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The Fastenal Company (Fastenal), established in 1967 and based in Minnesota, United States, was North
America’s largest distributor of fasteners; it was also the most efficient single source for a wide variety of
industrial and construction products, such as metal cutting tools and blades, abrasives, material handling
tools, and gloves.? In 2008, Fastenal pioneered the concept of industrial vending machines, which helped
its clients reduce their supplies costs by 40 per cent.® In 2015, Fastenal was ranked 44th on Forbes’ list of
the World’s Most Innovative Companies,4 and in January 2017, it was ranked 10th on Industrial
Distribution’s Big 50 List.® In Minnesota, Fastenal was one of the 20 largest public companies, with a total
employee strength of 19,624 and revenue of US$3.96 billion® by the end of 2016 (see Exhibits 1 and 2).’
Fastenal was also known for providing the best customer service in the industrial supply sector.® Fastenal’s
employees believed that one of the key drivers of the company’s success was their decentralized and
empowering organizational culture, in which employees close to customers made decisions.® These features
helped Fastenal become one of the rare companies to leap from 100th position on Harvard Business
Review’s 2014 list of the Best-Performing CEOs in the World to 33rd position on the 2015 list.'

Although Fastenal enjoyed a high profit margin and different awards, its competitive edge was threatened
when Amazon Business entered the industrial supply business in 2012.'* Amazon Business’s impact on
Fastenal was visible when, within two years of its entry, Fastenal’s performance began to decline. The
announcement of Amazon Business’s inception itself reduced Fastenal’s share price by 15.76 per cent.*?
Further, Fastenal had not reported any significant increase in its gross profit or operating income as a
percentage of sales since 2014. Growth in earnings per share was also in decline (see Exhibit 2).
Competition became even more challenging when in May 2017, Amazon Business pioneered a supply chain
innovation and applied for patents for aerial drones.

Did Fastenal have any competitive advantage over Amazon Business or was its survival likely to be
threatened by Amazon Business? What strategies should Fastenal take to contend with Amazon Business:
should it focus on differentiation to outpace the competitive threat posed by Amazon Business or resort to
a price war through a strategy of low costs to save its market? Would Fastenal be able to regain its growth
trajectory given the competition from a dominant player like Amazon Business?
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BACKGROUND

In 1967, Bob Kierlin, along with four of his friends, pooled $30,000 to open the first Fastenal store, located
in Winona, Minnesota. Initially, Fastenal mainly supplied fasteners such as nuts, bolts, and screws. Their
first retail store was 1,000 square feet (93 square metres).

From Fastenal’s beginning, Kierlin advocated the motto of “Growth through Customer Service,”** which

guided employees in working closely with Fastenal’s clients to keep them supplied with what they needed
and drive clients’ business improvement. The company’s website proclaimed, “We don’t just make a sale—
we align with our customers to make them more successful.”**

Kierlin already had experience working in a hardware store. He had observed that many customers came to
Fastenal for simple products, like nuts and bolts, and in 1967, thought of making these simple products
available through vending machines.’® However, Kierlin soon realized that this was an expensive
proposition, and much ahead of its time.®

Nevertheless, the business gradually flourished.!” In 1987, the company launched its initial public offering,
making Fastenal a listed company. In 1994, Fastenal took its first step toward internationalization, opening
stores in Canada. By 2001, Fastenal had also expanded to Mexico and Singapore. By 2008, with its continuous
growth effort, Fastenal was incorporated in the S&P 500 Index.*® By the end of 2016, it had 2,503 stores
across 21 countries,™ although most of Fastenal’s revenue came from the United States (see Exhibit 3).

During this time, Fastenal also paid special attention to human capital development, and in 1999, launched
the Fastenal School of Business for company employees.

PRODUCT LINES AND PERFORMANCE DRIVERS

Fastenal’s business had two components: industrial production and maintenance. The industrial production
business supplied nuts and bolts, screws, and studs, which were used as components of products manufactured
by its industrial clients. Fastenal referred to the industrial production business as original equipment
manufacturing (OEM). Fastenal offered a total of 12 product categories under its OEM business (see Exhibit 4).

