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Looking Out For Number One

Lessons in Market Share From Drug Distributor McKesson Health Systems
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Looking Out for Number One

(McKesson Health Systems)

The strategic moves of leading drug wholesaler McKesson provide valuable insight for electrical distributors and manufacturers facing a similar industry situation.

To make the most money for the longest amount of time, you have to be a leader at something. Whether you lead in a niche, a major market segment, or a product doesn’t matter. What does matter is that you do lead at something worth leading. If you don’t, somebody else will make more money than you, and be able to use this money to increase their lead. There is no substitute for leading at something and it is critical to your future. I do have some advice however, on how to become the leader as well as how to stay there.

If you could remember five things about business to business marketing strategy, here’s what I’d like them to be:

1. The market leader in a category usually has the highest profitability

2. The most focused competitor in the category is usually the market leader

3. Getting a bigger and better customer list is a quick way to market leadership

4. Work the list by providing services which help your customers manage their business better

5. Watch your competitors carefully lest they overtake you, especially on #3

McKesson’s Recent Skirmish

If there’s any question why $18 billion drug wholesaler McKesson Health Systems moved swiftly to counter Cardinal Health’s recent acquisition bid for Bergen-Brunswig, then look at the five things once again. Sure, McKesson was a leader in providing value-added solutions through its excellent software solutions and marketing programs. These helped customers manage inventory, consolidate suppliers, strategically price items, and efficiently manage point of sale transactions. They took care of #4 very nicely. McKesson was also very busy adding to it’s already impressive national contract list with blockbuster integrated supply deals for hospitals like Columbia and sole source agreements for pharmacies like Rite-Aid. That took care of # 3. As powerful a tandem these two could be, they weren’t enough when the real artillery was rolled out. Number one is on the top of the list for a reason. It’s the most important. And number one was recently in jeopardy from a competitor who was going to buy their way to the top.

Rapid Industry Consolidation Changed the Game

Only 7 years ago, you wouldn’t have worried much about an acquisition made by a competitor in the drug-wholesaling channel. It took about 20 distributors to add up to 80% market share. Now the top 5 approach 80%. It happened that fast. So, when # 2 Cardinal Health Systems moved to acquire # 3 Bergen Brunswig, McKesson quickly kicked a plan into action to acquire # 4 AmeriSource. Why? If #2 Cardinal Health acquired #3 Bergen Brunswig that would have given them 35% market share, ahead of McKesson. Most threatening though, is that they would be ahead of McKesson in the minds of the rapidly consolidating customer base of hospitals, physicians buying groups and pharmacies. 

McKesson undoubtedly had sources that alerted them to the potential Cardinal move, or at least thought through alternative industry scenarios which led them to prepare to make an acquisition of their own. I have to think that McKesson favored an acquisition of #3 Bergen Brunswig because that would have given them the largest lead. But alas, Cardinal Health got there first. Though the justice department might nix McKesson’s deal, they almost certainly would nix Cardinal’s too. As # 1, McKesson might not have risked going after # 3. It was too obvious a move against # 2 for the FTC to even consider approving.  But # 2 moved to buy # 3 first, so McKesson had nothing to lose by going after # 4. Whether the deals were approved or not, McKesson would stay on top. That took care of number one, and you always have to do that.

Well, the justice department did nix both deals, but both companies are fighting the decisions. Regardless of the decision, though, McKesson gets to stay on top. Also regardless of the decision, the drug wholesaling industry has dramatically consolidated at a dizzying pace over the last 10 years, making industry watching both imperative and easier at the same time. So, McKesson took care of #5, keeping a close watch on competitors, by having a response to Cardinal’s move planned out in advance.

It’s Easier to Win with A Sharper Focus

However, McKesson is not taking care of #2: The most focused competitor in the category is usually the market leader. Four out of five is not bad, though, but if you spread yourself too thin, it could be fatal against more focused competition. Read Al Ries’ landmark marketing treatise Focus and you’ll quickly recognize why. Sister Company McKesson Water markets a number of bottled water brands. They are number two in this market. #1 Perrier makes the most money in the category. McKesson should probably spin off the water division, rename it (keeping the brand names which are all the customers know anyway), and use the capital from the spin-off to focus on their core business. Sure, the water division is extremely profitable, even though it is # 2 in its category. However, it would probably do even better if it’s management focused solely on marketing bottled water, instead of splitting time talking up to the parent company and competing for capital while trying to tend to the business of strategy at the same time. You can try and serve two masters, but if your competitor doesn’t have to, you’re at a disadvantage. It shows up in the profitability and share numbers.

How You Can Apply This

What can an electrical wholesaler learn from this story? Quite a bit. Everyone in the industry is concerned about consolidation through acquisition and the message of “grow or die” that it sends to many. The question in a lot of distributor’s minds is, “How fast will things consolidate?” The answer is “not as fast as the drug industry.” Why? Because the underlying industry drivers are not the same. The drug wholesalers customers, primarily hospitals and pharmacies, consolidated dramatically, so they would naturally want integrated proposals from larger suppliers who could serve them wherever they need. Given the diversity of the customer base for our products, you don’t have the same dynamic at work in the same magnitude as the drug wholesaling business. 

Another driver of consolidation is the cost of technology to run the business and the economy of scale to technology implementation. Certainly this is a strong consideration. The price tag of hardware and software is the obvious cost, but talent and training can be even bigger, harder to source and even harder to develop. Anybody can buy a black box. Getting someone to run it is a different story. So, in our industry, the questions are:

1. Can I keep up with technology, technology oriented personnel needs and personnel development?

2. Can I shell out the bucks for this and growth through acquisition at the same time?

3. What if I can’t?

Well, no matter how hard you work #4; providing value-added service, you still have to provide it to a better customer list than your competitor. The best product or service doesn’t necessarily win. The one that wins has a combination of quality and the # of times the customer hears about it. A half-decent message sent 100 times will likely murder a better message sent 20 times. In this case, the bigger customer list wins. A distributor who buys it’s way to a bigger customer list through acquisition wins also, providing they don’t royally screw things up after the acquisition. They also get something that’s invaluable when they do this: momentum in the customer’s mind. Anybody who knows football knows that even though you might be behind at halftime, you still want to go in the locker room at halftime with a late score, which gives you momentum. If the acquiring company plays its cards right, it can leverage this free publicity through even the smallest of changes which improve the perceived value to customers.

The New Game Is Not an Option

There’s another important message here for distributors and manufacturers. Currently, the battle for market share is mostly at the local trading area. But local distributors have to compete with national distributors for integrated supply contracts and national accounts at an increasing pace. Manufacturers have to plan their distribution portfolios at the local level, while simultaneously considering that the growth of chains gives them new opportunities to gain market share in many places at once. Although the electrical wholesalers’ customer base will probably not consolidate to the degree that the customers of the drug wholesaling channel or at the same pace, it is still a trend to contend with. What does this say you need to do?

Unless you have found a unique, sustainable niche and are content with this, you are compelled to play the new game. So remember the five things. Develop your sources of capital. Agree on growth opportunities or counter moves with all company stakeholders ahead of time. And like McKesson, be ready to execute on at the right strategic target when the opportunity or the imperative arises.

Neil Gillespie is President and founder of The Infinity Group, Pittsburgh, PA.  He consults to distributors and manufacturers on business strategy and marketing. Neil can be reached at 412.490.6950 or ngillespie@channelmkt.com. His website is www.channelmkt.com.
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