


Introduction

iewed in the context of the broader
technology industry, the IT channel comes
acrossasavenerable, largely stable part of the
greaterecosystem, withcompaniesreporting
that they continue to successfully selland recommend
technology products and services while also facing
industry and business challenges both old and new.

Butthat'sjust one piece of the story.

As many of those inthe trenches know, the IT channel
is filled with fluxand nuance, some cleverinnovations
and glaringweak spots. While many companies are
contenttoreportmore of the same fromtheirbusiness
operations aslastyear, othercohorts hailrisk-taking
and deftchangesindirection. Some of those charting
new paths are experiencing notable growth, while
otherstryingnew things ordoublingdown onthe old
are nonetheless struggling. Othersinthe ecosystem
don’tidentify aschannelfirmsatall. Perhaps the one
consistenttheme seemstobethatthereisn'tone.

Andwhile this might be the first legitimately post-
pandemicyearinterms of more normalized business
planning forthe channel, muchuncertainty remains
about the direction of the economy, the political
landscape worldwide, and the explosion of new
developments and trends happening onthe technology
andbusiness fronts. Theimpact will be felt by channel
firms, theirvendor partners, and crucially, the customers
they bothserve. Likewise, the upsides and downsides
of generative artificial intelligence (Al)and automation,
cybersecurity threats, the dramatic changesin
customer buying habits and the taste fortechnology
generally are allfactorsinplay.

There'salotgoingoninotherwords. The GTIA State of
the Channel 2024 reportlooks to examine portions of
thatactivity with the goal of helping currentand aspiring
firms betterunderstand theirmarket to compete and
grow theirbusiness. Theresearch explores many of the
dynamicsinplay fortoday’s channel,including dataon
the ecosystem’srelevance and composition; challenges
and opportunities; business assessments and metrics;
vendorrelationships and the competitive landscape.
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SECTIONT:

Market Overview

1
L.
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ithmost experts and government pundits

inagreement at the outset of 2024 that

it’slooking like a softlanding and not

arecession for the economy, channel
firms arguably have more breathingroom to think about
growth,investmentandinnovationthanthey haveinthe
previous two years. Gartneris forecasting worldwide
spendingtogrow by 6.8%in2024 over2023. Notably,
theforecastcallsforan8.7% jumpinspendinginIT
services (to $1.5Tworldwide), catapulting that category
tothe top of the various tech groupings for the first time,
eclipsing even software.

Gartnerattributes the IT services gains primarily to
enterprise investmentsin efficiency and optimization
projects that necessarily wentinto high gearduring the
pandemic-induced period of economic shakiness.
The benefitsaren’t confined to the big-name global
services firmsandintegrators that serve enterprise
corporations, however. The downstreamimpact of this
kind of demand affects the broaderchannel, including
managed services providers (MSPs), IT consultants,
solution providers and others, that garneralarge

chunk of revenue fromthis type of work - orthose that
wisely seektodosoin2024 andbeyond. Similarly,
IDCisforecasting spendingondigitaltransformation
projects, which alsoencompassawiderange of tech
services familiarto the channel, toreachnearly $3.9T by
2027,acompound annual growthrate (CAGR) of 16.1%
from2023.

With market conditions seemingly calming but always
subjecttochange, how willthe channelapproach2024?
The shortansweris a mix of old and new tricks, most
likely. While the pandemic hasleftanindelible mark
onthebusiness psyche and permanently changed

the contours of where and how we conduct work,
COVIDisn'tlikely to be specified among the decision-
making vectors fortech executives thisyear. Instead,
channel practitioners will fill theirto-do list withitems
ranging fromhow to embrace new technologies

like Al; handle new types of competition and market
changes; capitalize onnew and more sophisticated
services opportunities; optimize andimprove internal
business functions and better serve customers and the
workforce.
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“The IT channelfaces challenges with cybersecurity risks, a shortage
of skilled professionals, navigating fast-paced technology changes
and ensuring a smoothintegration of these changes. Adapting to
evolving market demands will be our biggest challenge and area of
opportunity for the future of the IT channel.”

— Hannah O’'Donnell, vice president of sales at GreatAmerica Financial
Services and chair of the GTIA North America Community

Forpurposes of this study, sixgeographicregions across the globe participatedinthe research: North
America, the United Kingdom and Ireland, Benelux (Belgium, Netherlands, Luxembourg), DACH, ASEAN
and ANZ (Australia-New Zealand). Afew of the top findings will be detailed here at the outset acrossall
sixregions, thentherest of thisreportwillreflect North American data. Individualized report briefs are
also available tohighlight more of the study results fromthe otherregionsincludedin data collection.

Global Channel Outlook

L% North Y 38%
America

Benelux R&i

y; 1% B%

B Relevant, holding steady
Relevant, changing rapidly

I Diminishing

Bl Not sure

Source: GTIA 2024 State of the Channel survey | n=1042 international respondents
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Top Priorities in Maintaining a Relevant and Future-Oriented IT Channel
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(i.e., global
economy, inflation,
interest rates)

Source: GTIA 2024 State of the Channel survey | n=1042 international respondents

Thereis some unanimity amongregions forwhat factors could potentially drive the channel
inapositive ornegative directionin2024. On the positive side, half of the sixregions (see
accompanying chart) cite the increasing complexity of technology as the top opportunity forthe
channel. Why? Because it willdrive market demand for tech expertise, they contend. The other
half of theregions are banking on the availability of generative Altools and solutions to sellas the
top driverfortheyearahead. Thisremains a big “if” withrespect to the channel. At thisjuncture,
thejuryremains out onwhetherAl's path thisyearwillresultinaraft of commercial products to sell
orifthetools are more likely toland as an enabling technology builtinto services and solutions.
Thatsaid, if greatertechnical complexity generally doesindeed stirup demand for channel
expertise,itwillbe further propelledif customers seek help with Al strategies.

Interms of negative factors, the potentialheadwinds for the channel thisyearare also mostly
sharedamongregions, according to theresearch. Four out of six cite externalevents as the No.
1factorthat could knock theirbusinesses off course. These events, largely out of the control of
individual businesses, wouldinclude the direction of the globaleconomy, inflation and interest
rates,among other potential developments. The top concernforthe othertworegionsin the
studyis formidable competition from behemoth online marketplaces aswellas fromnon-
traditional firms that selltechnology products and/orservices. Theincreasingly complicated
competitive landscape will be discussed in more detail below.

Onapositive note, most channel firmsreport that theirbusinesses are in better shape today than
twoyearsago. Onaverage, around 6 in10respondents said things are generally better today,
comparedwitharound 3in10 that said businessis the same astwo yearsago, andjust1in10 that
find theirsituationworse. Many factors contribute to acompany’s performance levels year-over-
year, obviously,including general market conditions that two years agoincluded the pandemic,
chosenbusiness model, adaptability to change, willingness toinvest andinnovate, caliber of
workforce and some good, old-fashioned luck.