Fastenal’s maintenance business was known as the maintenance, repair, and operations (MRO) business. It
focused on different client service-related needs,” providing after sales services and solutions ranging from
simple tool repairs to complex engineering support.”* Fastenal attributed its success largely to its wide variety of
product lines. The company’s 2016 annual report stated, “We believe our success can be attributed to our ability
to offer our customers a full line of products and services from convenient locations, as well as to the high quality
of our employees.”?* In 2016, the MRO business contributed 63 per cent of Fastenal’s total revenues.?®

Fastenal’s manufacturing plants were placed in nine locations, including Minnesota, California, and
Indianapolis, and fulfilled 70,000 orders every year, with each job customized for an individual customer.?
Fastenal had 14 distribution centres, 11 of them in the United States, serving 2,452 stores in North America
and an additional 51 stores outside of North America.”® Fastenal also had more than 6,000 fully owned
delivery vehicles.?® Its national call centre took care of all customer queries, including hardware and
software issues.?” Each of the Fastenal stores provided customized inventory to its clients and had a high
rate of same day service. Fastenal sold to industrial customers through multiple channels, including retail
stores, onsite vending machines, and its website, Fastenal.com.? For certain product lines like metal cutting
tools and blades, Fastenal was itself dependent on suppliers. However, the maximum inventory that Fastenal
purchased from a single supplier was no more than 5 per cent.?
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COMPETITION

Fastenal had the highest profit and operating margin among leading competitors in the industry (see Exhibit
5). The company’s major competitors included W. W. Grainger Inc., MSC Industrial Direct Co., and HD
Supply, Inc. All other companies were fragmented in the industry. Fastenal had four times as many stores
as any of its competitors.*® Fastenal also opened more than 60 new stores every year until the end of 2015
(see Exhibit 4).3! By the end of 2016, Fastenal had more than 2,500 stores globally, compared to the 598
stores of W. W. Grainger, one of its closest competitors.> One of the key reasons for Fastenal’s higher
profitability was the location of its stores, which were always near the distribution centres. Fastenal’s broad
market coverage, with more stores than competitors and a completely owned distribution network,
including trucks and other logistics-related supplies, gave Fastenal a competitive advantage. The capital
required for such a distribution network deterred other players from competing (see Exhibit 2).3

FAST—DISRUPTIVE INNOVATION

In 2008, Fastenal launched its industrial vending system, Fastenal Automated Supply Technology (FAST),
with huge success. The Fastenal vending system was an Internet-connected appliance integrated with
vending technology, installed at the client’s end.

Fastenal provided two versions of the vending machine: FAST 3000 and FAST 5000. These machines had
similar functions, but FAST 3000 was physically smaller.** The vending machine’s integrated video
management display resembled that of any snack vending machine, although the machine’s software was
more complicated. The cloud-based software recorded every transaction, allowing a client’s employees
access to materials depending on their roles and needs.*® Employees needed to swipe their identification
card or enter an access code to withdraw an item from the vending machine. The vending machine’s
software allowed a manager to track all stock outflows and the employees taking the stock, which helped
to prevent misuse of supplies. When the vending machine ran low on certain items, Fastenal’s local store
received an automatic notification so that a Fastenal employee could fill the machine, thereby eliminating
the cost of stockouts and paper work.>®

Fastenal’s industrial vending service was beneficial for both a client’s employees and the client itself.
Employees were able to retrieve products themselves, which was especially useful for those working night
shift; normally they would have to wait for a supervisor on the next day. As a result, employees could
ensure timely maintenance work. The client was able to save costs by closely monitoring inventory and
having replenishment orders placed automatically.®” The automated vending machines helped Fastenal
clients reduce their supply consumption by 40-50 per cent.*®

The vending machines were not standardized; they were customized for each company, usually based on the
client’s industry type. Thus, a vending machine for a client in the plastic industry was different from a machine
for a client in the construction industry. Fastenal searched for industry-specific information to select supply
items, 50 per cent of which would usually be safety-related, such as safety glasses or gloves. The remaining
supplies included MRO items, such as duct tape, batteries, or utility blades.®® For items that were heavy and
could not fit in the regular vending machines, such as hard hats, power tools, or aerosol cans, Fastenal provided
its clients with FAST Auto Lockers, which gave controlled access to employees for these heavy items.*

