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Introduction

hat’sinaname? Whenit comesto definingthe T channel,it’'s a
question even some practitioners acknowledge can be tricky
toanswer articulately, especiallyinresponse to anon-tech
industry person. There are some mostly agreed-upon channel
characteristics: Theindirect sales nature, itslongstanding role as amiddle piece
inthe go-to-market technology chainandits proximity to the customeror
buyer of the technology. Most often, when those in the industry hear the word
“‘channel,” they typically conjure a productreseller, IT solution provider or MSP.

Considerthe following description of the channel’s composition:

Channelrepresentationruns across hardware/software productresellers, managed
services providers (MSPs), solution providers, IT services and support specialists,
consultants, systemsintegrators, developers and systems builders. The emergence
of various cloud business types, including cloudinfrastructure providers, cloud
brokers and cloudservicesresellers, willonly add to the mix of categories.

Thisisinmany ways anaptlist. Buthere’s the kicker: The descriptionisadecade old. It’s

from CompTlA'svery first State of the Channelresearchreport, written and publishedin

2012. Notably, agood portion of that definitionremains accurate and unchanged from then,
bolstering the case that the channelis amature slice of theindustry. But the realityisn’t that
clearcut.Infact,2023's channel picture ismore nuanced, and changing in ways bigand small.

uGTlA GLOBALTECHNOLOGY INDUSTRY ASSOCIATION | STATE OF THE CHANNEL2023 | 2



Thisyear’sresearch, CompTIA’s10th version of the State of the Channel, detailstoday’s

top channelissues, including the present health of its ecosystem; business challenges

and opportunities; vendorrelationships; the changing competitive landscape; profitand
revenue trends; and mergers and acquisitions activity. The study hasinternationalreach, with
datacollected fromrespondentsin North America, the United Kingdom and Ireland, Benelux
(Belgium, Netherlands, Luxembourg), DACH, ASEAN, and ANZ (Australia-New Zealand).
Thismainreportwillreflect North American data, butindividualized report briefs are also
available toreflect the studyresultsineach otherregion polled.

Global Channel Outlook

B Relevant, holding steady
[ Relevant, changing rapidly
@ Diminishing

m Notsure
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Market Overview

houghtenyearshave passedsince CompTIA'sinitial State of the
Channelstudy, the core of the channelremains consistent in featuring
techvendors, distributors, solution providers and MSPsinamostly
linear go-to-market structure. Inmany ways, however, theirrespective
roles andrelative power balance has evolved, especially as the proliferation of
new vendors - mostly cloud-based - has afforded partners far more choice
inwhom to work with. At the same time, a cornucopia of new and adjacent
channel participant types has emerged. Consider the crossover happening
betweenthe telecomagent world and the traditional MSP channel, orthe
rise of digital marketers, cloud-only SaaS distributors, or firms that specialize
inchannel-specific software like PRM. And then there are the non-product
businesses - consulting firms and influencer types that inform and sway
customer choice both through direct projects andindirect engagement. These
firms compete against the core channel, but also complementit withavariety
of support activities, referral/buyinginfluence and otherinterconnections.

During thistime of change, it'sinteresting to see how some thingsremain the same. Datain
the chartbelow shows how respondents would explainto anon-tech personwhat they sellin
theirbusiness: Things orservices/expertise. Giventoday’s shift toward services (managed,
consulting, projects, etc.), it’snot surprising that the majority described theirwheelhouse as
one of services and expertise. And yet anot-insignificant percentage (42%,) stillidentified
as sellers of things, whetherthat’s software licenses orhardware devices and/ornetworking
gear. The “traditional” channeltype of sale, asit were, remainsrelevant, and likely indicates
that major change willbe more prominent in some firms than othersin the future.

How Channel Firms Describe What They Sell

Services/
Expertise

Things

Source: GTIA 2023 State of the Channel US survey | n=399 respondents
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Regardless of the degree of participation, however, changesin the channelholdripple effects
forallinthe ecosystem. Asmore partnertypesabound, techvendors have been tasked with
realigning how they thinkabout theirindirect channel. Nolonger dealing solely withan army of
resellerslooking formarginpoints, discounts andrebates, vendors must consider the newer
priorities and business needs of aless tangible universe of delivery specialists, business
services consultants, subscriptionandreferral partners - some of whomworkinconcert to serve
the same customeratonce. Thisimpacts partner program structures, incentives, compensation
and enablement. Similarly, customerhabits are changing. More customers today are buying
directly fromonline marketplaces, vendorwebsites and retail establishments. As aresult, some
channelfirms have hadto placelessemphasisoninitial transactions, instead doubling down on
offeringtechnicaland business expertise and servicesinand around a product sale.