LGTIA

GLOBALTECHNOLOGY INDUSTRYASSOCIATION |

STATE OF THE CHANNEL 2024




Reported Company Health Compared to Two Years Ago

Better shape today

Same shape

Worse shape

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Reported Company Health Compared to Two Years Ago by Firm Size

Micro Medium

Small
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. Better shape today . Same shape today . Worse shape today

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents
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Drivers & Inhibitors for
Channel Health

n many ways, the channel ecosystem features two

main camps filled with a variety of camper types. On

onesidesitthose firmswithamore traditional reseller

heritage: Mostly stable, product-oriented SMB
businesseswith expertiseintechnologyinfrastructure
work. The othercamp includes newerentrants, those
focused more closely oncloud-, digital- and services-
basedbusiness models thataren’t as product-centric.
Across these groups, however, you find abundant
individual diversity, fromreferral-based providers to
pure consultants to vertical specialistsand beyond. And
while some of these business types are more ascendant
and high growth than others, eachis carvingoutaspace
inthe landscape.

How channel firmsidentify themselvesisinstructive
to this studyinterms of how each group responds
tovarious questions asked. Self-identificationalso
underscores the stratification that existsamong the
“many campers” of the channelas discussed above.

LGTIA

Adecadeormoreago,if you'daskedachannelowner
oremployee to describe theirprimary businessto a
lay person,it’'s more than likely they’d say that they
selltechnology orcomputer products. That makes
sense, especiallymorethan10 yearsagowhen the
preponderance of the channelremained VARs and
solution providers steepedinhardware sales and
implementations, as well as the sale of packaged
software andlicenses. Yet today, the percentage that
say theirprimary businessis productsis 27%, eclipsed
by those that self-identify mainly as purveyors of
services.
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How Channel Firms Describe Their Primary Business

Seller of Tech
Services

Seller of Business

Seller of Tech Solutions Featuring Tech

Products

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

The attentionto services canbe seenaswelcome news, especially giventhat T services for

the firsttimerepresentsthe biggest spending category for the global IT market, according

to Gartner.Inotherwords, thisiswhere the moneyis flowing. Services margins tend to be
higherthan productsales -thoughnotinallcases - andstickierinterms of becomingrecurring
revenue engagements. This category features subsets of workincluding IT outsourcing,
professional servicesand managed services. Activity hereis often driven by developmentsin
the marketplace suchasnewtechnologies like Al or projectinitiatives like digital transformation
and cloud migration. As more customers conduct direct transactions forgoods overonline
marketplacesand/orvendore-commerce storefronts, the real play formany channel
companiesis goingtobetheservicesthey canselland provideinand around thatinitial sale.

What's particularly interestingis the 35% of respondents thatidentify as sellers of business
solutions that feature technology. The prioritization of business acumen and consulting here
iskey. Thishasbeenthe direction many of the most successful channel firms have been going
inthe past severalyears: towards being an expertwithdeep knowledge of their customer’s
business and goals who then applies technology to drive the mission.

Now, looking beyondindividual businesses to the big picture, consider what respondents
have to say about the state of the channel’'s health today. Inthe aggregate, half (51%)
saidtoday’s channelremainsrelevant butis also changingrapidly. Whetherthat change
iswelcome ornot, this group nonetheless notes thatitis happening to everything from
go-to-market sales and delivery trends, pricing and competition, business model status,
customer preferences and habits, and othermeasures. Another 45% of the total say the
channelremainsrelevantbut steady as she goesratherthan changingrapidly. This perceived
steadinesslikelyreflectsrespondents seeinglittle fluctuationin theirbusinessin terms of

its everyday operations, expectations and performance. Just 2% of respondents believe
channelrelevanceis diminishing.
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Interestingly, the share of firmsin this year’s study that believe the channelis changingrapidly
(half) hasreturnedto about the samelevelreportedin 2021 when the pandemic was in full tilt

and companies were making all kinds of adjustments and pivots to survive the unprecedented
economic conditions. Betweenthose two time periods, inlast year’s study, the percentage
reportingrapid changeinthe channelhad declined to 43% of respondents, perhapsreflecting
the situation at the tailend of the pandemic when companies weren’t making grand changes, but
simply shaking themselves off and assessing how well - ornot - they’d withstood the massive
upsetinbusinessnormalcy. Butnow, aswe enter 2024, with the hype around generative Aland
glimmers of aresurgenteconomy, channelfirms sense areturnto action-andpossibly more
opportunity.

State of the IT Channel

2024 2023 2021

o] ¢

2%

. Relevant, holding steady . Relevant, changing rapidly . Diminishing

Source: GTIA 2024 State of the Channel survey | 2024: n=417 NA respondents 2023: n=397 U.S. respondents 2022: n=400 U.S. respondents
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What will contribute to a healthy trajectory forthe channelinthe years ahead? As stated

above, whenlooking across all sixregionsinthe study, it's clear that the impact thatincreasing
complexity of technology willhave ondriving demand forexperts and the emergence of Al tools
and solutions are considered catalyststo success. Likewise, the regions agree that negative
external factors could spoilthe party, as could steep competition from non-traditional sources.

Whenlooking at the United States data specifically, thelist goes furtherthanjust those top
items. Inkeepingwith atheme thatis expected to continue unabated for the foreseeable future,
52% of respondents cited increasing demand for cybersecurity services as a driver for positive
momentum. As generaltech complexity mounts, the need forsophisticated, encompassing
cybersecurity strategies will alsorise, and the channelisin a perfect positionto act as expert
lead to help customers carry those out. This, of course, willrequire attention to cybersecurity as
a highly skilled discipline with firms versedin everything fromzero trust architectures to cyber
insurance and beyond. The days of table stakes product selling of antivirus and firewall packages
isunlikely to be enough for firms thatreally want to drive revenue from cybersecurity pursuits.

“One of the biggest challenges we continue to see year afteryearis
finding andretaining IT and security talent to handle anything from
Level 1 support to advanced threat hunting, and that will continue to
be achallengein2024.”

—ScottBarlow, VP global MSP & cloud alliances, Sophos,
andvice chair, GTIA board of directors

Ontheheels of cybersecurity as apositive driveris the continuation of cloud adoption by
customers. Cloud has been afixture now forroughly 15 years, yetitis not ubiquitous across
allcustomerenvironments and use cases. Ascompanies continue down a path of digital
transformation, channel firms that work with themhave an opportunity to convertmore
customersto cloud-basedenvironments, applications and platforms. The type of work

spans multiple business models across the channelas well, from MSPs that manage cloud
environments and SaaS subscriptions to consultants that advise on designand vendor choice to
solution providers that oversee integration of mixed cloud and on-premises infrastructure.
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Factors Contributing to a Healthy IT Channel

Growing complexity of tech creating demand 60%
Adoption of generative Al tools 59%
Increased demand for cybersecurity services 52%
Cloud computing adoption 45%
Expanding ecosystem of channel business models 38%
Recurring revenue demand for managed services 34%
More vendor choices 28%

State of business regulation 12%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Factors Contributing to a Diminishing IT Channel

External factors 37%
Weak profit margins for subscription sales 3
Competition from non traditional sources
Cybersecurity threat landscape
Customers buying direct 29%
Adoption of generative Al tools 29%
Workforce skills / talent shortage 25%
Vendor partner programs not meeting customer needs 19%
Commoditization on product sales 19%

State of business regulation 16%

w w
S Bl B

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents
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Asfarasthenegatives go, theitems causingworry are more balancedin terms of ranking
amongrespondentsonce you get past theirNo.Tconcernabout external macroeconomic
factors. Justless than athird of respondentslist five items equally (see accompanying chart)
as having potential to derail a positive direction forthe channelinthe yearahead. One to
noteisthe concernoverweak profitmargins for subscription sales. The SaaS market, which
hasexplodedinthelastdecade,isbothanopportunity and afrustration forthe channel,
dependinginpartonhowvendors construct compensation programs for their partners that
sell subscriptions. The percentages paid out oninitial contract sale, renewals and ongoing
residuals canvary widely by vendorand partnertype. The lack of standardization has sparked
consternationinsome parts of the channel community. Whether thatisresolvedinthe year
aheadremainstobeseen.

