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Types of Vertical Marketing Systems: A Deep Dive into
Channel Control

Ever wondered how your favorite brands get their products from factory floor to your doorstep so
seamlessly? The answer often lies in their vertical marketing system (VMS). This post delves into the
fascinating world of VMS, exploring the different types, their advantages and disadvantages, and
ultimately, how they contribute to a brand’s success. We'll break down the complexities of corporate,
administered, and contractual VMS, providing you with a clear understanding of how these systems
work and which might be right for different businesses. Get ready for a comprehensive guide to the
core structures driving modern product distribution!

What is a Vertical Marketing System (VMS)?

Before diving into the types, let's define what a vertical marketing system is. A VMS is a distribution
channel structure where producers, wholesalers, and retailers act as a unified system. Instead of
operating independently, these entities work together towards a common goal: efficient and effective
distribution of products to the end consumer. This integration can be achieved through ownership,
contracts, or strong influence, resulting in improved coordination and control compared to traditional,
less structured channels. Think of it as a well-oiled machine, where each part works in harmony to
achieve maximum efficiency. Understanding the various types of VMS is crucial for businesses aiming
to optimize their distribution strategies.

1. Corporate Vertical Marketing System: The Power of
Ownership

The most tightly integrated type of VMS is the corporate VMS. Here, a single company owns all stages
of the production and distribution process. This means one company might own the manufacturing
facilities, the warehouses, and the retail stores. A classic example is a company like Apple. They
design, manufacture, and sell their products directly to consumers through their own retail stores and
online platforms.

Advantages of a Corporate VMS:

Complete Control: The parent company has total control over every aspect of the supply chain,
allowing for seamless coordination and consistent brand messaging.
Reduced Conflict: Intra-channel conflict is minimized because all entities are under a single umbrella.
Improved Efficiency: Streamlined operations and reduced transaction costs due to internal
coordination.

Disadvantages of a Corporate VMS:

High Capital Investment: Requires significant upfront investment to establish and maintain all stages



of the system.
High Risk: If one part of the system fails, it can severely impact the entire operation.
Limited Flexibility: Adapting to changing market demands can be slower due to the rigid structure.

2. Administered Vertical Marketing System: The Power of
Influence

An administered VMS relies on the size and power of one channel member to coordinate the activities
of other members. This dominant member, often a large manufacturer or retailer, exerts influence,
not ownership, over other channel members. Think of a large retailer like Walmart influencing its
suppliers to adopt specific packaging, labeling, or delivery methods.

Advantages of an Administered VMS:

Lower Capital Investment: Doesn't require significant investment in acquiring other channel members.
Greater Flexibility: More adaptable to changing market conditions than a corporate VMS.
Access to Wider Market Reach: Leverage the existing network of smaller retailers or distributors.

Disadvantages of an Administered VMS:

Less Control: The dominant member has less control over the other channel members compared to a
corporate VMS.
Potential for Conflict: Conflicts can still arise between channel members due to differing interests.
Reliance on Influence: The system's effectiveness depends on the dominant member's ability to exert
influence.

3. Contractual Vertical Marketing System: The Power of
Agreements

A contractual VMS involves independent firms at different stages of the distribution channel joining
together through contractual agreements. These agreements aim to achieve greater efficiency and
coordination than what would be possible through independent action. Franchising is a prime example
of a contractual VMS. McDonald's, for instance, utilizes franchise agreements with independent
owners to operate its restaurants.

Advantages of a Contractual VMS:

Shared Resources and Expertise: Members pool resources and expertise, leading to greater efficiency
and effectiveness.
Reduced Risk: The risk is distributed among the participating members.
Faster Expansion: The franchise model allows for rapid expansion into new markets.

Disadvantages of a Contractual VMS:

Potential for Conflict: Disputes can arise between members over terms and conditions of the
agreements.
Maintaining Standardization: Ensuring consistent quality and service across all franchisees can be
challenging.



Dependence on Franchisees: The success of the system depends on the performance of individual
franchisees.

Choosing the Right VMS: A Strategic Decision

The optimal type of VMS depends on various factors, including the company's resources, the nature of
the product, the market conditions, and the company's overall strategic goals. Careful consideration
of the advantages and disadvantages of each type is crucial for making an informed decision. A
thorough market analysis and a clear understanding of the company's capabilities are essential steps
in this process.

Conclusion

Understanding the different types of vertical marketing systems is crucial for businesses seeking to
optimize their distribution channels. Whether it's the complete control of a corporate VMS, the
influence-based approach of an administered VMS, or the collaborative structure of a contractual
VMS, each offers unique advantages and disadvantages. Choosing the right VMS is a strategic
decision that requires careful consideration of various factors to align with your business goals and
market realities.

FAQs

What is the difference between a corporate and an administered VMS?1.

A corporate VMS involves ownership of all stages of the distribution channel, while an administered
VMS relies on the influence of a dominant member to coordinate channel activities.

Which type of VMS is best for a small startup?1.

A smaller startup might find an administered VMS or a contractual VMS (like franchising) more
feasible due to lower capital requirements.

Can a company use a hybrid VMS?1.

Yes, companies often utilize elements of different VMS types to create a hybrid system that best suits
their specific needs.

What are some examples of contractual VMS besides franchising?1.



Wholesaler-sponsored voluntary chains and retailer cooperatives are other examples of contractual
VMS.

How does a VMS impact pricing strategy?1.

A VMS can facilitate more consistent pricing across the channel, reducing price competition among
channel members and potentially improving profit margins.
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