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BOOK DISTRIBUTION: 

CONTEMPORARY TRENDS AND ISSUES

The Challenge of Book Distribution

One of the fundamental problems the book industry has always faced has been trying to get the finished products, the books, to the consumers.  The distribution chain that eventually established itself, and which has been in place for most of this century, has been the following: Publisher(Wholesaler(Retailer(Consumer.

The procedure appears simple and straightforward enough: the publisher acquires manuscripts and, in conjunction with printers, produces the books.  These books are shipped to various wholesalers, who have in place the warehouses and shippers to get the books into stores.  Once in the stores, it is just a matter of time before book-hungry consumers visit and buy.  

But there are glitches in this process.  For example, in order to get bookstores interested in their titles, publisher representatives must convince them they should stock the titles.  This has given rise to the distribution-by-negotiation method.
  With this practice, booksellers must manually order every shipment of titles, either new titles or old titles that have sold out.  The trouble lies in that booksellers can never be sure exactly which titles they should buy.  

Consider the following facts: the book industry publishes more than five hundred new titles every week.  Every title, and every author behind that title, wants shelf space that is in very limited supply.  This load of more than six thousand new titles every year is added to the existing load of more than a half million titles that already exist as backlist.  Even in a relatively large store of, say, fifty thousand books, only five or ten thousand of these will sell even a single copy in a month.  Most that do sell, sell only one copy.

So booksellers, despite past data, face impossible decisions, because 

90% of… book titles have no statistically valid rate of sale in any store.  The buyer [i.e. bookseller] is forced to distinguish among thousands of titles that sold only one copy last month, or tens of thousands that sold none.
   

In other words, the perennial blindness that prevails for publishers when they decide to publish or not to publish a title exists in the same way for retailers when they decide about which books to order. 

One might argue, however, that chain stores, having more stores and hence more sales data, would know better which titles to buy, because two books that sell the same in one store might sell differently in another.  But comparing single store book dealers to chains belies this common sense conclusion.  Instead, it is revealed that 1)turnover of stock for single store dealers is much faster than in chain stores, and that 2)rates of returns in independents is much lower than chain stores.  In other words, single store sellers are quicker and more flexible in keeping up with customer tastes and demands than are chain stores.

The reason for this is that books in their initial life cycle stage 

are almost exclusively reordered only by manual action.  Although this is equally true for chains and independents, it may present a greater obstacle to efficiency for the chain.  Although the chain has more information, it also resists making very small decisions.  We have seen, repeated many times over many years, the chain’s inability to pick up local sales activity that would have suggested reordering because it was cumulatively insufficient to hit a national radar screen.
  

The problem then for chains—and chains are by far the largest sellers of books now, so this is a major industry problem—would seem to be the whole distribution-by-negotiation method itself.  The practice of buyers meeting sellers, and buyers essentially guessing which books they should purchase for their stores, is an inefficient, costly, and unsophisticated practice that is costing retailers a lot of money.  The industry is saddled by too much sales rep-buyer discussion, and this has resulted in an inefficient use of inventory and sluggish response to customer demands. 

The central issue of distribution, in the book industry as well as any other sector of the economy, is how to get a product to consumers in the most timely fashion, and how to judge, as far in advance as possible, what consumers are going to want next.  This being the case, the above can be seen as an example of just how great a challenge distribution represents, and virtually all changes and innovations in the methods of distribution are attempts to answer such problems. 

The Structure of Book Distribution

In just the past five years, the structure of the book industry and how it reaches its customers has changed dramatically.  Prior to the launch of Amazon.com, there were three principal ways of getting books to private consumers: bookstores, book clubs, and mail order selling.  Of course, publishers also marketed to libraries and schools, and for many publishers, these are their primary markets.  But I am speaking here of private consumers.

The traditional structure of publishing and distribution looked something like this:
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The natural question that arises is: Why are there wholesalers in this business?  And the answer, alluded to earlier, is simply the difficulty of physically getting books from a publisher to a retail outlet.  

Rarely can a store manage to buy in advance a sufficiently large inventory of a successful new title to meet the entire demand; even more rarely can a publisher hope to ship all reorders for such a title promptly enough to keep all stores adequately supplied.  The situation is aggravated when the bookstore is located at some distance from the publisher: it is not unusual for a bookseller in California to wait up to six weeks for a reorder of a best seller published by a New York house.

If a good wholesaler in the region stocks such a title, however, and is efficient in serving customers, stores can be more readily supplied in cases where the need for rapid service is critical.  Wholesalers can also be helpful by stocking the most commonly ordered backlist titles of leading publishers—staples which a store hates to be out of and knows it will lose sales on unless it can obtain them on rapid order.
  
Wholesalers, as can easily be seen, are essential to the process of book distribution. 

