
Industrial distributors’ adoption of advanced technology significantly impacts their current performance 
and future valuations. Amid labor shortages, supply chain disruptions, and customer turnover, those 
embracing cutting-edge tools are better positioned to navigate revenue fluctuations, maintain stable 
margins, and achieve growth.
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Middle market industrial distributors have been 
riding a rollercoaster of post-pandemic labor and 
inventory undulations. While their business is 
essential to ensuring large-scale industrial facilities 
run smoothly, they face internal operational friction 
attributable to:

Creating workforce 
resilience

Building inventory  
robustness

Capturing consistent, 
recurring revenue
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A Thin Labor  

Market

03
Customer 

Churn

02
Inventory  

Unpredictability

By improving these three functional areas with the  
right tools, distributors become better positioned to 

increase exit valuation by:
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Labor Cost and Shortage  
Industrial distributors and manufacturing sector employers face a dual labor 

challenge: climbing labor costs and a plummeting labor force. To hedge the 

labor shortage, attract a new, tech-savvy generation of workers, and reduce the 

cost-per-employee, employers are investing in warehouse management systems.

01

Source: Oracle NetSuite. December 2020.

Figure 1: Warehouse Automation Schematic

https://www.netsuite.com/portal/resource/articles/inventory-management/warehouse-automation.shtml
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Those who implement warehouse automation systems can track the return on their 
investment by monitoring the following: 

•	 The number of projects completed: Robotics and automation technologies 
have increased labor productivity across all industries over the past decade, with 
manufacturing seeing the most significant productivity gains, at 5%.iv 

•	 The cost per employee: Today, labor costs constitute 60%-65% of warehouse 
facilities’ operating budgets.v  Warehouse automation could reduce that cost by 30%.vi 
  

Pairing robotics, software solutions, and AI with the human workforce can optimize 
space utilization, reduce errors, and accelerate order fulfillment—leading 
to substantial improvements in operational efficiency and knock-on benefits to 
inventory management. 

The US Labor Landscape 

Recent rearview

-9.6  

Drop in labor productivity in  
2022 in the wholesale and storage 
industries despite double-digit 
growth in hours worked, hourly 
compensation, and unit labor costs.i 

Current state

62%
Of manufacturer and 
distributor executives cite 
hiring skilled talent as their  
top labor challenge.ii 

Conditions ahead

2.6 million 
Workers are expected to retire 
from the industrial distributors and 

manufacturing sector by 2030.iii 

Labor Cost and Shortage  01
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Inventory Management 
•	 Inventory turnover rate: Keeping a high and healthy 

cost of goods sold (COGS) to average inventory 
ratio is the goal. To avoid higher carrying costs and 
lower profits, streamline tracking and reordering 
operations through more automated and transparent 
processes. 

•	 Accuracy of forecast demand: AI forecasting 
accuracy can reduce inventory volumes and errors by 
half and correct 65% of lost sales due to unavailable 
products.vii 

 

In addition, inventory management technology can 
improve employee efficiency and supply-chain 
partner visibility, minimizing delays and backorders 
to improve the customer experience. 

While just-in-time inventories 

are vulnerable to supply chain 

disruptions, just-in-case 

strategies tie up precious 

capital. Leaders can mitigate the 

shortage vs. surplus imbalance 

by integrating inventory 

management, accounting, and 

predictive analytics software—

and track the return on 

investment by monitoring: 

02
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Customer Service and Engagement
03

Industrial components like ball 

bearings and gasket covers are 

highly commodified, making it 

difficult for distributors to build 

brand loyalty with manufacturers’ 

procurement teams. To create 

stickier customer relationships, 

distributors must establish their 

essentialness. One approach 

is to put proactive purchasing 

contracts in place to create set-

it-and-forget-it fulfillment. 

One approach is to put proactive purchasing contracts in 
place to create set-it-and-forget-it fulfillment. Another is to 
differentiate through value-added servicing agreements. 
By reducing the work and increasing the benefit for 
manufacturers, distributors can gain steady revenue 
streams and better inventory foresight—and track 
effectiveness through:

•	 Average Purchase Value: Measured as both a decrease 
in product margin and an increase in purchase price, this 
metric can be improved by value-add customer service 
relationships.viii        

•	 Purchase Frequency: AI-powered sales technology 
combined with personal rapport can help match clients 
with the right product at the right time, resulting in an 
increased rate of sales.ix        

•	 Repeat Purchase Rate: Recurring revenue contracts are 
the ultimate driver of repeat purchases. When assessing 
recurring revenue streams, be sure to have multiple 
channels in place so as not to become reliant on—and 
vulnerable to—a single source.

G2CAPITALADVISORS.COM
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Following the Market Leaders
Middle market distributors can look to the Big 8 

industry leaders—Applied Industrial Technologies (AIT), 

DistributionNOW, DXP Enterprises, Global Industrial, Motion 

(GPC), Grainger, MSC, and MRC—for insights into the impact 

of industrial automation on performance. 