The entire industrial vending system was supported by a network of employees, including a local sales
force, machine re-stockers, and regional sales support, which involved fleets of vans to deliver machines
and trained FAST specialists to give hands-on demonstrations to Fastenal’s industrial clients. Fastenal also
had a national distribution and transportation system.
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The industrial vending machines reaped positive results for Fastenal. Their revenues grew significantly,
from $2 billion in 2010 to $3.96 billion in 2016.** Acceptance of the technology was initially low; just
7,000 customers used the company’s vending machines by 2011. But by 2014, there were more than 46,000
clients opting for the industrial vending solutions.*” Industrial vending then became a core part of Fastenal’s
business and one of its major growth drivers. In 2017, Fastenal reported that 62,825 vending machines were
being used by clients across the United States (see Exhibit 1).** By the first quarter of 2017, Fastenal’s
growth rate in sales through the vending machines outpaced the company’s total sales growth.**

INVESTMENT IN HUMAN CAPITAL

Fastenal took a bottom-up approach to management. The company believed that employees could make
good decisions if they were invested with good training and decision-making skills. Fastenal believed that
its success was based on recruiting smart candidates, training them well, and working on their
competencies.*”® This was important, according to Fastenal, because the employees worked most closely
with clients. Will Oberton, a previous Fastenal chief executive officer (CEQ), explained: “The closer to the
customer the decision is made, the more successful we will be.”*® Employees understood not only Fastenal
as a brand, but also its mission. The company created an environment that encouraged employees to be
authentic and reliable.*’

In 2005, Fastenal started a sponsorship program as a step to fill demand for skilled computer numeric
controlled (CNC) machinists. According to Daryl Bergen, a trainer and recruiter at Fastenal, “Fastenal has
a huge demand for skilled CNC machinists, but there are not enough skilled applicants to fill the gap.” He
further emphasized, “It’s not something you can walk off the street and [learn].”*® Fastenal offered
sponsorship programs for which it selected 10 candidates each year to attend a full-time program in CNC
at Southeast Technical Institute in Sioux Falls, South Dakota. If these candidates graduated with a GPA of
3.0 or higher, they were offered a full-time job with Fastenal and were further reimbursed 25 per cent of
their tuition fees and book costs.® Fastenal also launched the Fastenal School of Business, focused on
imparting industry and company-specific business skills to its employees.®® Graduates from this school
were in demand among the company’s competitors.>

Trained Fastenal employees were able to map inventory consumption processes at clients’ locations and
suggest means to reduce operational costs. Cory Jansen, executive vice president of operations at Fastenal
commented:

Our inventory management specialists will work with [our client’s] personnel to map how product
flows through [their] current system and identify areas where operational costs can be reduced or
eliminated. We will uncover hidden sources of supply chain waste to provide total cost-savings
solutions.®

Fastenal’s efforts paid off not only with recruitment, but also with employee retention. Fastenal provided
other incentives as well to its employees. As a part of its internal marketing campaign in 2013, Fastenal
held a competition for its employees; the winner received a sponsored trip to the NASCAR Sprint Series
Race at Charlotte Motor Speedway as a guest of Roush Racing. More than 50 per cent of Fastenal
employees participated in this competition.*®

Most Fastenal employees also felt that one of the critical elements that helped the business grow from a

small fastener shop to a dynamic, innovative company was the corporate culture, which was deeply
committed to training employees and empowering them to make decisions. In 2015 alone, Fastenal
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employees completed 478,000 hours of training courses, both online and instructor-led. Further, Fastenal
followed a policy of promoting employees from within the company; approximately 95 per cent of Fastenal
employees had been promoted from within the company. Most senior level positions were filled with
employees who had started their careers at very junior positions with Fastenal.>*

MARKETING AND CUSTOMER SUPPORT

Customers and vendors were equally important to Fastenal, and the company made efforts to bring both
together at an annual event that was usually hosted at Fastenal’s main distribution centre in Indianapolis,
Indiana. Customers across the globe were brought in for the event and were also encouraged to participate
and educate themselves with relevant ideas to obtain a clearer picture of the services and products that
Fastenal could provide.>®

