
Using Labor Wisely 
At our firm, we provide a highly-detailed cost and profit analysis system distributors use to understand 
and improve their profit drivers.  In my role, I spend a lot of �me with our clients, discussing emerging 
challenges (and the strategies employed to meet them) so they can deliver higher growth and profits. 

Recently, we’ve been looking carefully at the impact of labor scarcity, and collabora�ng on how to use 
the shortage for a compe��ve advantage.  Ul�mately, our clients are targe�ng areas where efficiency 
gains let them apply labor costs more favorably, and customer programs that generate new cash-flow to 
fund market-leading wages. 

In this three-part series, I’m sharing what we’re seeing and the insights and ac�ons being employed in 
high-profit distributors.  In this second part, I’m focused on the labor side of the equa�on. 

Demographic Shi�s Have Changed the Game 
The 2020s have presented historic challenges for the wholesale/distribu�on industry.  The retrenchment 
we saw with COVID-19, the rapid and passing sales accelera�on in its a�ermath, and record infla�on 
have whipsawed execu�ves trying to be responsive to the market.  The shi� to “work-at-home”, and 
more customers insis�ng sales calls move to virtual, is changing the landscape even more. 

Now, we’re feeling shi�s in the labor market reaching near-crisis levels.   This is being driven by 
demographics, and the numbers are sobering. 

According to the U.S. Census Bureau and the Department of Labor Sta�s�cs, the pool of non-college 
people in the 20–35 age bracket has shrunk from 31 million in 2020 to just 25 million in 2022, a drop of 
19.4%. 

 
The non-college-educated popula�on has dropped from 31M to 25M, down 19.4%.   

This pool is shared with construc�on, driving, hospitality and all other industries. 

This cohort is the source of labor for distribu�on, construc�on, hospitality, clerical workers, and the 
military.  In wholesale/distribu�on, compe��on for workers has driven wages from $20.04 in 2006 to 
$33.82 in 2023, up a whopping 68.8%.  If companies can’t pay wages above the average, turnover is 
severe. 
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Wages in wholesale/distribu�on are up 68.8% since 2006. 

This has made labor availability and labor costs the determining factor for company success, and the first 
priority for senior execu�ves.  For distributors, this has had a double impact – not only are our own labor 
costs skyrocke�ng, wage infla�on in manufacturing has driven up purchase price of products. 

 
Industry margins have barely moved since recovering from the financial crises. 

Since margins have been sta�c, rising labor has put an unprecedented squeeze on profits.  Companies 
are now applying labor more wisely, and developing addi�onal cash flow to fund higher wage rates.  It’s 
become too expensive to waste labor on orders and ac�vi�es with insufficient value to cover labor costs, 
and good analy�cs are essen�al to knowing where, exactly, this is happening. 

Managing Labor Costs 
Simply put, with labor ge�ng scare and expensive, it’s now a requirement to u�lize it only where there’s 
sufficient profit available to jus�fy it.  It used to be that labor was such a commodity, you just hired 
enough people to do the work.  Now you need to decide which work is valuable enough to assign labor 
to it.  For the rest, you reduce the needed labor component, eliminate that business, or subsidize it 
where it’s strategically necessary. 

For most, this is a completely new way of thinking.  But con�nuing as before is a road to failure.  The 
challenge is: How do you decide? 

$20.04

$33.82

$0
$5

$10
$15
$20
$25
$30
$35
$40

2006 2023

Wholesale Industry Wages

source: U.S. Bureau of Labor Statistics

23.1% 24.7%

0%

10%

20%

30%

2012 2023

Wholesale/Distribution Gross Margin Rate



For this, you must have analy�cs. 

Data Analy�cs for Labor 
Let’s start with a couple of base concepts. 

First, Gross Profit (what we a WayPoint refer to as OpCash, or opera�ng cash) represents profit 
opportunity in a sale or a customer account.  If a sale has $100 of OpCash, you cannot make any more 
than $100 of profit so your expenses need to be less than $100 and, prac�cally, a lot less.  

Second, the cost structure for each par�cular sale can vary widely.  Profitability depends on a myriad of 
factors: how many items are on the order; how much product is sharing the cost of the delivery; what 
rebates apply; are commissions paid?  Depending on these and many other elements, costs may exceed 
OpCash (some�mes far exceed OpCash), producing losses. 

You’ll need to have a reasonably sophis�cated cost and profit analysis system so you can target your 
efforts.  Many companies use our system, where each cost is distributed to its related products and 
related customer accounts, and very precise profit numbers are known for every customer, product, 
territory, etc.  If you’d like to know about our system for this, you can contact me (info in the bio below). 

