How the LED Tidal Wave
Is Changing the Lighting Business -~
In the Northwest

MARKET ACTOR INTERVIEWS


Presenter
Presentation Notes
We all know there has been a huge boom in LED technologies in recent years. 
The tidal wave of new products, new capabilities, and new players in the market has changed the way the non-residential lighting business works in the Pacific Northwest and nation-wide.

TRANSISTION: This spring, we talked to 85 lighting businesses to get a better understanding of what’s happening in the lighting market today. 
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Presentation Notes
These interviews amounted to more than 55 hours of conversation about the current state of the non-residential lighting market. 
We talked to these seven types of market actors.

TRANSITION: One market development we heard about consistently was the proliferation of new actors in the lighting market.


A Maturing LED Market
Means New Players



Presenter
Presentation Notes
As the LED market matures, new market actors are getting into the non-residential lighting business.
Nearly all interviewees commented on the continued influx of new LED products, manufacturers, and purveyors. 
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Manufacturers in Asia
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Presentation Notes
Manufacturers in Asia looking to market their products in the United States are a source of competition for domestic manufacturers.
With LED as an emerging technology, these manufacturers are trying to beat the competition through product innovation and getting products to the US market at competitive prices.
Market actor interviewees mentioned that there is a high rate of turnover among these new companies. 
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Small and Medium-Scale
Manufacturers
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Simultaneously, small and medium-scale manufacturers in the United States are trying to enter the LED space by developing new products. 
Just like their international counterparts, these companies reportedly have a high failure rate, which can cause problems for customers. 
However, some of the new companies that have succeeded in the LED market have become a long-term part of the lighting market landscape. Companies like Digital Lumens, Lunera, and Start Lighting are examples of small startups that have seen longer-term success in the market. 
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Re-Labelers
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In addition to the new entrants in manufacturing, market actors reported an influx of so-called “re-labelers” who purchase products from Asian manufacturers, typically at a low cost, and sell them in the United States under a new brand.
Market actors reported these businesses are trying to take advantage of the LED boom. But, they’ve done so with different levels of integrity. While some re-labelers are bringing good products to the US market by connecting manufacturers to distribution channels, others are simply peddling low-quality products under an unknown brand name. 
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Consultants
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Finally, market actors reported major growth in the prevalence of lighting consultants, businesses who develop lighting projects for end-use customers. 
Like the re-labelers, though, there are varying types of consultants looking to get into the lighting business. Market actors mentioned that these consultants range from highly experienced lighting experts to opportunistic start-ups with little expertise.

TRANSITION: With these various new actors in the mix, the non-residential lighting market is a highly competitive field.


Competition in the LED arena
leads to declining prices
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Presentation Notes
All market actors have to fight harder for lower margins, look for ways to cut out middleman or beat out the competition by undercutting each other on price.
Market actors reported varying assessments of what was coming next: Several market actors stated that the LED market is becoming less hospitable to new entrants trying to compete on cost, and predicted that the influx of small new players will abate. 
Simultaneously, large manufacturers – the established players in the lighting market -- are increasingly innovative in the LED space, so new entrants do not have as much of an advantage as they did three to five years ago. 

TRANSITION: While these new and established market actors jockey for advantages in the market, LED technology has become more and more prevalent – and this rise in LED products has had some major effects on the market too.


Because of longer-life products,
unit sales are declining

[nd e et



Presenter
Presentation Notes
Longer lived products provide great benefits for end-users, and the reduced need for maintenance is a common selling point for energy-saving LED products: non-residential end-users are attracted to the prospect of replace their lamps less frequently.
From the perspective of market actors, though, this is a double edged sword: longer lived products mean that a customer installing an LED product today may not be back to purchase a replacement for many years.
Some market actors go so far as to say that this decline in unit sales is an existential threat to lighting businesses, calling it “illumageddon”


Manufacturers are
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But manufacturers are looking to keep up with the times, and they are phasing out their legacy products, reducing their offerings of traditional technologies by cutting out less-popular wattages, for example. 
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Presentation Notes
Instead of devoting resources to developing products with older technologies, all manufacturer interviewees noted that their research and development now focuses almost exclusively on LED products and controls.
Over time, this will hasten the market’s transition to LED as fewer replacement lines will be available for direct replacement. The reduced availability of legacy products may create an opportunity for program intervention in the maintenance market, as it will force decision makers to do something new—that is, replace legacy products with new alternatives. 
Secondarily, the narrowing of legacy product lines has implications for future Department of Energy (DOE) standards. It lowers the cost of complying with higher efficiency standards for manufacturers because they have fewer products to redesign, which in turn increases the likelihood of more stringent standards passing in the future.