There are otherareaswhere attitudes about the channel’s health vary across respondent
types. Forexample, 41% of product-centric businessesreported the channelas changing
rapidly, compared with 55% and 54% of firms, respectively, that either mainly sell tech
services orbusiness solutions thatinclude technology. By way of explanation, the services-
oriented channelfirms are the ones most likely to have undergone abusiness model
transition away from products as their core business (perhapsresellerto MSP), and as aresult
experiencedsignificantchangeinwhat they do, how they sell, who they hire and how they run
theircompanies.
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What is the Size of the IT Channel (does the question still matter)?

Data Services
Automation/Al services
IT solutions (project-based)
Managed services
Support services
System design / architecture
System integration
Cybersecurity
Data processing
Business process automation
Digital transformation
Software development
Consulting
Analytics
Social
R&D services
Testing services
Value added reselling (VAR)
Distribution

Other
Cloud infrastructure as a service (laaS)

Computers
Tablets ~_
Printers
Peripherals —_ DEVICES & |
Mobile phones INFRASTRUCTURE %)

Networks —
Servers
Storage
Semiconductors
Components

Applications
Productivity
CRM
Cybersecurity

Analytics

Mobile apps

Systems software

Cloud software as a service (SaaS)
Cloud platform as a service (PaaS)
Software development
E-commerce
Marketing automation

N

Mobile voice
Mobile data
Fixed voice ~_
Fixed data
Unified communications
Satellite

Internet of things (loT)

Generative Artificial Intelligence
3D printing

Augmented reality (AR)
Virtual reality (VR)

Biometrics
Machine learning Autonomous vehicles
Blockchain / DLT 5G
Edge computing Quantum computing
Robotics

Low-earth orbit (LEO)
Robotics process satellite systems

automation (RPA)

Drones / unmanned aerial
vehicles (UAV)

By NAICS codes

Very small (<5 employees) 129,544
Small-Medium (5-249 employees) 30,716
Large-Very large (250+ employees) 599
Total 160,859
Total, excluding very small firms 31315

Traditional Channel 2020 | Traditional Channel 2023 Non-Traditional 2020

remains a fixture in many industry circles. It's a far trickier

one to answer than one might think. Immediately, the
question requires clarification since the channel represents a
varied ecosystem of firm types that aren't necessarily easily
grouped. So, is the intent to size all indirect channels, inclusive
of distributors, retailers, online marketplaces, and other non-
traditional players? Or is the focus on a subset of the market
that can be characterized as traditional channel partners,
such as VARs, MSPs, solution providers, tech consultants and
related? What about hybrid models that feature facets of
both indirect and direct selling? Or influencers that do not
capture revenue, but may have sway over customer purchasing
decisions (think accounting firms that direct their clients to a
particular accounting software)? The historical rule of thumb
for indirect channel sizing was approximately 75% of tech spend
fed through it. That percentage is both difficult to validate
and likely always a bit more anecdotal than precision factual.
According to GTIA's State of the Channel 2024, respondents
settled on a weighted-average result of 57%, with estimates
spanning 25% to 75%. This approximates the sales volume and/
or influence of indirect channels applied to the technology
categories in the accompanying graphic. For the purposes of
the sizing exercise, the Telecom Services category was excluded.
Additionally, while some services in the Tech Services category
may be resold or flow through indirect channels, that was also
excluded to avoid confusion. Many tech services are provided
directly by vendors that sell the products, by one way of
explanation. The 57%, which is lower than the old rule of thumb
number, likely reflects a shift toward direct sales advanced by
the growth of cloud computing, subscription services, and the
widespread use of online marketplaces. Additionally, customer
buying habits have shifted. That said, services dollars to be
made adjacent to direct-to-customer transactions remain an
enormous opportunity and growth area for the channel and
likely the sweet spot of the future. It's notable that the sheer
number of entrants to the traditional channel has increased 29%
between 2020 and 2023 based on NAICS business categorization
data. Non-traditional players in the channel have also increased
in that time frame by 34%. See graphic below for more details.
At the end of the day, the exact figure of spend through
the difficult-to-define indirect channel is not that relevant.
Whether the figure is slightly higher or lower could instead be
viewed as secondary to overall category spending and customer
behavior around procuring and managing technology.

The age-old question, "what is the size of the IT channel”

Notes: given the likelihood of relatively small volumes or influence, what could be considered
"meaningful” partners with a degree of scale excludes the very small firm category. The
traditional channel player category includes NAICS 541512, 541513 and 541519. These are the
government classification categories that are most likely to cover IT solution providers, MSPs,
VARs and related traditional IT services firms. The non-traditional category includes NAICS
517911, 541511, 541211, 541612, 541613, 541614, 541611, 541618, 541820, and 541110. This category
covers adjacent players, such as software development firms and telecom resellers, as well

as firms traditionally outside the IT channel, such as accounting firms, legal firms, digital
marketing and PR agencies, general management consulting firms and HAR consulting

firms. GTIA research confirms subsets of these types of firms are involved in facilitating or
influencing technology sales; unfortunately it is very difficult to pinpoint a precise estimate
of how many firms fall into that category (assuming a hypothetical 25% factor, that works out
to about 36,662 firms in 2023 compared with 31,775 in 2020.

Non-Traditional 2023

172785 471474 657963
36,000 126,512 145,821
579 587 828
208,764 598,573 804,612
36,579 127,099 146,649
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Mergers & Acquisitions Update

= very year sees thousands of mergers and acquisitions (M&A) in the IT channel. This hasled someindustry

= \vatchers and techvendors to wonder whether the level of dealmaking would lead to consolidation withinthe IT
— Channel. Most market data suggest significant consolidationhas not occurred thanks, in part, to the number of
new entrants that have entered the marketinrecentyears. (see Channel Sizing chartinthisreport). That said, there are
reasons to believe that M&A activity willremainatahighlevel, if notincrease, as interest rates come down, makingiit
easierforcompanies to borrow money to merge with oracquire anothercompany.

