An Industry Briefing from GRAIL
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EXECUTIVE SUMMARY

You have seen this on your sales floor

Every commercial director at a specialist distributor in Europe has had the same Monday morning. The
MD forwards the group report at 8am, underlined: "We need to talk about the gross margin trajectory
before the board cycle." At 10am, Lars walks into your office. He has covered the pulp-and-paper
installed base for twenty-two years, and he is going into semi-retirement at the end of Q3. At noon, a
note lands from the Volvo Trucks account manager. Procurement wants to consolidate standard
product through their own portal going forward. "With the expertise relationship preserved for
complex applications."

You have done this job for fifteen years. The pattern used to be simple. Stock the right product. Hire
application engineers who knew the installed base. Train reps on the catalogue. The margin above
commodity was real and defensible because customers could not get the combination of availability
and technical answer anywhere else. You built the book on that combination. You won a decent share.
You lost some. The business was understandable.

Something changed. Product availability stopped being a margin justification. Amazon Business went
from zero to the sixth-largest distributor in the US in five years. Your biggest manufacturer launched a
direct digital channel last year and expects it to absorb a third of commodity volume. The margin you
used to earn for stocking the right part is compressing toward commodity pricing. Meanwhile, the
technical advisory work that actually justifies your premium sits in the heads of three application
engineers, and two of them are over fifty-five.

This is not a you problem. It is an industry problem and a function problem, happening at the same
time. Most distribution commercial directors are treating them as two. The ones who see them as one
are going to own the next decade of specialist distribution.

This briefing covers what is happening to the distributor's margin
structure, what it means for your application engineers and your sales
floor, and the three questions your leadership team should answer before
the next board cycle.
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LENS ONE . YOUR INDUSTRY

Product availability was your margin
for forty years. That is over.

Every wave your sector absorbed in the last four decades made the product-availability game harder
but never broke it. Digital catalogues made comparison easier. ERP integration made ordering tighter.
E-commerce put every part number on a search page. The margin held because the customer still
needed the product on site, and your combination of stock and technical answer was worth the
premium. The model survived every wave because the manufacturer could not sell direct at scale and
the customer could not self-serve the complex application. That changed in a single decade and the
change is now structural.

Amazon Business serves eight million organisations and is the sixth-largest distributor in the United
States by revenue. Its autonomous procurement trajectory puts Al in front of the human buyer for
filtering, validation, and recommendation. McKinsey's frame is blunt: disrupt or be disrupted. At the
same time, major industrial manufacturers are investing in direct digital channels that let the customer
bypass distribution entirely on standard product. Forty-three percent of procurement leaders are
committed to more procurement technology investment. Your share of the commodity order is the
first thing to go, and the trend line has one direction.

Your customer's procurement team is running your quote through an
Al-assisted benchmarking tool before your rep's email is opened. The
price comparison is done before the conversation starts.

The remaining defensible margin is application expertise. The customer still cannot self-serve "which
product actually works at eighty degrees in a washdown area" or "which competitor's component
routinely fails in this process chemistry." That is the part of your job the platforms cannot replace and
the manufacturer's direct channel cannot match, because the manufacturer only knows their own
products. But application expertise has always lived in individual heads. Eighty-five percent of
European companies report insufficient technical talent and the replacement pipeline is not keeping
up. The margin premium you still earn is defended by a bench you cannot grow fast enough and a
retirement curve moving in the wrong direction.
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LENS TwWO : YOUR FUNCTION

Your application engineers, your sales
floor, and your accounts are feeling it
every day

Your application engineers. Three senior specialists cover the complex installed base across your
territory. They carry fifteen to twenty years of which product survives in which environment, which
manufacturer's technical datasheet is optimistic, which chemistry combinations fail at scale. This
knowledge has never been written down in a form another engineer can use. The reps queue up at
their desks every afternoon with application questions. The engineers are the quiet ceiling on how
many accounts your firm can actually serve at an advisory level.