Lookingback overthe past10-15years, many developments have occurredtoimpact the
channelboth positively and negatively. None more than COVID, according to respondents
askedtoreflectonarange of events forthisyear’s study. Mostinterestingly, regardless of years
inbusiness, channel firmsidentifiedvirtually the sameitems as mostimpactful over the years.
COVID made the top 3list of companiesranging fromless thanfouryearsinbusinessto 20+
years. Asdid facingnew competition from sources otherthan the traditional, which one would
think to be the mostjarring forolder channel firms and less so forthose that are newerto the
industry and more familiar with the current landscape of rivals.

Onenotable development that made the top 3 foronly the youngest companies of less

than fouryearsistheincreasingresponsibility around cybersecurity. Cybersecurityis all-
encompassing, relentless, and a discipline that cannot beignored by the channel. Forsome
younger firms that entered the market as cloud or SaaS specialists oremerging tech mavens,
thereality that cybersecurity expertise willneed to be amajorpart of that effort mightbe a
surprise. Butwhile some sighat the need to focus more than cursory attentionto this area,
those thataddressithead onwillfinditcanbe alucrative,in-demand opportunity.

Most Significant Impacts Onthe Channelin Last Decade

Transition from hardware reseller to solution provider 16%
Hardware sales margin erosion/commoditization 14%
Aging of channel ownership 14%
Recession in 2008 10%

Covid pandemic
Economic challenges of running a small business
Competition from other sources
Increasing responsibility around cybersecurity
Many new vendor options to work with
E-commerce/digital transformation
Proliferation of mobile devices
Subscription-based services selling
Vendor partner program changes
Advent of managed services provider business model
Advent of cloud computing
L 16%]
L 14%]
L 14%]
L 10%]

Source: GTIA 2023 State of the Channel US survey | n=399 respondents
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Top 3Impacts onthe Channel by Age of Company

Less than 4 years

in busines

1. Covid

2. Competition from
other sources

. Increasing
responsibilities
around
cybersecurity

5-9 years in
business

. Covid

2. Challenges of
running a small
business today

. Competition from

other

10-19 years in

business

. Covid

. Challenges of
running a small
business today

. Competition from

sources other sources

20+ years in
business

. Competition from
other sources

. Challenges of
running a small
business today

. Covid

Source: GTIA 2023 State of the Channel US survey | n=399 respondents

Withthe yearaheaduncertaininterms of the economy, inflation, banking and workforce
stability, the channelfaces some significant macroeconomic challenges alongside the rest of
thetechindustry. That’s clearly notideal after weathering 2+ years of pandemic conditions and
constrictions. Butmany companieslearnedlessons fromthe pandemic chaos, specifically
aroundtheimportance of businessresiliency, operational efficiency, customer experience
andworkplace culture. These wakeup calls should help carry them through 2023 and beyond.

$4.6

trillion

Estimated size of the global
informationtechnology market for

2023.Inclusive of hardware, software,

services, telecom,andemerging
tech. Source: Gartner projection

52%

of MSPs that say cybersecurity
services are the mostrequested
offering by today’s customers

H

Customerexperience (CX) as
acompetitive differentiator
ranks asthe top factorin
maintaining IT channel
relevance and health

66%

of channelfirms that say their
profitmargins generally increased
overthelastyear, mainlyinthe
areas of business consulting, IT

consulting,and managed services

90%

of channelfirmsthat believe the IT
channelremainsrelevant. Of that,
43% believeitischangingrapidly,
while 47% believeitis holding
steady

33%

of channel firms that say the COVID
pandemic hashadthe mostimpact

of any market/global developmentin

thelastdecade.
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General Health of
Channel

ngeneral, channelfirms are feeling pretty good about theirownindustry milieu. That said,
there’sasignificant changeinattitudesbetween2021and 2023 data that bears discussion.
Inearly 2021, the thick of pandemic time, channel firms were feeling the ground shaking
undertheirfeet,and asaresult more than half of respondentsthen assessed the channelas
relevant but also changingrapidly. Remote work demands, an explosion of new vendors, new
technologies, macroeconomic uncertainty and struggling customers - each of these factors
contributed to theirsense of flux. That compared with the 37%in 2021that said the channelwas
relevantandholding steady, and the 6% that said itsrelevance had diminished.

Fastforwardto2023’snew dataandwe find agreaterbalance between channel firms that
believe theindustryisrelevantand changingrapidly (43%) andrelevantand holding steady
(47%). That sentimentremained consistent across channel companies of all sizes, micro (1-9
employees)to thelargest firms (500+employees).

The firmsinthe holding steady camp might be experiencing post-pandemic adjustment, basically
breathing asigh of relief that theircompany survived oreventhrived during that unprecedented
shock. There'sno question, however, that the channelcontinuesto changeinmany ways as men-
tionedinthisreport’sintroduction: New technologies, new players, new rules of engagement, new
customerhabits. What willbe mostinstructive going forwardis how companies decide toembrace
change ormakeincrementalimprovements to a currentway of business thatis working for them.
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State of the IT Channel

2021 2023

2 O

[ Relevant, holding steady [ Relevant, changing rapidly Il Diminishing

Source: GTIA 2023 State of the Channel US survey | 2023: n=397 respondents
2021: n=400 respondents

There are many factors that channel firms have identified as keys to maintaining a healthy
andrelevant channel, whetherthat means holding steadyinan existing business practice or
changingrapidly to supportanew business model, customertype or something else.