Using rule-of-thumb es�mates (based on averages) won’t cut it.  Like all such metrics, you miss the 
outliers at the top and botom of the range – and these are the ones that mater.  You need to iden�fy 
customers and sales with superior profit rates because those will fund higher wages.  Those with losses 
indicate target areas for manpower reduc�on and efficiency gains. 

To assign labor wisely, knowing with certainty which accounts, products, and situa�ons to priori�ze is as 
vital as knowing which to avoid.   Detailed profit analysis (whether internally developed or from a 
professional system) provides the roadmap for ac�on. 

Improving Labor Produc�vity & Efficiency 
Targe�ng labor where it can drive the best return is important, but there’s no prac�cal way you can make 
individual decisions on thousands of orders.  That’s why order classifica�on is so useful. 

Classify orders into groups most likely to produce high profit rates (and those that almost guarantee 
losses) to guide your labor assignment.  Iden�fy areas where automa�on or new processes can turn 
money-losers into money-makers. 

Innova�ng to move more product value for less manpower has a magnifying effect by making more of 
your order por�olio profitable.  In turn, this makes all your accounts more profitable and shi�s some 
from unprofitable to profitable.  Just as important, it expands the addressable market of poten�ally 
profitable accounts, making sales efforts more produc�ve. 

Metrics for Managing Labor 
Ge�ng good metrics in place has been an important step for the companies that are knocking it out of 
the park.  These are where we focus first: 

OCR (OpCash Ra�o) – OCR indicates the scale of the opportunity to make profits.  [OpCash (or Gross 
Profit) ÷ Expenses]:   OCR indicates how much product value is handled per dollar spent, and higher 
numbers represent the best profit opportuni�es.  Focus on growing areas with high OCR, and increase 
OCR by reducing the need for manpower in those areas.  (More on this below.) 



 
With HQ moving significantly more product value per expended dollar,  

direct customer deliveries from HQ may be a very good way to increase profitability. 

ROX (Return on Expenditures) – ROX indicates the amount of profit returned per expense dollar.  [Net 
Profit ÷ Expenses]:  This is the end-result of opera�onal ac�vi�es, and accounts for how much cost is 
actually incurred.  Implement this at the branch, warehouse, and product category level to iden�fy high 
and low points and priori�ze those with the highest rates.  Target low (below $1.00 returned per dollar 
spent) for labor cost reduc�ons. 

 
Warehouse produc�vity increases are improving ROX.   

Now it’s �me to address efficiency in Selling and Delivery, the next opportunity areas. 
 

Produc�vity Measures – These indicate the amount of poten�al value derived from any par�cular 
resource unit.  [e.g., OpCash ÷ labor payroll]:   These are the fundamental manageable metrics that drive 
opera�onal efficiency.  The base units can be headcount, manhours, payroll dollars, warehouse square 
foot, or any of a myriad of others you may invent.  You can make comparisons between opera�ng units 
to find the leaders and laggards, or across �me to see improvement or deteriora�on. 

Using These Metrics 
The most capable systems calculate and display all of these measures across: loca�ons; product lines; 
delivery methods; and much more.  Managers can target �me and aten�on where the stats lag, and also 
exploit high produc�vity areas to increase cash-flow. 

You absolutely must have detailed cost analy�cs so the expenses associated with each order, customer, 
or product are known.  Expense alloca�ons are the determina�ve factor for profitability at every level of 
analysis.  Whether you invest �me and manpower to roll-your-own, or rent a high-end system, you need 
accuracy so your ini�a�ves won’t be misdirected. 



Driving Improvements 
There are many ac�ons that the market leaders have adopted, and which are recurring topics of our 
strategy sessions with clients.  Here are a few you might consider: 

Warehouse Reorganization 

Analyzing where and why “walk �me” occurs, and then organizing to reduce it can seriously impact labor 
requirements.  When Items frequently sold together are proximate, more orders are picked with lower 
headcount.  If your warehouse is organized by vendor or product category, you’re likely was�ng 
manpower.  

Zone Picking 

Where feasible, warehouse organiza�on can match des�na�on organiza�on.  If des�na�ons have dis�nct 
product paterns (like grocery store aisles or manufacturing plant campuses), having all the product used 
by each sub-des�na�on together in the warehouse facilitates individual cartons for each sub-des�na�on. 