Considerfindings fromthis year’s study. Asked the likelihood of theircompany entering a deal to sell to another
company inthe nexttwo-to-five years, nearly half (46%) of respondentsindicated this would be a highly or somewhat
likely occurrence. As forbuying anothercompany, the numberis even higher. Fifty-five percent of respondents said
theircompany would likely move to acquire anothercompany.

Ingeneral, larger organizations with greateraccess to capital are more likely to engage in dealmaking activity. This is

Factors Contributing to a Diminishing IT Channel

Selling Your Business Buying Another Business

Il Don't know

[ Highly likely B Somewhat likely B Not likely

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

evidenced by well-funded companies such as The 20, which acquired 13MSPs in 2023 as part of its ongoing mission
tobuildatrue national IT service provider, and Upstack, which has raised hundreds of millions of dollars from private
equity companies since 2021, to acquire telecom advisory organizations.

In additionto the money pouringinto the IT channelthatisused for M&As, thereis anotherreason why dealmaking has
beenatsuchahighlevelinrecentyears: Changing demographics.

Thousands of channel companies have changed ownershipinthelast decade as Baby Boomersretire and sell their
businesses to the highest bidder. Newcomers not only bring new financing to the channel, but they also usherinanew
era of professionalmanagement thanks to theirincreased use of technology automation platforms. Platforms such
as PSAtools have madeit easier forchannel companies standardize their operations and embrace best practices.
This, inturn, has given would-be buyers greater confidence that they can successfully integrate acquired companies
into their organizations.
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eturning to the many types of campers’
metaphor, this sectiondives deeperinto the
myriad activities that channelfirms conductas part
of theirbusiness and where they seerevenue and
profitability both growing and, insome cases, declining.

Ashasbeenthe caseforyears,the most cited business
linerespondents say they offeris that of a solution
provider, which covers alot of technology work from
productsellingandimplementationtointegration,
bundling and othertasks. Two thirds of channel firms
inthe study identify solution providing as a primary
businessline, ahead of the next two most prevalent
portfolioitems, consulting (52%) and data services
(50%). Thisrepresents abigincrease fromthe 50% that
checked off the solution provider category amongits
businesslines offeredinlast year’s study. Thiscould be
explained by companies todayincluding more types of
work underthe generalumbrella of solution provider.
Consulting orcybersecurity services would be a couple
examples of areas that previously mighthave been
considered standalone categoriesnottobelumpedin

SECTION 3:
Business Lines,
Profit & Revenue

with more traditional solution providerinfrastructure
activity. Today, while both disciplines are still considered
aspecialty, theyareindeed often packagedtogether
withmore holistic sets of offerings - and should be,
especiallyinthe case of cybersecurity.

This speakstothereality thatmost channel firms today
are hybridinterms of theirproduct category offerings
andthetypesof services they provide to customers. By
hybrid, however, it usuallymeans that they bank onone
ortwo primary sources of revenue as theirmain business
strength buthave adjacent skills that comprise smaller
pieces of theirportfolio. That's likely why, forexample,
45% of respondents today say they offerapplication
developmentservices (adiscipline not historically known
asachannelmainstay). App devmight comprise a tiny
sliverof afirms’ totalrevenue butbecause the company
doessome codingwork as part of other projects, it
appearsontheirline cardasabusiness offering. An
example? Somethinglikeintegration ofteninvolves
codingtotie applicationstogetherfromcloudtoon-
premises, atype of work channelfirmsroutinely conduct.

LGTIA
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Company Lines of Business Offered

Telecom, A/V, videoconferencing, etc. 21%

IT solutions
General consulting services (IT or business)
Data services
Application, web, or mobile app development services
Cloud services/digital transformation
Managed services (full-service focus)
Cybersecurity services
Managed services (infrastructure focus)
Integration services
IT repair services or break/fix
Digital marketing, marketing automation, etc.
Automation services
L 21%
L 19%]

VAR / Reselling of IT hardware or software 19%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

There are afew things to note inthe segmentation data about businesslines. One, companies that
saytheyareinbettershape today thantwo years ago singled out offering cybersecurity services
(separately fromany solution provider activity) by awide margin over companies thatreported
beinginthe same orworse shape. Forty-fourpercent of the formergroup vs. 26% of the latter
countcybersecurity services asamainbusinessline, which may very wellhave much to do with their
purportedsuccessinthelasttwo years. Before generative Aldevoured much of the techindustry
hypein2023, cybersecurity was the main stage player, andit stillisinterms of itsimportance/need
among customers anditsrevenue-driving ability for the channel. Caseinpoint? Like last year’s
research, cybersecurity remains the service that MSPsintoday’s study (half of them) say ismostin
demand by theircustomers.

Anothernotable fromthe segmentationonbusinesslinesis that younger channel firms are full-on
embracing consulting services. More than two thirds (67%) of companiesin business two- to four
years feature general IT and business consulting as the No. 1service that they offer, reflecting that
shift fromproduct-centric to services-based business models. That compares with roughly half of
channelfirmsinolderage bracketsinterms of yearsinbusiness.

Whenitcomestorevenue expectations for the next two years, cybersecurity is leading the way in
terms of the most superlative growth, atleastamong those offeringit to customers today. Forty-
one percentof channelfirms said they expect a significantincrease in cybersecurity-related
salesinthe nexttwoyears (78% expectanincreaseingeneral). Otherareasinascendance?
Managed services (infrastructure and full service), application development and automation
services, whichwould be generative Al solutions that will be discussed shortlyin thisreport.

Of the categories where the biggestrevenue declines are anticipated, respondents cite VAR/
resellingandtelecom.
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Revenue Growth Expected Over Next Two Years

Integration services

Cybersecurity services

Managed services (infrastructure focus)
Cloud services/digital transformation
Managed services (full-service focus)
Automation services

General IT/business consulting services
Digital marketing, marketing automation
Application, web, mobile app dev

Data services

IT solutions

VAR / Reselling of IT hardware / software
IT repair services or break-fix

Telecom, A/V, videoconferencing

= Significant Increase

= Some Increase = No Change

Top Priorities for Revenue Growth by Business Type
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Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Product-based

(]

predicting a significant
increase in managed
services (full-service)
revenue

14%

predicting a
decrease in VAR
and integration

services
revenue

Service-based

33%

predicting a
significant increase
in automation
services revenue

23%

predicting a
decrease in VAR
revenue

Business Solutions-based

49%

predicting a significant
increase in cybersecurity
revenue

15%

predicting a
decrease in VAR
revenue

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Asfaras profitability goes, most of the expected highrevenue drivers are also pegged as the
biggest moneymakers, though thelistacross all categoriesis more balanced than one might expect.
Cybersecurity and automation services are signaled toreap significant profits, but notat much
greaterpercentage expectationthantelecom, forexample. This seeminginconsistency highlights
the factthatamature tech category, such as telecom, might not generate the mostinterms of
revenue yetwill stillproduce lucrative profit margins onthe products and services that are sold.

