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B2B Scenario 11.1 Hungry Caterpillar

In 2022, Caterpillar, the global supplier of equipment to the construction, energy and mining sectors, posted global
sales of $59.4 billion. This is a world away from 2016 when the company experienced the most severe downtur in
its 90-year history, with sales falling to as low as $38.5 billion. Slowing economic activity in the firm’s historically key
geographic regions around the world had a knock-on effect on the sales that Caterpillar could generate i its target
sectors of construction, energy and mining. Added to this were changes in the construction market, where sales of
equipment to rental companies started to outnumber sales to contractors. This was an important development given
that the switch to rental moved the financial pressure from the customer to the dealer (and ultimately Caterpillar),
particularly as a rental business requires a considerable amount of working capital.

Faced with such challenges, Caterpillar realigned its core strategy around a lean operational model and profitable
growth. Such growth included pursuing opportunities in geographic regions where the company was under-
represented, namely Africa and the Middle East, China and India. Alongside this, the company continued to refine
its service model to meet the needs of its three main customer groups — large customers with integrated systems
requirements; customers with dealer relationships; and first-time customers who want a more ‘Amazon’-type
experience.

To satisfy these customer groups, Caterpillar relies on its distribution system for improved business performance
and on its 165 independently owned dealers for profitable revenue growth. And it expects this to be realized through
means other than new equipment sales. First, Caterpillar wants more dealers to re-orientate operations towards the
more lucrative fleet-management business. Distributors already offer a tiered fleet-management programme
(marketed as CAT Equipment Management Solutions), but Caterpillar wants dealers to move more customers onto
higher levels of EMS, particularly those where the dealer handles equipment monitoring or actually takes over the
management of customers' fleets of equipment. Second, Caterpillar is also asking distributors to increase its share
of the global parts and service market — the aim being to reach sales of $25 billion by 2026 (compared to $14.5
billion in 2018). As a way to monitor revenue growth in this area, the company has set dealers new absorption rates.
of over 100. The absorption rate measures how long a dealer could stay in business if they had to rely solely on the
parts and service revenue generated from equipment already in use. Where gross profit from parts and service
sales covers total overhead and interest costs for a year, a dealer scores 100. For some years, a score of 100 was
considered good enough, but Caterpillar now expects higher absorption rates from its distributors.

The company believes that dealers can make more of the technology deployed in Caterpillar’s machines to not only
move more towards equipment-monitoring solutions (such as CAT Connect or CAT Minestar) but also to support
parts and service revenue growth. The best distributors are using digital applications to help customers manage
their fleets more efficiently, and to support around 90 per cent of parts demand along with opportunity potential.
However, Caterpillar considers that average o lower performing dealers could easily realize an up to 8 per cent
share increase in the aftermarket by making better use of the data transmitted by the 3.5 million pieces of
Caterpillar equipment in the field. Besides better use of data analytics, Caterpillar also thinks that billions of dollars’
worth of sales could be realized through better coordination between dealers and the provision of a consistent
customer experience, particularly for those global ciients who use different Caterpillar distributors around the world.

Having set ambitious targets for leasing/rental and aftermarket parts/service, the challenge for Caterpillar lies in
working out how to make best use of a distribution system and a dealer network which have been a key part of its.
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Having set ambitious targets for leasing/rental and aftermarket parts/service, the challenge for Caterpillar lies in
working out how to make best use of a distribution system and a dealer network which have been a key part of its
competitive advantage and on which it relies for future revenue growth.
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