The launch of Fastenal’s vending machines took place at the annual customer expo in 2008. At that time,
industrial vending was a niche technology because both the machine and the labour costs needed to maintain
them were high. However, Fastenal was able to provide machines and lockers at a much lower cost as a part
of its inventory management solution for its customers.*® Fastenal’s chief operation officer, Lee Hein, viewed
the concept of an industrial vending machine as the perfect solution for Fastenal customers. He noted:

From the beginning, we saw vending as an investment in our customers—a way to solidify relationships
and earn opportunities by providing tremendous value in terms of time and cost savings. It’s been a perfect
fit for our local service model, bringing our store teams and products even closer to our customers.>’

Fastenal also advertised on social media and had an in-house design team that worked on signs and
displays.>®

Fastenal’s programs and products offered several benefits to its customers. First, Fastenal made available a
lower cost solution through vendor consolidation and value-added services. Second, Fastenal offered
customized product stocking. Third, and most important, its customer management philosophy emphasized
a trusted relationship with customers. As one of Fastenal’s clients, John Leech from Terex Advance Mixer
Inc., declared, “We need trusted suppliers like Fastenal.”®

Fastenal’s inventory management solution offered fast lead times and zero stockouts. The custom
manufacturing division of Fastenal ran 24 hours a day, 7 days a week to meet customers’ needs at any time.
Fastenal also ensured quality, with 100 per cent traceability of materials and in-process testing.®® Fastenal
automated as many processes as possible for smooth handling of business documents, while also
maintaining local, personal relationships with customers as required. ®

Fastenal provided industrial customers with a single source for fasteners and related equipment needs, such
as HVAC (heating, ventilation, and air conditioning), plumbing, lighting, and cleaning products.®? By virtue
of its convenient store and industrial vending system, Fastenal was able to quickly meet the emergency
needs of clients, as well as regularly stock inventory through its stocking program.®® To further smooth the
customer experience, Fastenal did not rely on a third-party transportation system for distribution as other
national industrial suppliers did. This helped Fastenal maintain quick onsite recovery efforts.** All of these
practices resulted in the growth of a loyal customer base, with 63 per cent of Fastenal’s business coming
from repeat customers.®
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CHALLENGES AND THE ROAD AHEAD

Fastenal had a history of exponential growth, but that growth was challenged as Fastenal saturated many of
its markets. Further, competition increased as other well-established players, such as The Home Depot, Inc.
and Lowe’s Home Improvement, began encroaching on Fastenal’s market.®

Fastenal also needed to worry about the growth in e-commerce sales. The business to business e-commerce
trade in the United States was expected to achieve record sales of $1.1 trillion by 2019, accounting for about
12 per cent of total business to business sales, which would be twice the business to consumer e-commerce
sales of $480 billion.®” The market research firm Forrester Research, Inc. predicted that by the end of 2017,
56 per cent of the business to business buyers in the United States would make more than half of their
purchases online, compared to 30 per cent in 2014.°®

Since 2012, the online space for industrial supply equipment had become more competitive and challenging
with the onset of Amazon Business, which targeted industrial companies and offered more than 500,000
industrial products.®® At the time of Amazon Business’s launch in 2012, Fastenal’s share prices declined by
15.76 per cent. Other leading players also reported a decline in share prices; for example, W. W. Grainger’s
shares declined by 11.21 per cent.”® Although Fastenal was an S&P 500 company, there had been a wide gap
between its stock market performance and the performance of other S&P 500 companies since 2012."
Investors began wondering whether established brick and mortar industrial suppliers like Fastenal were set to
lose competition to giant online wholesalers like Amazon Business.

By 2014, Amazon Business surpassed W. W. Grainger with sales of 2.2 million products, compared to
W. W. Grainger’s 1.2 million.”” By 2016, Amazon Business was servicing more than 400,000 U.S.
businesses, generating sales of $1 billion from April 2015 to April 2016. However, traditional industrial
suppliers believed that since the industry was fragmented with thousands of small- and medium-sized
distributors, big wholesalers could co-exist with online wholesaler giants like Amazon Business.”