LGTIA
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Predictions are always subject to caveat, and those made about revenue and profitability are
no exception. Respondents highlighted severalinhibitors that could tap the brakes on their
optimistic projections forthe coming two years. Leading thelist are three factors, allsomewhat
related. The first, cited by 49% of respondents, iscompetitionand pricing pressure. The
competitive landscape has expanded greatly as the channel ecosystem and customer buying
habits have changedinthelastdecade.

Profit Margins Expected Over Next Two Years

Cybersecurity services [ -7 ] 1%

Application, web, mobile app dev I YT e A 2%

Cloud services/digital transformation  [EZ Y 7 s 2 1%
Managed services (full-service focus) FEZ Y =7 TS A 1%
Digital marketing, marketing automation  [EECZ Y 7 e A 2
Data services [IEEZAN =T e Al 1%

VAR /Reselling of IT hardware / software  [IEZZ 7 a7 A 19
Integration services [N Y7 T 7l 2%

Telecom, A/V, videoconferencing  [IEE A Y =7 T 2 %

Automation services

ITsolutions  [EZZA = e A2 %

IT repair services or break-fix  [EEZAN Y 57 7 Al 1%

General IT/business consulting services AN Y7 TN = 2%
Managed services (infrastructure focus) [ Y e Al 1%

m Significant Increase  m Some Increase u No Change m Some Decrease  m Significant Decrease

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

The ubiquity and might of the major online marketplaces suchas Google’s, Amazon’sand
Microsoft’s have no doubt challenged the rank-and-file channel greatly as the go-to source for
techproductsandsolutions. Likewise, the past couple years of highinflation have hit customer
pocketbooks hard, whichhas made it more difficult forchannel firms to avoid competingin

the mudonprice. More than half of micro-sized channel firms (54% of those with fewerthan 10
employees) said competition and pricing could squeeze theminthe yearahead.

Handinhand with competition and pricing pressureis general global economic uncertainty,
acause forconcernacross the channelwritlarge and to nearly half of respondents thinking
specifically about revenue and profitability targets. Forty-two percent of firms also worry about
the ongoingtalent and skills shortage. As theylook to move into new disciplineslike Aland
deeperinto existing markets like cybersecurity and data services, the competition for skilled
workersisonly goingtoheatup. Asaresult, theresources necessary to hire, trainand manage
peoplerepresentsachallenge.
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Factors Contributing to Decreased Profit & Revenue

Competition and pricing pressure 49%
Global economic uncertainty 47%
Worker skills/talent shortages 42%
Keeping up/investing in rapid technological changes 34%
Changing customer expectations for service quality 30%
Supply chain disruptions 28%
Data accountability around cybersecurity/privacy

Regulatory compliance challenges 23%

N
]
X

Shift to subscriptions models 19%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Amidthis talkabout businesslines, revenue and profit projections, it'sa good spot to
talkabout the elephantintheroom: Aland whatit means for the channel. Afterayear of
tremendous hype setinmotion by the widespread introduction of ChatGPT, the hullabaloo
fadedslightly toward the end of 2023 asis typical of the trajectory for exciting new
technologies. That said, the opportunity around Alis more than hyperbole. It’sveryrealand the
channelisrollingupits sleeves to figure out the best way to engage.

Initially, like many end users they serve, the channelhasbeen spending more time researching,
experimenting and piloting Al solutions and projects thanselling. Infact, inthe GTIAIT Industry
Outlook 2024, respondentsreported more internal use of Al solutions to streamline business
operations and bolstereffectivenessacross functional areas such as marketing than they did
selling going to market to customers (See accompanying sidebar foralist of some of the ways
Al can potentially help achannel firmimprove operations).

Experimentationis stillgoing on, but selling Alis now firmly planted on the to-do list formany
channelfirms.Infact, 47% said they planto sell Al products and solutions to customers this
year. Giventhe nature of Al, these solutions will likely take the form of products that feature Al
asanenablingtechnology, or,inthe case of MSPs, a serviceline thatincludes Al functionality.
Not surprisingly, the smallest channel firms (those with fewer than 10 employees) are most
cautious aboutdivinginto Al sales, with just 29% projecting to do so next year. That compares
with 46% of smallfirms, 52% of medium-sized firms and 67% of large firms.
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Al Solutions and Sales Over the Next Year

Yes, plans for Al

Unsure

Considering including Al

M plans for Al

Source: GTIA 2024 State of the Channel NA survey | n=272 respondents

How the Channel Can Use Generative Al Internally

/O\ Customer experience (CX).
Al-powered chatbots and virtual
r{ﬁ&J assistants can provide instant,
Q\ personalized customer support,
O/ create more exacting quotesin
lesstime, etc. GTIAresearchhas
consistently shown CXto be at the top of the list
of channel business priorities.

Sales and marketing. Al al-
gorithms can analyze customer
m]) data and predict buying patterns,
enabling vendors and channel
companies to personalize their
sales and marketing pitches and campaigns.
/\
g@ eestofocus onmore strategic and
creative work. For MSPs, thisis es-

pecially crucial as repeatable process efficiency
atscaleis thelinchpin of the business model.

Operations. Al can automate
repetitive tasks and optimize work-
flows, freeing up time foremploy-

Business decision-mak-

ing. Al-powered analytics and
insights can provide valuable
businessintelligence, helping
channelcompanies make in-
formed decisions to drive better CX, competitive
differentiation, business model changes, etc.

Sl ®
] 1
how to grow their businesses,

5 which certifications they should

obtain, which training courses they should pur-
sue and which vendors have the bestincentives
and programs for them.

Business management. Com-
panies can use generative Al tools
to get prescriptive guidance on
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SECTION 4:
Business Literacy &
Fundamentals

e
' _

oin a conversation or message board chat with
people workinginthe IT channel and you will
encounterlots of tech talk. But that’snotallyou'll
hear. Formany channel pros, a consistent topic
hasbeenhowtorunabusiness: How to startone,
how to staff one, what to sell, how to growrevenue
and maximize profits, how to charge for servicesvs.
products, etc. Forsome,it’s asbasic asunderstanding
how toread abalance sheetandaccess creditor
ascomplicated as navigating taxand legal matters.
Cracking the code foreffective marketing flummoxes
many, as does calculating thatideal multiple to seek
when selling the business.

Comparing tactical business notes with peersisn’t
surprising. Most channelfirms are smallinnature, typically
fewerthan20 employees, and their primary skill setis
technical (see accompanying graphic about channel
sizing). And while some enter this market with an existing
business background orentrepreneurial experience,
formany therequisite skillstorunacompany are often
cultivatedonthejob. Part of the data collected for this
year’'schannelresearchisanattempttoassesshow
channel firmsrate themselves at business fundamentals
andwhat some of the areas of need may be.

Justmore thanhalf of respondents (54%)rate theirlevel

of overallbusinessacumenas “intermediate.” This covers
arange of generalbusiness skillsand activitiesincluding
budgeting, forecasting, accounting, tax planning, financial
analysis, ROl analysis, risk assessment,among others.
Thatassessmentis mostly consistentacross firmsizes
exceptforthelargestchannel firms(500+employees)
thatare farmorelikely torate their skillsinthe “expert”
category. Thatdemarcationisunsurprising giventhat
theselargest channel entities are comprised of the big-
name systemintegratorsandIT services firms that mainly
serve enterprise customers and arein some cases publicly
traded companiesthemselves.