Partly as a result of the rise of the Internet, the above structure has been modified into many new permutations.   Amazon.com’s advent four years ago has introduced the following new distribution structure to the book industry:
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But still other combinations have arisen.  Consider Barnes & Noble and, more recently, Borders.  Both are traditional “bricks-and-mortar” chain stores that, in 1997 and 1998 respectively, went on-line as barnesandnoble.com and borders.com.  These are two examples of the horizontal pairing of traditional bookselling with on-line selling, and as Amazon did before them, they have further modified the structure of distribution in the industry:  
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Still another combination, one I happened upon recently by accident, can be viewed at www.webindia.com/books.  This site, hosted by the English Book Depot, is a publisher, bricks-and-mortar store (located in Dehra Dun, India), and on-line venture all rolled into one.  This is an example of both vertical and horizontal integration.
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 Each of these new distribution structures is not only an attempt to outmaneuver the competition in terms of financial resources, but also to make the business more viable by allowing greater speed and flexibility in responding to customer demands—which is, again, the issue of distribution.

The Meaning of Mergers

The Nineties have seen the transformation of the publishing industry in terms of who publishes books.  This has been accomplished by numerous takeovers and mergers, the subject, in part, of my previous article on the industry.  Book distributors have also been getting into the act.  

One trend in the industry has been for distributors to acquire publishing companies.  For example, in January of this year the National Book Network (NBN) acquired Derrydale Press.  This vertical takeover was not considered a legal problem because of the limited niche Derrydale occupies in the industry: they only publish books on fox hunting.
  

A far more problematic and important merger attempt that failed was Barnes & Nobles’ $600 million dollar bid for Ingram’s.  Ingram’s is the country’s largest distributor by far, controlling almost two-thirds of the wholesale book market
 and having revenues in excess of $1.5 billion.
  Not only that, but Ingram’s supplies more than half of Amazon.com’s titles, as well as major portions of many independent booksellers’ stocks.  As of early this year, Barnes & Noble’s itself still obtained almost 50% of its books from wholesalers, Ingram’s being chief among them.

Keep in mind that Amazon is the on-line bookselling leader, with some $610 million in revenues, versus $70 million for barnesandnoble.com.
  This means that if Barnes & Noble’s had been able to consummate the deal, it would have established a chokehold on its most powerful internet rival, not to mention its dominance over the supply lines of countless independent stores that compete with Barnes & Noble’s traditional stores.  As a result, more than three thousand small book retailers nationwide petitioned Attorney General Janet Reno to block the merger, fearing that in the event of a shortage of important titles, Barnes & Noble’s would inevitably get first dibs from supplier-ally Ingram’s.  In addition, it was feared that Barnes & Noble’s would gain access to information on competitors’ buying practices and customer lists.
  Many authors also were worried that a greater squeeze on independent sellers and publishers would result in fewer opportunities to publish and gain consideration for their work.
  

As a result of these fears, the Federal Trade Commission (FTC) moved to block the deal, and Barnes and Noble’s eventually gave up on it, fearing a costly legal battle it would likely have lost.  But Ingram’s flirtation with the giant bookseller has had its own repercussions.  Despite FTC comments about Ingram’s indispensability to the market, many independent booksellers, who now view Ingram’s as untrustworthy, have managed to find replacement wholesalers.  The number two wholesaler, for example, Baker & Taylor, is consequently undergoing its most dramatic expansion in 171 years.  Many smaller wholesalers too have nibbled off the edges of Ingram’s empire.  Laments Ingram’s CEO, John Ingram, “If we were so vital to independent booksellers, how is it that they found ways to do business without us?”
 

Introducing E-Books

Fast on the heels of on-line bookselling, there has appeared the much-heralded e-book. What is an e-book? 

An e-book, often called a reader, is a relatively small, hand held device—primarily a storage and display unit.  It plugs into a cradle that attaches to your computer, or in some cases when a modem is included, to the phone jack, letting you download textbooks or novels from web-based publishers.


E-books have several advantages over ordinary texts.  First, they allow the storage of numerous books in a device the size of a paperback.  Right now, for example, the RocketBook can hold about four thousand pages, or 10-12 novels, while weighing only twenty ounces.
  Analysts think it possible that in the near future as many as 200,000 pages might be stored in an e-book—the equivalent of a small library.
  E-books also have search engines for words and phrases, allow a reader to make notes on the text, and to highlight text.  They also simulate the turning of a page so the reader doesn’t have to scroll incessantly.  While the RocketBook is presently $269 per unit,
 that price will come down, and e-book titles from the web cost a fraction of the standard text price.

There are other advantages as well.  For publishers, the e-book cuts out the wholesaler and retailer.  Distribution is direct, a matter of publisher(e-book(consumer, and inventory is stored not in a warehouse but as bits and bytes in a computer.  There will be no unwanted return books.  Profit margins have the potential to be much greater with e-books than ordinary books.  Last, but not least, e-books are eco-friendly, as not a single tree need be sacrificed on the altar of reader pleasure.    