As a key player in online commerce, Amazon Business’s growth plan was aggressive. It did not want to
capture just the U.S. market; it wanted to capture industrial customers globally. By June 2012, it had already
started shipping industrial supplies to more than 50 countries.” By then, Amazon Business was operating
in countries like Germany, the United Kingdom, and India. As well, Amazon Business also provided a 365-
day return policy, free 2-day shipping, corporate credit, and low prices, all of which resulted in superior
customer service.”

Industrial supply clients felt that Amazon Business could be a major threat for traditional industrial
suppliers. The purchasing manager of a global plumbing products manufacturer commented:

If Amazon promoted their site actively and correctly, they could change the industry. | definitely
think they are a threat to the traditional online trade sites like Grainger and McMaster. | could
definitely see Amazon as a threat to Fastenal, especially on the fastener side.”

Previously, experts believed that traditional industrial suppliers could leverage their existing customer
relationships, greater product expertise, and deep understanding of customers to successfully compete with
Amazon Business. According to Brian Strojny, CEO of Insite Software, Amazon Business was struggling
in terms of expertise, product knowledge and assortment, and establishing relationships with clients.” He
further explained, “Leveraging each of these advantages will set the independent wholesaler and distributor
head and shoulders above the low prices of [Amazon Business].””® However, Acquity Group, an e-
commerce and digital marketing company, disagreed. According to a study the company conducted in 2013,
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industrial customers would opt for the supplier that offered the lowest prices, rather than remaining loyal
to their old suppliers.”

In 2014, Amazon Business began investing in aerial drones to make delivery possible within a couple of hours
of receiving an order.!® In May 2017, the company received a patent for its drone delivery system, which
involved shipping the material with an inbuilt parachute, allowing the package to be dropped from an aerial
vehicle and land at a destination without any damage.®* Drones would be equipped with a global positioning
system, cell phones, and cameras with sensors, which would help in the monitoring and delivery of packages.
With aerial delivery, Amazon Business not only challenged traditional retailers with its online purchase
model, but also challenged their delivery model. This was a threat to Fastenal’s entire logistics set-up because
the company fully owned its distribution network and did not rely on a third-party distributor.

Fastenal, however, maintained its focus on industrial vending machines. It believed that the market could
sustain approximately 1.7 million industrial vending machines.® Despite competition from Amazon Business
since 2012, Fastenal reported constant growth in revenues from the industrial vending system.® Reflecting its
strong reliance on industrial vending machines, the CEO wrote in Fastenal’s 2016 annual report:

We believe industrial vending is an important chapter in the Fastenal story; we also believe it will
continue to be transformative to industrial distribution, and that we have a “first mover” advantage.
Given this, we have continued investing aggressively to maximize the advantage.®*

However, for its industrial vending software and hardware components, Fastenal relied on only one vendor,
which had the capability to supply the same vending machine components to Fastenal’s competitors.®® It
was also uncertain whether Fastenal’s industrial vending machines would be able to compete with Amazon
Business’s proposed aerial drone delivery system.

Although Fastenal opened 40 new stores globally in 2016, it had also closed 159 stores. In fact, from 2014
to 2016, Fastenal closed 142 stores in the United States alone.® According to Fastenal’s chief financial
officer, Holden Lewis:

Where it makes sense to open some stores, we’ll open, and where it makes sense to close, we’ll
close. . .. In the past we’ve talked about store openings, and they’ve historically been a significant
growth driver. Now, those stores are foundational, and our significant growth drivers are Fastenal
Onsite and vending. Growth has evolved away from stores to other drivers, although Fastenal is
still a store-based model.®’

Additionally, research by a reputed U.S. marketing research firm, Forrester, indicated that by the end of
2017, approximately 56 per cent of industrial customers in the United States were likely to make more than
50 per cent of their purchases online.®® Critics believed that with Forrester’s prediction of growth in online
sales for industrial customers and Amazon Business’s power of low costs, Amazon Business could change
the industry structure of the wholesale industrial supply business, just as it had revolutionized the retail
market.®® Could Amazon Business disrupt the industrial supply component sector? Was an industry leader
like Fastenal likely to be adversely affected by competition from an online giant like Amazon Business? If
so, how should Fastenal respond to competition: should it opt for a low price or a differentiation strategy
to save its market share?
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EXHIBIT 1: FASTENAL—NUMBER OF EMPLOYEES, STORES, AND INDUSTRIAL VENDING
MACHINES (INSTALLED), 2011-2016

