock availability to meet customer needs and achieve the desired customer value levels.  

 

Keywords: Channel Strategy, Customer Value, Stock Availability, Order Cycle Time. 

 

INTRODUCTION 

This paper examined the impact of channel strategy on customer value by assessing customer demand side issues. 

The specific objectives included assessing relationship between order cycle time, stock availability and sales; and 

describing the impact of distribution strategy on customer value. Customer value is the difference between customer 

benefits and sacrifices (Vioma, et al., 2010). Benefits root from the needs met or potential needs the market offers to 
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meet. The sacrifices are what the customer gives up in order to acquire the market offering. These may be psychic, 

monetary or effort. Value could be seen as something embedded in the practices of the customer in a practice-

theoretical approach (Korkman, 2006). Thus value emerges or is created as the customer interacts with the service 

offering (Gronoroos, 2008). Accordingly, as Vargo et al., (2008) pointed out, customer value is uniquely and 

phenomenologically determined by the beneficiary since value is not what the producer puts in but what the 

customer gets out.  

Marketing channels are sets of interdependent organizations involved in the process of making a product or 

service available for consumption or use (Kotler and Armstrong, 2008). Hence, the channel design decision must 

meet the needs and behaviour of customers. It is estimated that 178, 205 jobs in South Africa have been supported, 

directly or indirectly by the Coca-Cola Company (Woodward and Teel, 1999). The study claims that the company 

interacts with a multitude of small retail businesses on a daily basis, and helps these mom-and-pop stores to survive 

and thrive by providing unrivalled brand recognition, quick turnover, and high margins. According to the study, 

informal distribution channels generate thousands of ongoing enterprises, and about 215,000 informal traders 

connect with the Coca-Cola system. 

 

LITERATURE REVIEW  

 Coelho, et al, (2003), found that 62 UK financial services organizations considered several indicators of 

channel performance which were statistically reduced to two broad dimensions: sales and profitability. The results 

showed that multiple channels were associated with higher sales performance and lower channel profitability. 

However, the statistical significance of the results was observed to depend on the extent to which multiple channels 

were being used. Harmon and Laird (1997) proposed a model for linking strategic marketing activities with 

customer perceptions of value. In the model the result of observations were obtained in actual business situations. 

They worked with over twenty technology companies with a wide range of manufactured products and services to 

explore the linkages between the customer value drivers and value creation and delivery activities.  

Ruteri and Xu (2009) studied supply chain management in 23 food processing firms in Tanzania with the 

purposes of identifying the existing supply chain operation, knowledge of supply chain management (SCM) concept 

and challenges facing the sector. With a low understanding of SCM concept among the processors, findings 

suggested that a lot of effort is needed to ensure that food processors benefit from the SCM concept.  
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 Aila, (2007) concluded that channel decisions on stock availability, order cycle time, delivery speed and 

frequency of stock outs were observed to measure their impact on sales. Stock levels represent a major channel 

strategy decision. Inventory exists at every stage of the channel. Holding of inventories can cost a company about 25 

per cent to 40 per cent of their value (Kotler and Armstrong, 2008). Lost sales and customer dissatisfaction can 

occur as the cause of inventory inefficiencies; therefore efficient inventory management is very important in supply 

chain operation and it helps the firm to maintain competitive advantage (Axsäter, 2006). Salespeople desire their 

companies to carry sufficient stocks to fill all customer orders immediately. Inventory costs increase at an increasing 

rate as the customer service level approaches 100 percent. The firm needs to balance order-processing costs and 

inventory-carrying costs. Marketing managers who wanted their companies to carry larger inventories needed to 

show that larger inventories would produce incremental gross profit to exceed incremental inventory-carrying costs. 

Optimal order quantity can be obtained by observing how order-processing costs and inventory-carrying costs sum 

up at different order levels (Kotler and Armstrong, 2008).  

Order cycle time refers to the elapsed time between placing the order and receipt of delivery and is critical 

to the customer. Companies today try to shorten this cycle as the longer this cycle takes, the lower the customer’s 

satisfaction and the lower the company’s profits especially for fast moving consumer goods that must be consumed 

within an arms length of desire. 

Kaipia (2007) concluded that an important factor in determining supply chain planning approach was found 

to be the delivery speed of the chain. Companies which were required to deliver products to customers at a high 

speed were also required to develop efficient forecasting processes to manage the demand uncertainty. If lengthy 

delivery times were permitted, then the actual orders could be used as input data for planning future volume. 

Delayed deliveries were, however, a common complaint among distributors operating in developing economies. The 

speed with which deliveries are executed is related to the order cycle time. Transportation choices affect on-time 

delivery performance, the condition of the goods when they arrive, and product pricing, all of which affect customer 

satisfaction.  