Your outside sales. Your reps arrive at accounts carrying the catalogue and last year's price list. The
complex technical question is routed to the application engineer, who answers when they can. The rep
who can hold the technical conversation longer in the room wins the advisory position. The rep who
has to say "let me check with our engineer and come back to you" loses ground to the competitor
whose rep walked in knowing. The top-to-average gap on your sales floor is almost entirely a
preparation gap, and the preparation requires the senior engineer's knowledge the rep cannot yet
carry.

Your inside sales. Quotes come in at volume. The standard configurations go out in hours. The
complex ones sit in the queue until an engineer looks at them. Turnaround time on complex quotes
has stretched to three and four days at some distributors because the engineering bench is fully
loaded. Meanwhile, the customer has a procurement platform giving them a price from the direct
channel in an hour. Every quote you do not return inside a day is a quote your reps are not in.

Your key accounts. The Tier 1 accounts are splitting their order book. Standard product is
consolidating through their own procurement portal or the manufacturer's direct channel. The
advisory-heavy work stays with you, for now. The annual review has become a battle between "what
we pay you for" and "what we do not." Every year the line moves. If the advisory case is not visible in
the numbers, the standard product line goes, and the advisory work goes twelve months later
because the relationship thinned.

Your best people. Two of your top three application engineers are over fifty-five. The third is on every
competitor's shortlist. When your best engineer retires, the accounts they covered lose the technical
voice inside your firm. The order frequency on those accounts drops in the twelve to eighteen months
that follow because the customer stops calling you with the application question. You feel it in the
numbers at the next account review, which is too late.
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MARGIN. EXPERTISE. ACCOUNTS.

The winners are running a scarce-
expertise coverage engine

Your industry is compressing because product availability stopped being worth a premium. Your
function is compressing because the expertise that still earns the premium sits in three people's
heads and the bench cannot be grown fast enough. Same force, two altitudes. But there is a third
thing happening that most distribution commercial directors have not named yet, and it is the one that
matters most.

Look at the distributors pulling ahead in 2026. They stopped thinking of themselves as product
sellers. They started thinking of themselves as the operators of a scarce-expertise coverage engine.
Their margin premium is the coverage ratio of that engine, not the catalogue markup. Their best
application engineers are not the bottleneck. Every rep in the firm carries something close to the
engineer's knowledge, because the knowledge is structured, queryable, and available at the point the
rep needs it. Their annual account reviews do not argue about markup. They show the advisory work
the customer actually consumed, priced as advisory, defended in a service line the customer can see.

Most distribution commercial directors are still running three separate responses. A catalogue refresh
for the inside sales team. A CRM upgrade for the outside sales team. A retention programme for the
senior application engineers. Twelve months later nothing compounds, because the three responses
never met the structural question underneath: who covers the complex application, and is that
coverage a person or a company asset.

Your competitors who get this defend the margin premium even as product
availability goes commodity. Their reps walk in with the senior engineer's
knowledge on their phone. Their annual reviews show a priced advisory line
the customer renewed. Their senior engineers' retirements are calendar
events, not revenue events. This is what the next eighteen months look like if
you do not move.

You have eighteen to twenty-four months. The margin compression is already in the numbers. Your
question now is whether you lead the response yourself, or the MD hires a consultant to tell you what
you already know.
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What most distributors are doing.
What the winners are doing instead.

Every commercial director has had the Al conversation. Most are making similar decisions. A smaller
group is making different ones. The difference is whether Al gets treated as a tool to roll out, or as the
way the coverage engine actually works.

THE DEFAULT PATH THE WINNERS' PATH

Keep the expertise in three Turn the expertise into a company
senior heads asset

Hope the retention programme works. Start Extract from call logs, quotes, and site visits into a
the search for a replacement the year before working system every rep uses at the point of the
retirement. application question.

Hide advisory work in the Price the advisory work explicitly
product markup Site audits, compatibility assessments, application
Defend the gross margin at account review studies as a visible service line. Customers renew

with "our guy knows your plant." Every year what they can see.

it gets harder.

Wait for the annual review to Watch the go-direct signals in the
spot go-direct risk order data

By the time the standard product line is Sixty to ninety days of warning before the migration
gone, the advisory work is following twelve conversation starts. You act while the relationship is
months later. still open.