The operative word behind maintaining a healthy channelis “customer.” Asin, customer
focus. Channel firms cited providing superior customer experience (CX) as the no. 1factor
thatwillhelp ensure a healthy channelinthe years ahead. CXengenders many things, but at
its corereflectshow a customer perceives doing business withyou. Translated, thisishow a
channelfirm performsalong every stepinthe buyer’sjourney, frominitial salesinteractions
toonboardingto tech supportto communicationsresponsiveness and medium options
toongoingaccountmanagement. Study after study has shown that the company with the
best customerexperience most oftenwins, evenif they aren’tthe marketleaderinterms of
productorservice sold. Formore onthe buyer’sjourney, see CompTIA’'s “The Technology
Buyer’s Journey: ARoadmap to Customer Success’.

Onedivergenceintheno.1choiceforensuring a healthy channel occurs between
respondents that say they primarily sell things vs. expertise/services. Andit’s converse to
what you might think. The mostly “things” channel firmsidentified CXas mostimportant, while
the “expertise/services” group cited the commitment to emerging technologies with CX a
close second. It might be that the sellers of mainly products are often smallerchannel firms
serving SMB customers. They are historically close to these customers, familiarin a way that
thelocalrelationshipis the cement that binds them. The services and expertise group, while
alsokeenly focused on CX, represents companies that have undergone business model
change (sayresellerto MSP)and might be largerin size. They are expanding their portfolio
andlookingto compete oninnovation, hence the emphasis onemerging techs that are often
enabling piecesbuiltinto broaderbusiness solutions for customers.
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Factors Contributing to a Healthy IT Channel

Providing the best customer experience

Adapting to customer demographics/buying behaviors %
Improving marketing and branding efforts 41%
Commitment to emerging technologies 41%

Specialization

w
B B
X B X
IS
w
L
N

Efforts to nurture the next gen of channel partners 3

%

Rethinking training and development programs

Greater commitment to DEl initiatives 32%
Being the go-to trusted source for cybersecurity 31

Professionalizing firm business/financial acumen 30%

\‘

Tech vendor layoffs increasing reliance on channel 23%

Source: GTIA 2023 State of the Channel US survey | n=399 respondents

Factors Contributing to a Diminishing IT Channel

Continuing effects of economic uncertainty/slowdown 41
Growing challenges of running a small IT business 36%
Competition from non-traditional players 34%
New business models not as profitable %
Tech industry layoffs decreasing need for channel %
Customers taking more business direct 30
Emerging technology firms not using the channel
Commoditization reaching new areas
Cloud computing continuing to be disruptive 28%

Traditional IT channel model needs to evolve 20%

‘ w ()
% S w w
S N < 3 o
X

Source: GTIA 2023 State of the Channel US survey | n=399 respondents

Not surprisingly, the second most cited factorin continued good fortune forthe channelisits
successinadapting tonew customerdemographics andbuying habits. Ashasbeennotedin
CompTlAresearchreportsinpastyears, the buyers of technology are nolongerconfined to
workersinthe T department. Line-of-business executivesincreasingly have techbudgets of
theirownand make orstrongly influence buying decisions bothin conjunction with and without
theirtechnical colleagues. Considerthe following: A Gartner study of enterprise company
managersinearly 2022 found that 74% of tech purchases are funded, atleastin part, by
businessunits outside of IT. Just 26% are paid for exclusively fromIT department coffers.
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What does this meanto the average channel firm? A multitude of things: Looking forleads
andsalestargetsinnew places, navigating alongersale thatinvolves partiesin multiple
departments, training or hiring salesreps and marketing professionals that can speak the
language of business wheninteracting withline of business prospects.Inanutshell, this
means making aninvestmentin customer-facing employees andtactics that are quickly
becomingtable stakes.

The commitmentto emerging technologies along withimproving marketing efforts round
outthetop of thelist of factors to ensure ahealthy channel. Marketingasafocus areahas
consistently movedup the priority list of channel firms over the last fewyears, indicating
that companies arerealizing that theirbrand andreputation, especiallyif they are an MSP or
consultant,iswhat matters to the customermost.

Brokenout by more traditional channel firmsvs. newerdigital firms and vendors, the digital
marketing and othermore modern channel firms are slightly more bullish on theirfocus on CX,
commitment to emerging tech and marketing. Thisisn't surprising given theirentryinto the
marketislikelyinthe pastfive orsoyears whenthese three topical areasroseinimportance.
Notably, the grouping of resellers, solution providers and MSPs (more likely to have represented
the channellonger)are outin frontin prioritizingacommitment to being the trusted go-to for
cybersecurity, atechnical discipline that they have been exposedto froma customerdemand
andin-the-trenches perspective forsome time and with progressive urgency.