Intotal, roughly 4in10 firmsrate themselves “expert” at
business-related skills, while just 6% put themselvesin
theranks of “beginner.” Beginnerstatusis more common
formicro-sized companies of fewerthan10 employees,
with20% selectingthat designationto describe their
currentlevel of skill. Groupsinboththe intermediate and
beginnerbuckets said they have improvements to make
acrossarange of differenttacticaland strategic elements
of running abusiness, with beginners obviously citing

the mostwork ahead of them. Experts say theirbusiness
acumeniswhere they wouldlike it to be today, but of course
suchmeasurements across skills are fluid andvariable.

LGTIA
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Self-Rating of Company’s Business Acumen

Areas Needing Improvement

. Financial forecastin 45%
Intermediate g -

Budgeting 38
Financial analysis 36%

Expert
Cost control 35%

60% Cash flow 33%

Say business skills Contract/legal 23%

need work

Compliance management %
FinTech tool use 19%

Tax planning 19%

II N
X

o .
Not surelﬁ Beginner Credit management 15%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents n=250 NA respondents citing need for business acument improvement

Inrecentyears, mastering the brass tacks of running a channel business has taken on greater
urgency. There are afew goodreasons forthat. One, many channelowners today are actively
planning exit strategies, eitherforanimminent sale or, more often, inthe foreseeable but still-
years-off future. Savvy ownersrealize that theirideal sales outcome will be predicated on steps
takeninthe presentday to bolster marketvalue and attractiveness foralatertime. That means
growing company revenue, building an enterprise thatis profitable and operationally efficient,
competitively differentiating vianew market entrance, techinnovations or specialization. To
achieve those things, business acumenis essential. This extends beyond retirement-minded
channelfirms, but to othersinvolvedin the busy M&A activity inthe channel of the last couple years
thatis tied more to growth and expansion strategy than exiting the industry.

The otherfactorfunneling greater attention to these skillsis the ongoing upheavalin channel
business models and customer buying behavior. More channel firms are embracing consulting

by providing more services that purport to drive business outcomes for customersvs. selling
them products. This shift necessitates alevel of industry and business knowledge perhaps not
historicallyrequiredintheresellerchannel. At the same time, more customers are buying their
techproducts directly from online marketplaces, amajor competitor for the channel today.

If marketplaces own theinitial product transaction, then channelfirms needtoreinvent their
marketing, salesmessaging and techniquestoreflect theirnew value to customers: Services,
recurring management of technology, consulting and business advice. Thisrequires new attention
to sales and marketing expertise that might not map to what a channel firmhas doneinthe past.

“The biggest area of opportunity in my experience working with
MSPs s theirlack of marketing. It tends to be their Achilles heel
andyet theirbiggest opportunity to differentiate themselves from
competitor’s, recruit new customers and grow theirbusiness.”

—Michelle Ragusa-McBain, VP of global channels, SonicWall
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[t’snot surprising that the companies that rate theirbusinessacumen most often as “expert” are
those firmsthatreportbeinginbettershape thanthey were twoyearsago. It'simpossible to know
ineveryindividual case whetherimprovementsin business acumenhave beenthe maindriver
behindbetterbusiness healthandresults, but the correlation seems sound to considergenerally.

Evenamongthe expertgroup, there are always areas that needimprovement toward attaining
betterbusiness fluency. No. Tis financial forecasting, which 45% of respondents cited. Forecasting
of any typeisdifficult, butinthelastfew years precise prognostication about future sales,
profitability, customerdemand, etc. hasbeen furthercomplicated by the pandemic’simpact on
the economy. Familiarcadences and patterns forsuch things as average sales cycles, recurring
monthly revenue, contractrenewals, pricing of supplier goods, went out the window formany
channel firms during this period. Thiscoming year could signal areturnto more predictability, but
gettingbacktoamore comfortable statusisatop goal.

Otherareasneedingimprovement are more balanced interms of ranking: Budgeting (38% of
respondents), financial analysis (36%), cost control, operational efficiency (35%), and cash flow
management (33%) comprise the middle of thelist, eachrepresenting arelated aspect of better
money stewardship. Atthe bottom of the list ofimprovements needed are functions that can,
theoretically, be outsourced to experts suchas compliance and regulatory issue management
(22%)and taxplanning (19%).

Company Employment of CFO or Equivalent

Companies in Companies in Same
Better Health Or Worse Health

000

[ Yes [ No [l unsure

Overall

Source: GTIA 2024 State of the Channel NA survey | n=417 respondents

Channelfirmslooking to shore up or polish existing business operations have a variety of options
attheirdisposal. For46% of respondents, the main place they’ve turned for help hasbeenindustry
association/s that offerbusiness-related training and/or certifications. Among medium-and
large-sized channel firms, the numberavailing themselves of industry associations climbs to 55%
and 53%, respectively.
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Othersources of training, consulting oradvice include partner-to-partner networks (39%),
vendor-based business training (37%) and third-party business consultants (32%). Looking
to third parties forbusiness fluency help, particularly vendors, has been on the wishlist forthe
channelforyears now. Consider CompTlAresearch, Partner Experience Trends, from 2022,
inwhich40% and 35% of channel firms, respectively, cited operational business training and
professional marketing training as benefits they would like theirvendor partners to prioritize.

Strategies Used to Improve Business Skills

Training/certification provided by an industry e
association -
Peer-to-peer networking
Training prOViding by our vendor partners
Hire finance-oriented professionals/CFO
Courses at local community college or other -
educational institution -

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Interms of the training types sought fromindustry associations, vendors, universities orthe like,
channelfirms most oftenfocus onsales and marketing skills, but alsorequest assistance with
business basics pertaining to financial fluency, accounting and human resources policies.

“Partners’ business capabilities often are a function of size -
bothrevenue and staffing. The more resourced partners can
address day-to-day business processes with people (i.e., staff or
contractors) and increasingly with software and automation tools.”

—KhaliHenderson, senior partner, Buzz Theory Strategies
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Improving the ways abusiness operates goeshandinhand with anotherfacet of running a
company: The willingness to takerisks. Inthis case, risks related to financing and using credit or
othersources of capitaltoinvestinthe company’s growth or stability.

Historically, the mostly small-on-the-small-end of SMB companiesinthe channelhave tilted
toward the conservative side whenit comes to borrowing on credit or taking financialrisksin
general, whetherthat’'s to enteranew market, fund a cap-expurchase or finance any other major
investment. Forcompanies that are content to stay in theirlane with minimal growth aspirations,
risk aversionisn’t necessarily anegative. Butintoday’s more dynamic environment where
there’snolongerone ortwo channel business modelsin play and the complexity of technology/
business solutionsis onlyincreasing more quickly, competitionto stand outis steep. That often
compels making some bets onnew investments and directions.