Downloadable literature has been available for a long time, actually.  Just take e-zines for example, or Project Gutenberg, which has electronically offered public domain books since the 1970’s.
   But reading a PC for hours is uncomfortable for most people, not to mention bad for the eyes.  The new e-books, such as RocketBook and more recently Glassbook, are more eye-friendly, with high-resolution screens, sharper type, and back lighting, allowing for reading under diverse light conditions.  They also have longer battery lives, and many more titles are available than before.  But, most important, they now have the capacity to protect copyrights.

It was actually this one single issue—the problem of protecting intellectual property rights—which more than any other held e-books back from general acceptance by publishers and authors.  The RocketBook, launched in 1998, was the first e-book to accomplish full copyright protection through the use of sophisticated encryption.

Another problem that has plagued e-book acceptance has been the search for compatibility standards.  The Glassbook was launched this year, and texts formatted for it are not presently compatible with the RocketBook.  The situation is much like the early days of video when people had to choose between beta and VHS.  Ultimately, of course, those who bet on beta lost out.  A standard formatting practice, created and agreed upon early in the e-book industry’s lifecycle, would eliminate these kinds of problems.

A standard appears to have already emerged.  In September of this year, the second annual Electronic Book Conference was held and Open E-Book (OEB) file specifications received final approval from industry leaders.
  These leaders include Microsoft Corporation, Bertelsmann, HarperCollins, Penguin Putnam, Simon & Schuster, Warner Books, barnesandnoble.com, Hitachi, Soft Book Press and others.
  The response of publishers overall was very positive.  Said Jack Romanos, president and COO for Simon and Schuster: 
The quick adoption of a uniform e-book standard is a milestone event in publishing.  By removing uncertainty over competing formats, it provides publishers with the impetus and the tools to move toward publishing’s electronic future.
      

OEB format is based on Internet core languages HTML and XML to guarantee the widest possible acceptance.  The common file formatting will allow compatibility among not only different e-book devices, but also between PCs, notebooks, and even cheap Nintendo Gameboys.
  The result will be a fluidity and ease of information transfer far surpassing that of the present.

The last stumbling block that e-books have faced brings us back to the main point of this paper: distribution.  The question is how to set up a distribution system so people really can simply download a novel or encyclopedia off the web and into their PC or RocketBook.  Many companies and consortiums have been moving to clear up difficulties in this area.  In late 1998, for example, the Electronic Book Consortium was launched in Tokyo.  It is led by nine major Japanese publishers, but includes 130 other companies, among them Hitachi, Sharp, and Nippon Telegraph and Telephone.

Their aim is to build a satellite-based e-book distribution system that would allow publishers to transmit digital content by ground stations to satellites, which would beam the data directly to receiving terminals at stores and to PCs at home.  From a home PC or a bookstore, the content could be downloaded into an e-book.   

 In the States, an Oregon hi-tech startup called J. Stream has announced its own e-book distribution system, which will allow for faster downloads without the need for special hardware or software. In order to accomplish this the company has had to develop the technology for copywriting, and viewing, as well as creating an electronic storefront, an on-line catalogue, and an e-warehouse.  Their technology is geared to delivering large, text intensive documents, such as medical texts, reference works and technical manuals while saving space in the user’s receiving device.  This is accomplished by compressing materials into much less space than is ordinarily possible while preserving formatting.  Document size reductions of 5-50 times, depending on input format, have been reported.  Ultimately, it is such technology as this that will allow more and more information to be stored on e-books, and made them increasingly attractive to consumers.

In the early stages of the industry, analysts believe the first big customers will be those whose lives depend on books, such as doctors, students, university professors, lawyers and other professionals.  Schools may make up a large segment of the market soon, since downloading reduces the cost of education for students, and allows texts to be updated more easily.
  The attraction is obvious.  Imagine you are a student: no longer would you need to haul books around in a bag on your back—a single reader, into which all of your necessary textbooks can be downloaded, would be all you required.  Or imagine you are a researcher: instead of having to keep track of dozens of different source materials, you could have all of them in your reader, available at the press of a few buttons.  The only things required for this change to come about are continued improvement of e-books as far as readability goes, and common acceptance.  The market will do the rest.

Nobody believes e-books will ever replace the common, printed book.  But assuming they eventually catch on, electronic readers may eventually become a sort of “third wave” for the publishing industry’s distribution system.  If the standard bricks-and-mortar stores that have existed for hundreds of years now were the “first wave” in getting books to consumers, the internet is likely to become the “second wave.”  I discount direct selling and book clubs simply because neither has ever been the source of more than 10% of customer book purchases, as compared to roughly 64% for bookstores.
  Internet bookselling has already become a far greater phenomenon than book clubs and direct selling ever were.  And if the twenty-first century truly becomes the “e-era” present trends indicate it will be, it is only a matter of time before e-books take their place.  
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