Top Prioritiesin Maintaining a Relevant IT Channel

SP, MSP, Consultancy ® Vendor m Other Tech/Digital firm

Customer experience (CX) as a competitive differentiator 41%
Commitment to emerging technologies

Greater adaptation to shifting customer demographics and buying behaviors 37%
Improving marketing efforts 37% -

Being the go-to trusted source for cybersecurity 1%

Specialization
Improved efforts to nurture next generation of SP, MSP, Consultancy startups - 29%

Commitment to Diversity, Equity, Inclusion (DEI)
21

Tech vendor industry layoffs increasing reliance on the channel ___16%

Professionalizing channel firms' business/financial acumen
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Rethinking training and development programs BEX -

Source: GTIA 2023 State of the Channel US survey | n=399 respondents
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Onthe opposite side of the attitude meterare thoseissues ordevelopments that channel
firms say could stymie the channel’s progress orimpactit negativelyinthe yearahead. The
mainworryisthe economy and the uncertaintyitbrings. Overthelast fewyears, channel
firmshave beenwalloped by pandemicrestrictions and closures, inflation that has to date
not fully abated, supply chainissues and the downstreamimpacts of the warin Ukraine.
Today, while some of those macroeconomicissues are mellowing, others such asinterest
rate hikes, banking nuttiness and general fear of acomingrecessionremainaconcern.

Atthe end of the day, however, these globalissues are beyond the control of the average
channelcompany. Butas many learned during the pandemic, there are ways to shore up
yourcompany so thatitisinthe best shape possible to weatheradverse financial conditions.
Focusonoperational efficiency and cost-cutting where it makes sense, maintain adequate
cashflowandaccesstocredit,and zeroinsquarely ontwo constituencies: Customers and
employeesasastart.

Much of this advice willhelp head off the second most cited factor that couldleadto a
negative future forthe channel: The ongoing challenges of running a small business. Data
shows thatnearly 2in10 channel firms of alltypes are small businesses, often with fewer than
10 employeesand around $1M orlessinannualrevenue. Threein 10 respondents to this study
said they worry about theirday to day as an SMB, acknowledging that scalingin size and
reach; keepingup with changesto business models, technologies and skills; and managing a
multitude of vendors canbe overwhelming.
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Profit & Revenue

e've allseentheraft of techindustry layoffsamongthe biggest of players

- Google, Amazon, Meta, Microsoft, etc. It’sathing. And yet the broader

economy isnot sheddingtech-specificjobsinthe same way, oratall,inmany

cases. Demand forskillsand open tech positions persist in many verticals
outside of hightech. There are many theories for Big Tech job shedding, but one thatis
resonatingis course correction. Afteryears of overstaffing, borrowing at near-zero interest
rates and apandemic that shot certaintypes of tech companies (think Zoom and the like) out
of acannon growth-wise, majortech companies arerealizing the need to scale back.

As part of that explanation, there’s beenwidespread discussioninindustry news about a shift
infocusforalltechcompanies away fromaggressive topline revenue growthin favor of more
emphasisonbottom-line profit, cost-cutting and operational efficiency. It’'s not an either/or,
butratheranoticeable shift toward the latterwitha continued, but more mellow revenue push.

Respondentsinthis study appearto agree with this observation, both as theyreflecton

the techindustry writlarge and theirown channel businesses. Not surprisingly, the largest
channelfirms - ones that might have operated most similarly to the techindustry giantsinthe
past - said theirfocus today is profit/cost savings. Eighty-six percent of themreported this
compared with 54% of small channel firms.
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Economic Volatility Effects on Company Focus

Broader Tech Industry Own Business

oo

. Focused on profit/cost savings . Revenue growth remains priority . Both matter equally

Source: GTIA 2023 State of the Channel US survey | n=399 respondents

The pandemic had alot to dowith channel firms zeroingin on operational efficiency and
wringing the most profit they could out of all corners of theirbusinesses. Aslowdown
insales formany during that period meant more time forinternal reviews of process-,
financial-, and humanresource-efficiencies.

Changesin Profit Margins Over the Past Two Years

Moderate increase No change

66%

Profit margins have
increased

Moderate decrease

2%
Significant increase Significant decrease

Source: GTIA 2023 State of the Channel US survey | n=400 respondents

uGT|A GLOBALTECHNOLOGY INDUSTRY ASSOCIATION | STATE OF THE CHANNEL2023 | 13



The work appears to be paying off. Two thirds of respondents say their profit margins have
increased overthelasttwoyears. Of that group, 21% said profit margins grew significantly.
Forsome, thisbountyisattributable to theirgut check on costand efficiencies orthe positive
result of entering anew market orbusiness model; forothers, like MSPs, it might be an
increaseinbusiness. (See Appendixformore on the reasons behind profit marginincreases
anddecreases). It’simportant tonote here that, for purposes of this study, the term profit
marginisusedinavery general sense, referringto anabsolute bottomline, orthe percentage
more money channel firms are makingrelative to two years ago. The study doesnot delve
into the granularspecifics of netvs. gross operating margins. The intenthere was to gauge
performanceinthe broadsense. Future studies might take a deeperdive.