Buy a quote bot and call it the Build working tools your team

Al strategy actually uses

Ships in six months. The reps stop using it in The matching agent, the spec-in prep agent, the go-
the third month because it cannot answer direct alert. Tuned to your accounts and your

the real question. installed base, yours to keep.

Same technology. Same twelve months. Opposite outcomes. The difference is
the operator, not the Al
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Margin. Expertise. Accounts.

Three questions every distribution commercial director is tracking. None of
them used to be the same question. They are now.

What are the
margin points
we are still
defending?

Your margin above
commodity distribution is
the difference between
what the customer pays you
and what they would pay
the direct channel or the
platform. Some of that
margin is for stock and
logistics, which is
compressing toward zero.
Some is for application
expertise, which survives.
You need to know which is
which, on every account. If
the answer is "our guy
knows your plant," the
margin is one retirement
away.

GRAIL

02 - EXPERTISE

Who covers the
complex
application
when Lars
retires?

Three senior application
engineers carry the
knowledge that justifies
your premium on forty to
sixty percent of the
installed base. Two are over
fifty-five. The third is on
every competitor's shortlist.
The technical knowledge
they hold has never been
transferable. In 2026 it
becomes transferable for
the first time. Only if you
move before they leave.
The retirement
conversations are already
on your calendar.

INDUSTRY BRIEFING

Which
accounts are
drifting toward
the direct
channel?

Your Tier 1 accounts are
splitting their order book.
Standard product is moving
to the manufacturer's direct
channel or the customer's
own procurement portal.
The advisory-heavy work
stays with you, for now. By
the time the annual review
flags the drift, the
relationship has already
thinned. You need the
signal six to nine months
before the account review,
not after.
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FOUR MOVES

What the distributors winning this
play are actually doing

Four concrete moves any commercial director can start this quarter. Each touches one lever. Pulled
together, they defend the margin premium your firm still earns.

1

GRAIL

Application: put your senior engineer's knowledge in every rep's hand

When a rep fields an RFQ with an unfamiliar environment, pull the three closest historical
matches from your own installed base. The products that survived. The failure modes to
avoid. Not a product catalogue. Your senior engineer's experience of what worked and what
did not, available at 3pm when the spec sheet landed. Closes the preparation gap on every
complex account. The ramp on new reps compresses from eighteen months to six.

Sales: get your reps into the spec-in conversation earlier

Before the rep walks in, the briefing pack is on their phone. The installed base the account
probably runs. The manufacturers already in consideration. The application questions to ask
in the first meeting. The competing products and their failure modes in this environment. Four
hours of prep compresses to fifteen minutes. Your reps enter the conversation designed-in,
not evaluated late. That is where the discount conversation is actually won.

Accounts: see the go-direct signal before the annual review does

Watch the order data. Which products are trending toward standard reorder. Which advisory
interactions have dropped. Which pricing conversations shifted tone. The migration pattern
shows up sixty to ninety days before the customer formalises it. You act while the relationship
is still open, not at the account review when the standard product is already gone. Every
saved Tier 1 account pays for the programme twice over.

Pricing: make advisory work a visible line, not a hidden markup

Site audits, compatibility assessments, bespoke application studies, installation advisory.
Price them explicitly. Separate from product margin. The customer can see what they renew.
The advisory line becomes a reported revenue stream at account review, not a footnote under
"distribution markup." First-year conversion typically recovers one to two percent of revenue
as visible service work, and it grows from there.
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GRAIL . HOW WE THINK

The only firm joining margin to

working tools

The distributor commercial director has four places to go in 2026. None can do what we do, each for a

specific reason.

Sales-tech platforms built for software B2B. Conversation intelligence and sequence tools score
call cadence. In distribution the unit of value is application correctness. A platform that records calls
does not extract what the senior engineer had to know to answer the technical question.

The Al inside your ERP or CRM. Your pricing history lives there. The application rationale does not.
The senior engineer's "l would not spec this in this environment because | saw it fail" never made it

into the system. Embedded Al recommends on what it can see, which is the catalogue, not the

installed base.

The big consulting firms. A one-million-euro digital transformation deck ships in six months and
proposes an eighteen-month implementation project. You have three application engineers and a

margin review in October. The timeline and cost structure do not match the problem.