Pre-Packing 

Where feasible, items sold on their own and in significant volumes can be ordered “shipping-ready” from 
suppliers, needing only a shipping label applied, elimina�ng packaging cost and labor. 

Value-Add Areas 

Ki�ng, conver�ng, or preparing inventory to make it more suitable for customer needs is a prevalent 
strategy.  Organizing so these opera�ons are proximate to the needed inventory reduces labor consumed 
moving input components.  

Third-Party Logistics 

Off-loading warehousing and shipping to third-party logis�cs companies, par�cularly when reaching into 
smaller markets can be very produc�ve.  3PLs have greater efficiency and provide cost variability, 
avoiding unwelcome cost escala�on from seasonality or other dynamics. 

Amazon has become an avenue to remote markets, as well as a mechanism to liquidate slow-moving 
inventory.  This channel also provides predictable costs and eliminates manpower needed to support a 
largely small-order por�olio. 

Self-Service Picking 

Expanding the “will-call” area so customers can pick their own product, and making this strictly “cash-
and-carry” (check or credit card only, with no shipping) is a very good manpower reduc�on strategy. 

Automa�on 

It’s ge�ng prohibi�ve to use people to move product within the warehouse.  Elimina�on of “walk �me” 
ranges from using simple conveyors up to robo�c picking.  Even small distributors are looking more like 
Amazon than the tradi�onal rack rows and pushcarts of the past. 

Elimina�ng “Touches” 

Every �me someone touches the product, it costs money (and consumes manpower).  Branch 
replenishment from a distribu�on center is a model that is becoming increasingly difficult to keep 
profitable or compe��ve.  Direct DC-to-customer deliveries eliminate touches and conserves manpower. 



Funding Manpower 
The necessary first step is elimina�ng unnecessary ac�vi�es, and monitoring using the produc�vity and 
efficiency metrics suggested above to drive and lock in gains.  (You’ll need good cost and profitability 
analy�cs for this.) 

The next step will come from the sales side, where customer selec�on is also driven by detailed profit 
analysis.  A combina�on of working with customers whose business model naturally supports your 
efficiency ini�a�ves, and using certain advanced techniques to exploit those that already provide profit 
rates two to five �mes the average will close the loop on addressing the labor crisis.  

Work on the sales side will directly fund high wage rates out of sales gains instead of out of the 
company’s botom line.  I’ll cover the sales side in detail in part three of the series. 

Get Guidance with the DPA Tool 
To get you started with a baseline for your ini�a�ves, we’ve created a confiden�al assessment system for 
the use of qualified wholesale distributors.  The Distributor Performance Assessment (DPA) combines 
your numbers with the performance ranges in over $100B of industry data and delivers a personalized 
consultants’ report, benchmarking your company against both industry standards and (so you can see 
what’s realis�cally possible) that of the market leaders.   

There’s no charge or obliga�on, and our automated system sends your confiden�al report to your 
mailbox in just a couple of minutes.  The DPA report provides ac�onable sugges�ons to get you going.  
Click to learn more: confiden�al DPA report. 

Conclusion 
The cri�cal situa�on in labor will not end, and is expected to become even more severe.  It’s already 
having a significant impact on distributor profits, and will sink those that are too slow to react and adapt. 

Ge�ng started on the ideas I’ve included here will change your trajectory, and will deliver beter cash-
flow and profits right away.  In Part 3, I’ll lay out how new sales tac�cs will provide cri�cal new funding 
so you can pay so well that labor challenges will melt away. 

I hope you and your team will get started with these ideas right away.  Produc�vity and efficiency 
measures can secure your success.  

The Labor Demographics Series: 
Be sure to check out the rest of this series: 

Part 1: How Changing Demographics Killed Profits 
Part 2: Using Labor Wisely 
Part 3: Covering Labor Costs with Sales 

About the Author 
Randy MacLean is President of WayPoint Analy�cs, the leading provider of cost and profit analysis 
so�ware to the distribu�on industry.  Since 2008, his firm has been focused on the dynamics that drive 
(or destroy) profitability, and he’s created many of the advanced metrics companies use to monitor and 
manage their performance. 

https://assess.waypointanalytics.com/DPA_0.asp


Coming from a career in sales, management, and so�ware engineering, he works with distribu�on 
leadership teams on their cost management and profitability ini�a�ves.  WayPoint clients produce 
profits at more than three �mes the industry standard. 

You can contact Randy at rmaclean@waypointanaly�cs.com or visit www.waypointanaly�cs.net 
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