Traditionally, LED lamps were the
premium option...
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As manufacturers focus more and more on LED, the LED options have expanded. 
In the early days of LEDs, all LED products were considered a premium option, and came at a very high price.
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Now, LED product offerings are expanding
to include good/better/best options
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Now, end-users and market actors can choose from a wider variety of products and prices, with options ranging from good to better to best.
For linear fixtures, for example, these options are TLED lamp replacement (good), LED retrofit kit (better), and new LED luminaire with embedded controls (best). Even within the TLED option, manufacturers have launched ‘value’ models to offer customers a shorter life alternative to the more expensive Design Lights Consortium-listed (DLC) TLEDs. 
Now, with the development of good/better/best options, customers have access to an LED upgrade at multiple price points. This is a sign of the LED market’s maturity.

TRANSITION: Along with these expanding options, LED products have become increasingly complex and diverse. This complexity, in addition to the competition we discussed earlier, presents a host of challenges for market actors.




Competition + product complexity
are driving sophisticated and
consultative sales strategies
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Competition and complexity are driving both new and established market actors toward increasingly nuanced sales strategies. 
Chief among these is a consulting-style sales approach, which involves more sophisticated analytical services, nurturing long-term customer relationships, and an increase in customized outreach to customers. 
Simultaneously, market actors have a lot to keep up with: there’s an increasing demand for product education and training at all levels of the supply chain, from manufacturers down to end users. The Illuminating Engineering Society, or IES, just created a new position for a Director of Education, to “address the growing need for timely, accessible, and objective continuing education courses in the lighting industry.”



Online Sales
Are Increasing
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Another way market actors are keeping up with the times is by expanding their online sales options. 
While online sales used to be considered a consumer/mass-market phenomenon, twelve of the  market actors we interviewed reported that they have observed increased online sales of lighting products to non-residential customers.

TRANSITION: The increasing availability of non-residential lighting products online comes from a variety of sources.
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Online-Only Suppliers
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Online-only purveyors of lighting products, such as bulbs.com and 1000bulbs.com, are relatively new entrants in the market, and our interviews indicate that a substantial portion of their sales go to non-residential customers.
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Brick & Mortar Distributors
with Online Presence
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Brick & mortar distributors are building an online presence, offering their customers the option of placing orders online and fulfilling orders by shipping products directly to the site. 
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Manufacturers selling direct
to end users online


Presenter
Presentation Notes
Manufacturers selling direct to end users online: The online sales trend is NOT solely driven by LEDs, but if you’re a new LED manufacturer and don’t have access to distribution, the online channel is a good solution. Since there are so many new LED manufacturers, the online channel might be expanding as a result, above/beyond the baseline trend.

TRANSITION: Clearly, the growth of the online sales channel represents a new development in the lighting supply chain – let’s look at how else the supply chain is changing. 




Supply chain is evolving
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The vast majority of the non-residential lighting market still goes through the traditional supply chain: the wholesale electrical distribution channel, where a manufacturer provides products to an electrical distributor, who then manages the transactions with end-users.
However, some market actors reported increased activity in the manufacturer-direct channel driven by two sources
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Some large customers
demand direct sales
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The first is large end-users – think multi-site national chain retailers – negotiating deals for direct-sales from manufacturers. These end-users have the logistical and financial capabilities to cut out the middleman in an attempt to save on cost.
But market actors reported that these arrangements can lead to logistical issues without distributor involvement.



Small businesses also get into the
manufacturer-direct market to
compete on cost
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Another type of manufacturer direct sales occurs when small manufacturers -- typically new entrants hoping to benefit from the LED craze -- sell directly to end-users because they either lack access to distribution or purposely cut distributors out because they want to compete on cost.
As with the other direct-sales trend, market actors noted that these direct sales can be risky: small manufacturers may end up compromising quality when they cut corners to reduce costs. These issues can drive customers back to traditional channels, according to market actors. 

TRANSITION: With so many options and new developments in the lighting market, end-use customers have also had to adapt to the changing times. 
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Market actors reported that while all types of non-residential end-users have adapted to the changing lighting landscape, large businesses tend to be the leaders in adopting new technology. Our interviewees attributed this to a few factors:
Larger businesses tend to have a more sophisticated approach to analyzing capitol investments, and may take into account longer-term benefits of upgrading their lighting. Of course, they also tend to have deeper pockets and the ability to absorb larger up-front costs in order to access those long-term benefits.
Small businesses, especially those in outlying areas, may also have less exposure to information about new technologies. Several market actors mentioned, for example, that manufacturer reps are less likely to visit outlying areas to promote new lighting products. In other words, the need for continued product education is even stronger among small business end-users.
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The New Normal
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While nobody knows exactly what the future holds for the lighting market: one thing is for certain – a fast-changing and complex market is the new normal.
With the continuing growth of LED, penetrating more and more aspects of the market, energy-saving opportunities in lighting will be changing over the next decade, and all participants in the lighting market – which includes all of us – will need to do their part to keep up with the wave of new information. 
BPA is participating in this process by sponsoring programs that empower market actors to educate their customers about high-efficiency lighting, and by continuing to study and analyze the fast changing lighting market.
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