The IT-led quote bot. Ships on time. The reps stop using it in month three because it cannot answer

"will this survive in a salt-spray environment at sixty degrees." The adoption conversation is the same

one you have had before.

The market offers four things you have already said no to. GRAIL is the

fifth option.

WHAT YOU GET

Senior advisory that speaks distribution floor, not
strategy deck

Working tools your reps use the same week

Custom agents built on your installed base, your
accounts

The start of a knowledge asset your best engineers
feed

No vendor lock-in at any phase of the engagement

GRAIL INDUSTRY BRIEFING

WHY IT MATTERS

Founded by operators who have sold and led
commercial teams

Business first, technology second

Three weeks from first meeting to working tools

Your reps keep the tools, you own the IP

Every next step earned by what just shipped, never
assumed
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Three sessions with your commercial
and application engineering
leadership. Working tools from week
one.

We start with your commercial and application engineering leadership
because the change cannot outrun the team's personal understanding of
what is possible. Three workshops. Each delivers standalone value. Each
earns the right to the next.

WORKSHOP 01

How to think

Walk through what is
happening to the
distributor's margin
structure and inside your
application engineering
bench. Build the first
working tool in the room: an
application matching agent,
on one of your real
accounts, for one of your
live RFQs. Your leadership
team leaves with a shared
view of what to do next and
the first working tool
already in their hands.

WORKSHOP 02

Your team's
tools

A half-day activation. Each
member of your commercial
and application leadership
leaves with five to ten
working tools tuned to their
accounts, their installed
base, their competitors.
Application matching.
Spec-in prep. Go-direct
alert. Advisory pricing.
Working tools your reps and
engineers are using the
same week, not slides
about tools.

WORKSHOP 03

Ready to roll

Refined tools based on real

use. The rollout plan to your

wider sales and engineering
teams. The extraction plan
for your senior application
engineers' knowledge. The
advisory pricing model for
your account reviews. And
the MD and CFO
conversation with numbers
they can check, not a deck
they cannot argue with.

Three weeks. No IT project. No board approval needed to start. The tools
your team is already using when we finish.

GRAIL
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For your next leadership team meeting

The questions where your leadership team cannot agree on an answer are the ones worth an hour on
the agenda. Ask these honestly.

On your last ten account reviews, how many of your margin points above
commodity were defended by an application engineer's name, and how many by
a systematic advisory case the customer could see?

If your top three application engineers retired next year, what percentage of the
complex installed base would your remaining team still be able to advise on
without outside help?

What is your average quote turnaround on a complex configuration, and how
does it compare to the direct channel your largest manufacturer just launched?

Which of your Tier 1 accounts are currently splitting their order book between
you and a direct channel, and how did you find out: from the order data, or from
the account review?

Of the five best reps on your floor, which one is already spending their Monday
morning on the work the rest of your team will need to do by 2027 to keep
winning?

If any of these produces a disagreement in your leadership team, that is the

conversation worth having before the board asks.

JOHAN GRONSTEDT - GRAIL - JOHAN@GRAIL.WORKS - GRAIL.WORKS
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IN THIS SERIES

There’s a version of this briefing for
every seat at the table.

GRAIL has produced industry briefings calibrated to the specific reality of each C-suite role.

CEO

Revenue. Margin.
Valuation.

Three numbers your board
reads. Al is rewriting all three
in your industry.

CHRO

Capacity. Capability.
Promise.

The biggest talent transition of
a career. Compete on
capacity, not headcount.

CFO

Capital. Forecast.
Story.

What you allocate this year is
the story your board reads
next year.

Hall

Moat. Speed.
Allocation.

The platform moat that
survives 2028 is being chosen
this year.

00

Cheaper. Better. Faster.

The triple threat that used to
be a tradeoff is now table
stakes.

» YOU ARE READING

HHI

Margin. Pace. Position.

The whole GTM playbook is
being rewritten in real time,
across every commercial team
at once.

Visit grail.works for the full series.

GRAIL

An Al-native management consultancy helping European mid-market leadership teams figure out what
fundamentally changes about their business as Al enters their industry.

www.grail.works