Company Level of Financial Risk Tolerance

Companies in Companies in Same
Overall Better Health Or Worse Health

'®
“

. High . Moderate . Cautious . Not sure

49%

1%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Whenit comesto using credit, borrowing fromthird parties, investing in new technologies or
markets, etc., 52% of channel firms said they have “moderate” risk tolerance. Just 23% report
theirtolerance as “high,” which includes 30% and 38% of medium- and large channel firms,
respectively, vs. just 6% of micro-sized companies.

Risk tolerance definitions \

| [

HIGH: Almost always willing MODERATE: Sometimes CAUTIOUS: Rarely willing
toborrow money/use credit/ willing to borrow money/use toborrow money/use credit/
explore new areastoinvestin credit/explore new areas to explore new areastoinvestin
the business'growth investinthe business' growth the business' growth
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The dataoncompany-size-to-risk-tolerance-levelratioisrelatively predictable. Smaller
firms that oftenhave lessroom forerrorinterms of leveraging credit, tapping existing cash
flow ormaking otherfunding maneuversreportlessrisk tolerance than theirlarger peers.
Likewise, while 22% of totalrespondents described theircompany’srisk tolerance as
“cautious,” half of micro-sized companies did so compared withjust 8% of the largest firms.

Inanindicatorthat more willingness to borrow or dive into anew market ortechnology can
pay off, companies that said they arein better shape today than they were two years ago
reportedahigherdegree of risk tolerance. Three in 10 of that group said theirrisk tolerance
ishighvs.12% of firms whose business conditionis either stable orworse than two years ago.
Similarly, that first group was less likely to dub themselves cautious (18 %) with respect torisk
comparedwith 29% of the latter group.

Sources of Funding Used by Companies

Business loans 42%
Owner investment/credit cards 40%
Cash 37%
Revolving lines of credit 31%
Venture capital funding 30%
Leasing/renting 23%
Outsourcing 21%

Angel investors 18%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Whenitcomestohow the channel fundsitsinvestments, one source stands out as relatively
unchanged overthelong history of the channel: Owners. Fourin10 respondents said that
the company owner/sinject theirown cash oruse personal credit cards to pay fora capital
oroperational expenditure orto meet anotherfinancial obligation. This behavioris common
among smallcompanies butreflects anattitude aboutrisk thatremains conservative:

Owe yourselfvs. athird party. Yet many financial advisors willwarn against charging major
business expensesonapersonal creditcardasitcanresultinthe loss of legal protections,
make it difficult to separate business and personal expenses, complicate tax matters, and
thwart the chance to earn additionalrewards and benefits.
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SECTION 5:

Vendor Relations &
Competitors

N

o State of the Channelreport would be

complete without a pulse check onthe

status of relationships. Specifically, how

channel firms are getting alongwithvendors
-ornot-andwhat factorsare driving satisfaction or
dissatisfaction. Likewise, and especially pertinentin
today’s fast-changing ecosystem,isanunderstanding
of the landscape of channel competitors.

Onethingisclear: Channel firms have grown farmore
selective aboutvendorrelationshipsinrecentyears,
and overthis pastyearspecifically have reduced the
numberof vendors they partnerwith. Since we began

tracking partner program participationTlyears ago, the
sweet spot forthe average number of vendor programs
channelfirmsisinvolvedinformally hasbeenbetween
fiveand14. That’'schanged. Thisyear’s study finds that of
allrespondents, the largest portion say they participatein
betweenl1to 9 vendorprograms, with a sharp year-over-
yearincreaseinthe group enrolledinjust1to 4 programs
(seeaccompanying chart). Even more notably, firms
thatreport participationinnovendorprograms at all
increased from7%to11% yearoveryear.

Infact, programenrollmentnumbers have declinedin
every categoryabovelto4inthelist.

LGTIA
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Number of Vendor Channel Partnerships

20 or more

15to 19

10to 14

5to9

1to4

i 2024
m 2023

None

Source: GTIA 2024 State of the Channel survey | 2024: n=417 NA respondents 2023: n=400 U.S. respondents

What accounts for the drop off inprogramnumbers? Many factors could be in play. Differing
business models and new adjacentroles have allowed channel partners to thriveinnew and
variedwaysintheindustry. Thathasimpacted how theyinteract withvendors. The same
programs, resources, incentives, and otherengagement/enablement mechanisms aren’tas
relevant today, leading channelfirms onasearchforthe best fit. This could mean settlingon
fewer, more relevant and/or profitable vendors on theirline card.

Anothermajorfactoristheincreased emphasisonsellingITand business services by many
channelfirms. Thisbusiness modelis farless vendor-dependent than one thatleans heavily
onproduct sales, which couldaccount forthe need by the formerto signup for fewer partner
programs. Consider the following: Just16% of channel firms thatidentify as sellers of tech
products participatein1-4vendor programs (the low end of the scale), while 43% of them are
involvedinamorerobust number of 10 more programs. The inverse is true of services-identifying
channelfirms. Respectively, 33% and 34% of tech services and business solutions firms
participatein1-4vendorprograms, while just 27% and 22% are involved in 10 ormore.

MSPs andtheirbusiness model offers another possible explanation. These firmsrely heavily on
aprimary PSA/RMM platform as the cornerstone applicationtorun theirbusiness. Think of those
fromvendorslike ConnectWise, Kaseya and thelike. These platformvendors forthe past decade
orsohave beenworking toimprove theirintegrations to third-party vendorapplications like
cybersecurity or CRM software, intheory enabling the MSPs more seamless operations of their
multi-vendor services stack and potentially lessreliance onindividual vendor program elements.

Lessjustmightbbe more, however. Despite adeclineinthe number of programs channel firms
participatein, those they have chosen make themhappy. Half of channelfirmsreportbeing
satisfied with theirvendorpartners, mirroring results fromlast year’s study. However, there was a
notableincreaseinthe numberof respondents that checked the box for the superlative option of
“very satisfied.” Athird of channel firms said this about theirvendors this year, nearly double the
18% that said soinlastyear’s study.

uGT|A GLOBALTECHNOLOGY INDUSTRY ASSOCIATION | STATE OF THE CHANNEL2024 | 29



Channel Satisfaction Level With Vendors

Today One Year Ago

48%

1% 1%

1%

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

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

The case canbe madethat channelfirms’ greater selectivity across fewervendorsintotalhas
resultedinbetterrelationships - the old quality vs quantity adageinplay. This year’'s satisfaction
levels map relatively consistently across channel firms of all sizes, with a slight edge in contentment
exhibited by the mediumtolargest companies. These firms typically have reached a more elevated
status withinvendor partner programs and can exert more leverage interms of becoming a
managed partnerwithaccesstomoreresources such as dedicated channelaccountmanagers. But
smaller firms, most of the channel, stillexpress ahigh degree of vendor satisfaction.

Vendorchurnisalsoaphenomenoninthe channel. A firm may work withthe same number of vendors
as the previous yearbut has changedup the mix of who they are. The No. Ireason for making a shiftis
the desire forbetter profitability and revenue growth - an obvious aspiration that 4in 10 respondents
cited. The second-most citedreasonis the desire to enternew markets, notanew activity for
channelfirmsbut one accelerating thisyearwith the rush to capitalize on the Alopportunity.