Of the areas of theirbusiness that are yielding the highest margins, those with a services’
benttothemrise tothe top. Respondents are getting the most bang for theirbuck fromthree
lineitems - business consulting, IT consultingand managed services - which they say yielded
more than 30%+ marginsinthe pastyear. Not every business offers these services and
focusesonotherareasinstead, obviously, but those that do are benefitting.

Profit Margins Over the Past Year

Breal/fi sevices
Cybersecurity services/products 10% IS
Business consulting

I consulting

Subscription-based cloud sales 8%
Project-based work I INENECE SN = S MY T -

Managed services/recurring revenue 9% A
On-premises/packaged software sales 7%
Hardware/network infrastructure M 6%

u Lessthan 10% m10-19% m20-29% ®m30-39% m40%+ Don't know

Source: GTIA 2023 State of the Channel US survey | n=398 respondents

Bottomline: Services that help customers with theirtechnology choices and the application
and management of those technologies tends to be lucrative. As aresult, more channel
firms have pursued consultinginsome form, either fully or partially. Consultingwork s also
away toblunttheimpact of customers’increasingly direct procurement of technologies
fromvendors, online marketplaces, retail establishments and the commoditization of many
products. What might appearto be disastrous to the foundation of the channelbusiness
model - atrend toward more direct sales - doesn’thave tobe. Channel firmsjust need to
recognize the money to madeinandaround anactual product sale. Considerthe consulting
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work that helps customers make sense of the myriad choices of SaaS applications they can
buy, forexample. Orsteppinginto provide the implementation, integration and security
services neededtomake sure a customer’'s made-on-their-own purchase works welland
safelyintheir corporate environment. These are both examples of capitalizing on expertise
andservicesacumeninlieu of having a stake intheinitial transaction.

Finally,among companies that reported diminished profit margins the last two years,
inflation was farand away the no. Treason. Albeit asmall sample of respondents given that
fewreported decreasesin profits, nonetheless 67% of them pointed toinflation as the
hindrance. Thiseconomicindicatorwillbe one forallchannelfirmsto keep aneye oninthe
yearahead.
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3 Managed Services

)
.

PN

lose to half of allrespondents said managed servicesis one of their offerings, if not

theirentire business model. The MSP model can mean several things. The firstisan

MSP business focused ontraditionally remote management of infrastructure, primarily

hardware devices, networks, storage, and software such as operating systems, along
withbasic cybersecurity. The secondisan MSP business that manages technologies up the stack

suchasbusiness applications (think CRM, financial apps, etc.), along with cloud-based SaaS
software and other cloud workloads. The third flavoris an MSP that does both.

The otherbusiness compositionto considerwithMSPsiswhetherthey offermanagedservices as
theirprimary business (more than75% of annual revenue) orin a hybrid mode where the offering
co-existsalongside traditional product and project sales. The clear preference to dateisthe
hybridmodel, with 6in10 respondents describing theirMSP setup this way. A quarter claim pure-
play MSP status, while 15% say they will offer some sort of managed IT operations to customers
onanadhoc oropportunistic basis.

Thinking specifically about the types of MSP businesses, the group thatismovinginto the
applications spaceis growingandreportedly thriving. In CompTIA's 2022 Trends inManaged
Servicesresearch, forexample,78% of MSPs said the addition of “premium” orapplications/cloud-
basedbusiness offerings was growing eitherrobustly oron parwith the rest of theirbusiness.It’sa
smartmove forthem as customers embrace the SaaS modelindroves. Data firms from Gartnerto
Productivto Statisticaandbeyondreport that the average number of SaaS applicationsinuse at
companiesranging fromsmallto enterprisein 2022 varied from 100 up to as many as 300.
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Scattered throughout anorganization, purchased by different departments and not always
connectedorsecure, these many applications areripe foran expert’s touch. Customers
needhelp. Nearly half (47%) of MSPsin the study said SaaS applicationmanagementis
ontheirclient’sdocket of most-requested technology services, as are cloud-based
subscriptions.

Not surprisingly, channel firms thatidentify mainly as the sellers of things reportless demand

forSaaS managementand cloud subscriptions (38% and 40%, respectively)vs. the camp
leadingwith services that do (54% and 51%, respectively).