70000 62822
60000
50000
—&— Industrial Vending Machines
40000 (lnsta”ed)
Employess
30000
17077 18417 20746 10624 —a— Stores

20000 15175 15145

10000 94629 2652 2687 2637 2622 2503
B8O & s S
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Source: Developed by the authors based on Fastenal Company, “Form 10-K for the Period Ending December 31, 2013,” EDGAR
Online, February 6, 2014, accessed April 14, 2017, http://files.shareholder.com/downloads/FAST/4661898678x0xS815556-14-
16/815556/filing.pdf; Fastenal Company, “Form 10-K for the Period Ending December 31, 2016,” EDGAR online, February 6,
2017, accessed April 14, 2017, http://files.shareholder.com/downloads/FAST/4661898678x0xS815556-17-
9/815556/filing.pdf; Mike Baker, “Fastenal’s Struggles Continue Relative to Past Performance,” CGS Industry News, April 28, 2016,
accessed May 16, 2017, http://newsroom.chainstoreguide.com/2016/04/fastenals-struggles-continue-relative-to-past-performance.

EXHIBIT 2: FASTENAL—STATEMENT OF EARNINGS INFORMATION AND EARNINGS PER SHARE,

2011-2016
2011 2012 2013 2014 2015 2016
Gross Profit (% of Net Sales) 51.83 51.52 51.70 50.80 50.40 49.60

Operating Income (% of Net Sales) 20.77 21.50 21.42 2110 21.40 20.10

Earnings Before Interest and
Taxes (% of Net Sales) 20.78 21.51 21.45 21.10 21.30 19.90

Basic Earnings Per Share ($) 1.21 1.42 1.51 1.67 1.77 1.73
% Change in Basic Earnings Per 34.40 17.40 6.30 10.60 6.00 230
Share . . . . . .

Net Sales ($ million) 2,766.90 | 3,133.60 | 3,326.10 | 3,733.50 | 3,869.20 | 3,962.00

Net Capital Expenditure ($ million) 116.48 133.88 201.55 183.65 145.23 182.94

Note: All dollar amounts are US$.

Source: Developed by the authors based on Fastenal Company, “Form 10-K for the Period Ending December 31, 2012,” EDGAR
Online, February 7, 2013, accessed April 14, 2017, http:/files.shareholder.com/downloads/FAST/4661898678x0xS815556-13-
13/815556/filing.pdf; Fastenal Company, “Form 10-K for the Period Ending December 31, 2014” EDGAR Online, February 6,
2014, accessed April 14, 2017, http://ffiles.shareholder.com/downloads/FAST/4661898678x0xS815556-14-16/815556/filing.pdf;
Fastenal Company, “Form 10-K for the Period Ending December 31, 2016,” EDGAR online, February 6, 2017, accessed April 14,
2017, http:/files.shareholder.com/downloads/FAST/4661898678x0xS815556-17-9/815556/filing.pdf.
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EXHIBIT 3: FASTENAL—REGIONAL CONTRIBUTION TO NET SALES, 2011-2016 (%)

2011 2012 2013 2014 2015 2016
USA 89.44 89.29 88.74 88.61 88.94 88.17
Canada 7.18 6.98 6.84 6.39 5.77 5.77
Other Foreign Countries 3.38 3.73 4.42 5.00 5.29 6.05

Source: Developed by the authors based on Fastenal Company, “Form 10-K for the Period Ending December 31, 2012,” EDGAR
Online, February 7, 2013, accessed April 14, 2017, http://files.shareholder.com/downloads/FAST/4661898678x0xS815556-13-
13/815556/filing.pdf; Fastenal Company, “Form 10-K for the Period Ending December 31, 2014” EDGAR Online, February 6,
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https://finance.yahoo.com/quote/FAST/key-statistics?p=FAST; “W. W. Grainger, Inc. (GWW),” Yahoo! Finance, accessed July
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