Reasons for Changes to Vendor Relationships

Looking for better profitability, revenue growth 40%
Looking to enter new markets 29%
Business model is changing 26%
Shifting away from products to solutions/consulting 24%
Selling more of our own intellectual property/brands 22%
Poor partner experience 18
Vendor financial viability in question

Current vendor relationships no longer relevant 17%

.
X
X X

Looking to sell business and exit the channel 15%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents
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Beyondvendorrelationships, the other fast-moving dynamicin the channel’s orbitisits
competition. If some thingsremain the same overadecadein the channel, the competitive
pictureisnotone of them. Today’s primary competition for the average solution provider,
resellerorMSPis arivalchannel firm, followed closely by online marketplaces and vendors selling
direct. Thisrepresents ashiftinbothrank orderandincidence fromlastyearwhennearly half of
respondents(49% and 46%, respectively) cited online marketplace and vendors as theirmain
competition, farahead of rival channel firms by more than 10 percentage points. Today, the
incidence of those three entities being cited as the main competitorto achannel firmhas evened
out, with40% of respondents citingrival channel firms, 36% online marketplaces and 35%
vendors selling direct.

View of Competitors in Business Today

Change in competition mix
from last year

Primary competition today

Other channel firms like mine 40%

27%

Onli ketpl Y
nline marketplaces 36% No change

Vendors going direct 35%
Channel firms of all business models 29%

Non-traditional players 24%

11%

Significant

Retailers 20% change

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

The evenbalance of competitortypes could reflect the channel’s pivotin how they deal with
encroachment by online marketplaces - and thatis, nottocompete head-to-head. The factis
that online marketplaces need notbe the channel’smortal enemy - they are here to stay. Savvy
firms have figured out how to work with and around them, selling their own offerings through
themwith transactions either facilitated by the marketplace e-commerce engine orlinked back
directly toachannel firm’s own storefront. Additionally, as channel firmsincreasingly focus on
services, one of the majorareas of opportunityliesin helping customers navigate marketplaces.
Whetherthe customerthen conducts the transaction directlyisn’t the point; the channel firm
willhave engaged pre-saleswith consulting help and after the transaction with services for
integration,implementation, cybersecurity and the like.
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Conclusion

sbusinesses and the global economy emerge
into a post-pandemic environmentin 2024,
the IT channelremains a dependable mainstay
of the technology industry ecosystem-a
system of connected, yet diverse companies that
serve astechnology andbusiness solutions experts.
The channelisinstrumental to the flow of ITgoods and
services fromvendors and distributors, aconduit for
roughly 57% orhigher of the total global spend on
technology peryear.

Times are changing.Intheyearahead, the channelwill
continueitsadoption of new technologieslike Al, while
uppingits gameindisciplineslike cybersecurity where
more complexand ubiquitous threats continue to vex
the business and consumer markets. Many channelfirms
are small, and continue to work on theirown evolution,
whetherthatis business modeltransformationsuch as
product-reselling-to-managed-services or seeking
outside help toimprove business operations and
financial fluency.

The nature of vendorrelationshipsis also changing as
channelfirmsshiftemphasistoITand business services
salesastheirprimary businessandbeginto culltheir
number of vendor partners to fewer, but more strategic.
Some goalsfortheyearinclude setting theirsightson
new customeracquisition,improvinginternal operations
and embracing technical complexity as experts that can
show customers the way. Many express concerns about
pricingand competition from online marketplaces,
while worrying about the direction the globaleconomy
couldgo.

There’smuchtokeepaneyeonin2024withrespectto

theIT channel, bothup and down. But forany naysayer

that'sbeen predicting the demise of the indirect sales

piece of the technology business chain - as some have
foryears -itisn'thappening.

LGTIA
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Conclusion

I

TIA’s State of the Channel study provides GTlAisresponsible forall content and analysis.
insights around key channel trendsin Any questionsregarding the study should be directed
business environments. to GTIAResearchand MarketIntelligence staff at

research@gtia.org.
The quantitative study consisted of an online survey
fielded to channelprofessionals during January 2023. A GTIAisamemberof the marketresearchindustry’s
total of 417 respondentsin North America participated Insights Association and adheres toitsinternationally
inthe survey, yielding an overallmargin of sampling error respected Code of Standards and Ethics.
at95% confidence of +/- 4.9 percentage points. This
survey was also fieldedin ANZ, ASEAN, Benelux, DACH,

and UK/Ireland. Sampling erroris larger for subgroups of IT professional
the data.

ANZ 132
Aswith any survey, sampling erroris only one source
Y Survey, SAmpIng errors ony ASEAN 129
of possible error. While non-sampling error cannot
be accurately calculated, precautionary steps were Benelux 129
takeninallphases of the survey design, collectionand
processing of the data to minimizeitsinfluence. DACH 131
UK & Ireland 129
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Appendix

Views on Channel M&A Activity

Moderate impact

Overly hyped phenomenon

18%
Major upheaval
Not sure

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Self-Rating of Company’s Business Acumen

Firms Overall Firms in Firms in Same or
Better Shape than 2 Years Ago Worse Shape
49%
38%
1% 2% 1%
. Expert . Intermediate . Beginner . Not sure

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents
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Managed Services Business Models

Pure-play MSP

Most Requested MSP Services

Hybrid model

Opportunistic model

Source: GTIA 2024 State of the Channel survey | n=225 NA respondents offering managed services

Cybersecurity services

Software as a service / cloud-based subscriptions
Remote network monitoring and management
Storage, backup services

Data analytics / FinOps

Help desk services

Al solutions/automation

Hardware as a Service management

Disaster recovery/business continuity services
Cyberinsurance policies and consulting

Unified Communications as a Service / telecom

||

X
S
X

51%

47%

41%

IS

40%
37%
36%
2
25%
25%

22%

Source: GTIA 2024 State of the Channel survey | n=225 NA respondents offering managed services

LGTIA

GLOBALTECHNOLOGY INDUSTRYASSOCIATION | STATEOFTHECHANNEL2024 | 35



Metrics Tracked by MSPs

Customer satisfaction metrics 55%

Core performance metrics 51%

Continuous improvement metrics 50%

Security and compliance KPIs 42%

Adherence to service level agreement terms 36%

Resource/employee utilization metrics 31%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Tools MSPs Use to Track Metrics

Customer satisfaction surveys 49%

KPI dashboards 46%

Ticketing systems 45%

Service level agreements 37%

Third-party monitoring tools 33%

Informal, homegrown tools 30%

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents
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Average Performance Metrics

= Less than 10% 10-19% = 20-29% = 30-39% = 40-49% 50-59% ®60-69% m70-79% m 80-89% 90%+

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents

Rating Business Performance Against Metrics

Close to meeting targets

Needs improvement

Meeting targets 28%

2% 1%
Unsure Far from targets

Source: GTIA 2024 State of the Channel survey | n=417 NA respondents
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