Stock-outs on the other hand result from improper inventory systems, with the supplier carrying the burden 

of blame and represent lost contribution for the stated period (Vasconcellos and Mauro, 2009). It has a ripple effect 

on sales as customers migrate or lose goodwill in the supplier. Management needs to establish the profit 

consequences of running out of stocks.  Its task is to balance the known cost of service against the estimated market 

response. Vasconcellos and Mauro (2009) further identified adjustment costs as a result of the unavailability of 

products or services at the time of consumption or purchase.   
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METHODOLOGY 

A structured questionnaire was used for data collection by interviewing a cross-section survey of 88 soft drink 

distributors operating within Equator Bottlers Limited franchise in Western Kenya. They were randomly sampled 

from a population of 114 registered as of 1st January 2006. Data collection was done during the month of June 2006 

coinciding with a consumer and trade promotion mounted around the 2006 FIFA World Cup football finals theme 

(Nyangara and Aila, 2011). The researchers conducted personal interviews among distributor owners or managers. 

The study was carried in locations within five districts (Kisumu, Kakamega, Siaya, Busia and Kericho) in Western 

Kenya. The study area comprised Equator Bottlers Limited franchise territory covering 13,585 square kilometers 

with an approximate population of 6.5 million people according to 1999 population census. The company borders 

Rift Valley Bottlers, Kisii Bottlers and SABCO Nairobi Bottlers while Lake Victoria forms the western boundary. 

Data collected included distributor characteristics, stocks, sales, average order cycle times, presence of stock outs, 

delay in deliveries and degree of satisfaction on the delivery speed which were analysed using both descriptive and 

inferential statistics.  Pearson’s product moment correlations was used to correlate between stock availability and 

sales; order cycle time and sales.  

 

RESULTS AND DISCUSSION 

Distributor characteristics 

Majority of distributors were located within Kisumu sales territory (36.4%) followed by Kericho at 20.5%. 

Proximity to the plant and high rates of per capita consumption accounted for the high number of distributors in 

Kisumu. Given that it is the base territory, it offered lucrative investment opportunities for exploitation. Locations 

offered different prospects for seizing up by intermediaries. Given the rate of consumption, economic activities, and 

the company’s investment in a given area, distributors ought to optimize their sales. Management needed to trade-

off time and distance disparities by shortening order cycle times for all distributors regardless of their respective 

locations and by managing the distribution/logistic function prudentially (Kotler and Armstrong, 2008).  

52.3% of distributors got supplies from Equator Bottlers Ltd followed by supplies from its Company Sales Depots 

(39.8%). A firm has the mandate to distribute soft drinks within in its entire franchise. Being the preferred supplier 

to distributors, the firm has overall responsibility for efficient channel management for increased customer value. 
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Supplier flexibility should affect the linkages between customer service and customer satisfaction. Providing 

flexibility offers the firm an opportunity to meet and exceed the customer’s expectations, thereby resulting in higher 

customer satisfaction.  

Strategic supply depots (SSD) operators or manual distribution centres (MDC) were the highest 

category of distributors studied at 68.2 per cent followed by Key Distributors at 19.3 per cent. Ice Plant 

Operators and Company Depots were below 10 per cent each. The type of distributor here dictates 

recommended stock holding levels as SSD operators and ice plant operators individually accounted for a 

relatively small proportion of stock available compared to other forms of distributors. They were however 

important as they opened up sound investment opportunities to the local population in the soft drink 

industry since they can penetrate densely populated residential areas not reachable by distributor trucks. 

This non-motorized distribution has gotten a node as a viable alternative in developing economies’ 

distribution strategy (TCCC, 2007). In far flung and vast territories where substantial investment is 

required to effectively serve customers, it is logical to break the territory into sizeable and actionable 

portions and appoint SSD/MDC to serve it. Though their sales are individually low, they build up and 

feed into the firm’s daily demand.  

About 28.4 per cent of respondents had operated for less than five years and only 35.2 per cent 

operating between five and 10 years while the rest had longer periods of experience. Experience reflects 

that distributors have gained efficiency by minimizing their costs due to learnt activity over time. 

Experience may also signify loyalty as the customer sticks with the supplier. (Note that distributors serve 

on annual renewable contracts). Customer loyalty is important because once there is loyalty; customers 

can exhibit behaviour that translates into higher profits for the firm.  

During the period of study, only 37.5% of the respondents experienced stock outs. This was a positive 

result since stock outs reduce the stocks available for sales and subsequently distributors loose opportunity for sale 

reflecting a poor inventory policy or inefficiency in managing distributor operations (Lucey, 2002). All respondents 

had experienced delayed deliveries during the study period which lengthened the order cycle times.  
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Channel strategy 

Sales, stock availability, order cycle time and frequency of stock outs were measured on ratio scales. 