Most Requested MSP Services

Cybersecurity services 52%
Storage, backup services 48%
Data analytics 4
Software as a Service applications management 47%
Cloud-based subscriptions 47%
Remote network monitoring and management 43%
Help desk services 38%

Cyberinsurance policies and consulting 32
Hardware as a Service management 31%

Disaster recovery/business continuity services 28%

]
X

Unified Communications as a Service 21%

Source: GTIA 2023 State of the Channel US survey | n=258 respondents

SaaSandclouddon’ttop the customerdemand list,however. The mostin-demand MSP
offeringis cybersecurity, with more than half (52%) citing those services at the top of the list.
Medium-andlarge MSPs are hearing the most from customers about cybersecurity (roughly
2/3rdseachciteitasamajorrequest). [t makes sense. According to anew Huntress survey
of midmarket companies, nearly half of mid-sized businesses (49%) planto budget more for
cybersecurityin2023. Yet 61% of mid-sized businesses don’t have dedicated cybersecurity
expertsintheirorganizations, and 47% of mid-sized businesses don’t currently have an
incidentresponse plan, according to Huntress. The study also found that 27% of mid-sized
businesses say they have no cyberinsurance coverage. Inthe CompTIA study, 32% of
respondents say customers are asking about cyberinsurance, whichisan areainwhich many
MSPs and other channel firms acknowledge needing to skillup.

Asrevealedin CompTIA’s Trendsin Managed Services 2022 report brief data, MSPsin

the past couple of years have embarked on avariety of paths to gain more cybersecurity
proficiency and pad their portfolios. The actions fallinto two categories: Internal staff/human
resources and partnering.

GGT|A GLOBALTECHNOLOGY INDUSTRY ASSOCIATION | STATE OF THE CHANNEL2023 | 17


https://www.huntress.com/resources/reports/state-of-cybersecurity-for-mid-sized-businesses-in-2023
https://connect.comptia.org/blog/from-minor-role-to-mission-critical-cybersecurity-trends-in-managed-services-for-2022

Onthe humanresourcesside, 42% of MSPs said they hired personnel with specific
cybersecurity skill setsinthelastyear. Those skills couldrange from expertise in data,
endpoint, applications and network security toacumeninidentity management, data/risk
analysis, penetration testing and/or cryptography (among others). Otherareas tobeefup
throughtargetedhiringincluded finding new workers that understand today’s regulatory
and compliancelandscape orare adept at training a customers’ user populationon
cybersecurity best practices. Asimilar percentage of MSPs (41%) looked inward, retraining
theirexistingworkforce to update their cybersecurity skills. Another 36% paid for their
employeestoattain cybersecurity-related professional certifications.

Onthepartnering side, asurprisingnumber of MSPslooked forhelp from otherMSPs. Forty-
fourpercentsaid they partnered with peers, chiefly MSSPs (managed security services

providers), to fillin cybersecurity skills gaps.

Finally withrespectto managed services generally, MSPs are one of the categories of
channelfirm that faredrelatively positive during COVID. The mainreason being the migration
toremote work. Customers needed technology assistance nearly overnight to manage what
was now a spider’'sweb network of employees working from their kitchen tables. Devices
were needed, networking hardware and software, telecom services, andimportantly

cybersecurity - alldelivered remotely.

Ifthe data are anyindication, MSPs are bullishonanupswing continuing, with 3/4s predicting

continued growthinthe next five years.

COVID and Remote Work Effects on MSPs

Grown
moderately

Stayed
the same

Grown Declined
significantly moderately

Source: GTIA 2023 State of the Channel US survey | n=261respondents

Forecasting MSP Growth Over the Next 5 Years

Continue
growing

Remain on
same path

\2%

Decline

Source: GTIA 2023 State of the Channel US survey | n=253 respondents
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Vendors & Competitors

o State of the Channelreportwould be complete without a pulse check onthe

status of relationships. Specifically, it’s critical toreview how channel firms are

gettingalongwithvendors - ornot -andwhat factors are driving satisfaction

ordissatisfaction. Likewise, and especially pertinentintoday’s fast-changing
ecosystem, isanunderstanding of thelandscape of channel competitors.

Differingbusiness modelsand new adjacentroles have allowed channel partners to thrive
innew and varied ways in the industry but have also thrown a monkey wrench atvendors
trying to figure out what aspects of theirchannel programs, resources, incentives and
otherengagement/enablement mechanisms arerelevant. One of the biggest mindset
shifts hashadtobe away fromhowmuch apartnerishelpingavendor’'sbottomline tohow
successfulthat partnerisas aventure of its own. Likewise, there has beenthe age-old, yet
now heavily discussedissue of vendors needing to provide good partner experience or
ease of doingbusiness. Justaswith channelfirms and theirown efforts at excellence at
CX, partnerexpectations of similar treatment coming theirway extend to the vendors with
whom they work. That meansless friction; smooth and diverse communication; top-notch
andresponsive technical support; automated and easy-to-use tools; and partner program
elements that matterin 2023.
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To getanideaof howcriticalasmoothrelationshipisbetweenvendorsandthe channel,
considerjusthow many vendor programs that partnersare enrolledin. Overthe last decade,
the sweet spot forthe average number of programs partners are involvedin formally has
beenbetweenfive and14. Thatremains the casein 2023, however there’s a clear, though
nothuge, jumpinthe numberof channel firms settling between five and nine programs
comparedwith 2021. Likewise, slightly fewer are going full tilt and participatingin15 ormore
vendor programs than they did two years ago.