Despite volatile revenue (Figure 2)—driven by fluctuations in raw 
material prices or ongoing supply chain disruptions—the Big 8 firms 
have held stable margins (Figure 3) and seen earnings growth (Figure 4).

At G2, we infer that these firms’ investments in industrial automation 
have helped buffer market ups and downs and deliver value beyond 
an operationally efficient warehouse floor. And industry watchers 
agree, as echoed by our partner, Treg Brown, former Executive Vice 
President of Corporate Development at Genuine Parts Company.

Industrial distributors with 
the strategic foresight to 
invest in automation are 
able to offset rocky revenue 
streams with solid margins 
and sustained earnings 
growth thanks to operational 
efficiency. It’s an investment 
that delivers enduring value 
across the board.

Treg Brown
Former Executive Vice President  
of Corporate Development, 
Genuine Parts Company

Source: G2 Capital Advisors. S&P Capital IQ as of September 30, 2023. 

“Figure 2: Average Revenue Growth Over Time (%) Highlights Volatility 
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Figure 4: Average Earnings Per Share Over Time 
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Source: G2 Capital Advisors. S&P Capital IQ as of September 30, 2023. 

Source: G2 Capital Advisors. S&P Capital IQ as of September 30, 2023

Figure 3: Average Margins Over Time (%) Remains Stable 

(Cont’d)Following the Market Leaders
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Closing the Gap
Industrial distributors are, by definition, operational experts, making the movement 

of material between manufacturers and end-users possible—yet the industry has 

been slow to adopt digital tools. Today’s technology gap has been made more 

apparent by supply chain disruptions, labor shortages, and an inflationary market.

What’s more, those who lag too far behind may be unable to make up the mileage. However, innovators are at 
an inflection point. Distributors considering or making investments in digital tools will be able to sharpen their 
competitive edge, limit margin compression, and improve EBITDA—capturing a larger share of growth 
and increasing overall company value. Illustrating the split in digital adoption, McKinsey’s 2022 survey of 74 
distributors found that 28% had no plans to implement new technology, while the 72% who did were considering 
multiple investments, with warehouse robotics and automation being the most popular.x 

There are a lot of friction 
points in the market right 
now: an expensive and 
diminishing workforce, the 
delicate dance of inventory 
management, and hard-
earned customer loyalty. 
Operators need to do more 
with less to stand out—
automation can reduce  
the rub.

Victoria Arrigoni
Managing Director 
Head of Industrials & Manufacturing 
G2 Capital Advisors

Figure 5: Digital Technology Adoption Trends   

Source: McKinsey & Company survey of distributor operations. December 13, 
2022-December 20, 2022. 

What type of digital/next-gen technologies have you already 
implemented or plan to implement in your supply chain function?

Warehouse robotics/automation
50%

Internet of Things warerables

31%

We are not planning to implement any the technology
28%

Autonomous planning
19%

Autonomous vehicles
14%

Digital twin/flow simulation

9%

G2CAPITALADVISORS.COM

“

https://www.mckinsey.com/industries/travel-logistics-and-infrastructure/our-insights/operational-efficiency-a-clear-path-to-outperformance-in-distribution
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Automation is inevitable.  
Distributors who don’t begin 
to build an advanced  
infrastructure are at risk  
of market value atrophy.

Jim Cotter
Managing Director 
G2 Capital Advisors 

Not having the right tools at the right time can make 
management feel stuck. At G2 Capital Advisors, we help 
our clients get unstuck, enabling them to move through 
periods of transformation and guiding them toward 
improved outcomes. Providing M&A, capital markets, and 
restructuring advisory services to the middle market, we 
specialize in four industries, including deep expertise in the 
industrial sector. G2 engages with a range of stakeholders, 
from owner-operated or family-run businesses to private 
equity groups and lending institutions. 

Good work has built an even better network, and 

we are able to match expertise and opportunities 

to distributors’ present and future needs, creating 

partnerships from beginning to end.

Contact our Industrials & Manufacturing team leaders for more information on how 

we can support your business evolution.

Jim Cotter
Managing Director 
jcotter@g2cap.com 

Mike Williams
Managing Director 
mwilliams@g2cap.com 

Victoria Arrigoni
Managing Director, Head of 
Industrials & Manufacturing 
varrigoni@g2cap.com 

(Cont’d)Closing the Gap

G2CAPITALADVISORS.COM

Learn more about G2 Capital Advisors and our expertise within the Industrials & Manufacturing sector.

“

mailto:jcotter%40g2cap.com%20?subject=
mailto:mwilliams%40g2cap.com%20?subject=
mailto:varrigoni%40g2cap.com%20?subject=
 https://g2capitaladvisors.com/industry-expertise/industrials-manufacturing/ 
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Endnotes

Securities offered through Hollister Associates, LLC. Member FINRA, SIPC. G2 Capital Advisors, LLC and Hollister Associates, LLC are separate and 
unaffiliated entities.
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