Satisfactory delivery speed was measured on a 5-point interval scale. The minimum sales measured in 

physical cases were zero and maximum sales were 21. A promotion had been programmed to provide 

distributor sales incentives to deseasonalize the low sales experienced during the business cycle. Stock 

availability had a minimum of 123 cases and a maximum 5234 cases. Management desired a minimum stock of 

300 cases for SSD operators and ice plant operators. Other types of distributors needed to carry at least four-days 

stocks based on daily sales. Inventories should be stored to smooth out sales, increase profits and customer 

satisfaction. Order cycle time measured in days was a minimum one day and maximum five days. Management 

desired a maximum order cycle time of one day. Clearly order cycle times exceeding one day reduces the stock 

available if daily sales are held constant. Frequency of stock outs was measured in the number of times distributors 

experienced stock outs during the study period. Maximum number of stock outs was 17 times. Management needed 

to reduce the frequency of stock outs to nil for all distributors.  

Customer value 

Pearson’s product moment correlations showed a high positive correlation between stock availability and sales (at 

R=+0.726) and a weak positive correlation between satisfactory delivery speed and sales (at R=+0.094). 

The correlation between stock availability and sales (at R=+0.726) was significant at (.0001) 2-tailed significance 

level. This indicated a strong positive relationship between stock availability and sales. Satisfactory delivery speed 

had a weak positive correlation to sales. This was because a satisfactory delivery speed, being a subset of order cycle 

time, tends to increase the speed of stock replenishment. Equally weak but negative was the correlation between 

frequency of stock outs and sales in cases (R=-0.196). High frequency of stock outs reduces the stocks available for 

sales holding other factors constant. Stock outs reflect a poor inventory policy and may result from insufficient 

investment in stocks or from unpredictable order cycle times. The correlation between order cycle time and sales 

was in the expected direction (R=-0.012) though weak. Shorter order cycle times translates to faster stock 

replenishment at distributor warehouses. This avails stocks ready to produce sales hence profitability. Conversely, 

longer order cycle times increases the stock replenishment times reducing the stocks available to produce sales.  
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Multiple Regressions for Stock Availability 

A backward stepwise regression solution was performed on the four independent variables.  Stock availability per 

distributor had a stable coefficient of 2.777s and a t-value of 9.786. It was therefore, the only independent variable 

that was significant in determining the customer value.  

That is; Y = +726.46 + 2.777 X1 + ε  where Y= Sales in cases, X1= Stock availability in cases, and ε= error 

term Hence to increase customer value by one case of sales, management needs to increase distributor stock 

availability by about 2.777 cases. The correlation between stock availability and sales is R=0.726. The results mean 

that 53 per cent of the variance (R-square) of sales has been significantly explained by only one independent 

variable, stock availability, X1. The positive beta weight indicates that if sales are to be increased, it is necessary to 

increase stock availability. As a result the hypothesis that the independent variables order cycle time, delivery speed, 

stocks availability and stock out frequency will significantly describe the impact of distribution strategy on customer 

value was rejected because only one variable, stock availability, significantly described the variance. 

 
CONCLUSION 

The study clearly showed that managing stocks was a critical channel objective for firms seeking to optimize 

customer value in the outbound distribution chain. Optimal stock levels must be maintained at all channel levels 

especially for fast moving consumer goods companies. Where this is not feasible, then order-cycle times must be 

minimized for faster stock replenishment. Companies must implement a strong stock-out policy in order not to 

reduce gains made by stock build-up strategies.  Deliveries must be perceived to be performed at fast speed even if it 

only increases the customer’s value. 

Therefore, this study recommends optimal increases in stock availability so as to avail adequate quantities of all 

brands and packages to customers and to mitigate all stock outage situations. Reduce order cycle times to the bare 

minimum of 1 day (same day) in order to increase stock replenishment speed, reduce delayed deliveries at all costs. 

The recommendations may be implemented by paying attention on the behaviour of the study variables on sales.   

Future researchers may generate a larger list of predictor and predicted variables through extensive literature review 

and interviews with key managers in distribution and logistic functions. They can then model the problem using 

structural equation modelling (SEM) techniques such as the use of LISREL models to continuously predict customer 

value and make improvements in view of offering the highest value to customers (Henseler, et al.,, 2009). The 

LISREL method estimates the unknown coefficients of a set of linear structural questions. It is particularly designed 

to accommodate models that include latent variables, measurement errors in dependent and independent variables, 

reciprocal causation, simultaneity, and interdependence. These are clear measurement problems in marketing and 

business research. Implemented in LISREL 7 program, the method has special cases such as confirmatory factor 

analysis, multiple regression analysis, econometric models for time-dependent data, recursive and non-recursive 

models for cross-sectional and longitudinal data, and covariance structure models (Henseler, et al., 2009). 
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