Thereason? The choice of vendors has expanded greatly during the cloud era: A
mushrooming number of SaaS players, easier ways to signup and more options across the
board beyondthe pantheon of traditional hardware and software giants. One would think
thatmeans enrolling in ever-more programs, but not necessarily. Channel firmstoday -in
partbecause of allthese choices - can afford to be more selective inwhom they work with
andto shiftthings aroundyear overyear. And they have done so, basing decisions onrevenue
opportunity, PXperformance and the vendor’s alignment with theirown business goals and
operationalmodel.

Number of Vendor Channel Partnerships

20 or more

15to 19

10to 14

5to9

1to4

72023
12021

None

Source: GTIA 2023 State of the Channel US survey | n=400 respondents

The goodnews forbothvendors and partnersis that satisfaction levels are up significantly
fromtwoyearsago. Itappearsthat any of the shufflingin program participation or the effects
of improvements existing vendor partners have made to theirgame hasresultedin a surge of
contentmentby channel firms. Forty-four percent of channelfirmsreport a superlative level
of satisfactionwith theirvendorsinthe pastyear, nearly double the 23% that said soin 2021.
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Satisfaction Level With Vendors

Two Years Ago Today

v

1%

. Very satisfied . Satisfied . Somewhat satisfied/dissatisfied . Dissatisfied Very dissatisfied

Source: GTIA 2023 State of the Channel US survey | n=399 respondents

The level of satisfaction maps relatively consistently across channel firms of all sizes, with
aslightedgein contentment exhibited by the mediumtolargest companies. These firms
typically havereached a more elevated status within vendor partner programs and can exert
more leverageinterms of becoming amanaged partnerwith access to more resources such
asdedicated channelaccount managers. But smaller firms, most of the channel, stillexpress
ahigherdegree of vendorsatisfactionin2023 thanin2021.

Two things arelikely inplayinterms of vendor satisfactionlevels. One, channel partners have
switched up the companies they are working with dramatically, choosingvendors that better
alignto theirbusiness model or goal. With more choicesin the marketplace, as stated above,
thishasbeenaroute many channel firms have decidedto take if unhappy orjust ambivalent
about some of theirrelationships.

Theno.lreasonformaking a shiftis the desire for better profitability andrevenue growth -
anobvious aspiration. Because many channel partners are in the midst of a business model
change -resellerto MSP, forexample - the vendors and compensation plans that worked
fortheminthe pastmaynotbe asapplicable or fruitfultoday. So, they move on. Athird of
vendors are eyeing different markets and have set their sights onvendorrelationships that
provide anonboardto neweroremerging technologies. Stillothers worry about vendor
financial viability, a valid consideration after the pandemic andin the current throes of
economic uncertainty. Bottomline: Vendor portfolio change thatimproves overall business
alignmentissurely afactorbehind greater satisfaction.
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Reasons for Changes to Vendor Relationships

Looking for better profitability, revenue growth 46%
Looking to enter new markets like emerging tech %
Our own business model is changing 30%
Selling more of our own intellectual property/brands 27%
Vendor financial viability in question 27%
Shifting from products to solutions and consulting work 26%
Looking to sell business and exit the channel 24%
Current vendor relationships no longer relevant 22%

Poor partner experience/difficult to do business with 18%

|UJ
N

Source: GTIA 2023 State of the Channel US survey | n=400 respondents

The otherdriverforhigh satisfaction, however, could be the positive changes that many
vendors have made toaccommodate theirpartners, particularly during and afterthe chaos
of the pandemic.InCompTIA's Partner Experience Trends 2022 research, nearly 4in10
channelfirms said vendors are reworking compensation models and benefits toreflect

the times and, notably, to attractandrecruit new partners. One of the biggest challenges
inthelast15years of cloud computingdominance has beenhow to reward different types
of partners financially foras-a-service or subscription-type models commensurate with
transactional product sales. Inotherwords, how will partners make money when, inmost
cases,thegameisnolongeraboutresellingat markup an office’s worth of devices and
networking gear.

Compensation changes, enablement, business training, and marketing assistance, along
withbetter PRM automationtools are just some of the levers that vendors have been moving
to bolstertheiroverallrelationship with the indirect channel.

Beyondvendorrelationships, the other fast-moving dynamicin the channel’s orbitisits
competition. If some thingsremain the same overa decadeinthe channel, the competitive
pictureisnot one of them. Today’s primary competition for the average solution provider,
resellerorMSPis anonline marketplace. This fallsin line with more customers buying direct,
both from these multivendor marketplaces or fromthe vendors themselves. Nearly half of
respondents (49% and 46%, respectively) cited these two sources as theirmain competition
today, ahead of rival channel firmslike themselves by more than 10 percentage points.
Clearly, it'snot the shingle down the street anymore, butinternet giants and theiraggregating
e-commerce prowess thatis causing most concerninthe sales trenches.

uGT|A GLOBALTECHNOLOGYINDUSTRY ASSOCIATION | STATE OF THE CHANNEL2023 | 22


https://connect.comptia.org/content/research/partner-experience-trends-2022-research-brief

There are other competitors to consider as well, fromretailers to non-traditional players such
asaccountingandlaw firms that have gotteninto the vertical software game. All of this adds
up tomajor change inwho the average channel firmis goingup againstin the market every
day. Lastyear, nearly 6in10 respondents said their mix of rivals underwent significant flux.

View of Competitorsin Business Today

Primary competition today Rival mix in last year

Online marketplaces 49%
Vendors going direct 46%
Other channel firms like mine 35%
Retailers 32%
Channel firms of all business models 31%

Non-traditional players 24%

Source: GTIA 2023 State of the Channel US survey | n=392 respondents

Ingeneral, the competitive mix of playersis fairly consistent across channel firms of all sizes and
ages, thoughtheincidence of online marketplaces and vendors as primary rivalsis seenin higher
numbers by micro and smallcompaniesvs. medium andlarge sized. The smallest channel firms
serve the smallest of customers for the most part, and those small customers are often budget-
strappedandlooking forthe easiest way to buy technology quickly. Anonline marketplace such
as Google’'sorAmazon’s orthe vendor’'s ownwebsiteisunderstandably attractive to them.

Alas, online marketplacesneed notbe the channel’smortalenemy. Infact, savvy firms have
figured out how to work with online marketplaces, selling theirown offerings through them with
transactions either facilitated by the marketplace e-commerce engine orlinked back directly
toachannelfirm’s own storefront. Additionally, as channel firmsincreasingly focus onservices,
one of the majorareas of opportunity liesin helping customers navigate marketplaces. These
platforms canbe dizzyinginterms of choice. The average small customerlooking foranew
marketing app to help drive campaign success will be facing hundreds of potential purchases
online.Who betterthanthe channeltovet thatmenu? Whether the customerthen conducts the
transactiondirectlyisn’tthe point; the channel firm willhave engaged pre-sales with consulting
help and cantheninsertthemselves afterthe transactionwith services forintegration,
implementation, cybersecurity and the like.

Changeisinevitable, but forthe channelitlooks more like an expansion and evolution of the
greaterecosystemandits playersvs. everybody switching up what they do with theirbusinesses.
Somewillremaininthe business modelthey startedin - and continue to thrive to theirown
expectations. Otherswillrace toward the next new thing, focusing oninnovation. Still others will
liveinthe middle, reapingrewards that can come from a hybrid mix of the old and the new.
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5 Methodology

ompTIA’s State of the Channel study provides insights around key channeltrendsin
business environments. The quantitative study within the United States consisted
of anonline survey fielded to channel professionals during February 2023. Atotal of
400respondents participatedinthe survey, yielding an overall margin of sampling
errorat 95% confidence of +/- 5.0 percentage points. Sampling errorislargerforsubgroups
of the data.

®

Aswith any survey, sampling erroris only one source of possible error. While non-sampling
errorcannot be accurately calculated, precautionary steps were takenin all phases of the
survey design, collectionand processing of the data to minimize itsinfluence.

CompTlAisresponsible forall contentand analysis. Any questionsregarding the study should
be directed to CompTIAResearch and Market Intelligence staff atresearch@comptia.org.

CompTlAisamemberof the marketresearchindustry’sInsights Associationand adherestoits
internationallyrespected Code of Standards and Ethics.
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Appendix

Factors Contributing to Decreased Profit Margins

Inflation 67%
Customer spending reductions 50%
Customers buying direct 27%
Commoditization on hardware/software products 27%
Costs of transitioning to new revenue models 21%
Operational inefficiencies 17%

Need for capital investments 13%

Commoditization on managed services 10%

Source: GTIA 2023 State of the Channel US survey | n=52 respondents

Factors Contributing to Increased Profit Margins

Positive transition to new business/revenue models 47%

Growth of managed services during pandemic 42%

Focus on specialization 39%
Customer tech budgets expanded/spending increases
Skills training/certification spending 36%
More high-margin consulting work added 34%
Improved automation of management activities 34%

Cut better deals with vendor partners/distributors 30%

Focus on internal operational efficiencies/cost cutting 30%

|| w
N
x

Source: GTIA 2023 State of the Channel US survey | n=261respondents
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Managed Services Business Models

Pure-play MSP

Hybrid model

Opportunistic model

Source: GTIA 2023 State of the Channel US survey | n=260 respondents

Predictions for M&A in Your Business Next 2-5 Years

Selling Your Business Buying Another Business

[ | Highly likely ¥ somewhat likely B not likely M pon't know

Source: GTIA 2023 State of the Channel US survey | n=399 respondents
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Views on Channel M&A Activity

Moderate impact

Major upheaval

Overly hyped phenomenon

Not sure

Source: GTIA 2023 State of the Channel US survey | n=400 respondents
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