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ACHIEVEMENTS IN IMPLEMENTATION OF CATEGORY
MANAGEMENT IN LEADING RETAIL COMPANIES OF
THE WEST BALKAN REGION

Summary: In many modern companies, managing a product or a product range is the
task and responsibility of individuals who are called category managers. Accordingly,
category management is a system consisting of management of individual products, product
ranges, brands or product categories. Category management is applicable in many different
types of companies and different types of organizational structures, no matter if it is about
consumer goods, industry products, services or something else. Category management can
also be defined as achievement of goals connected with products in an efficient way through
planning, organization and control. Modern companies change their organizational structu-
res based on products by introducing category managers. Product category is a group of
products within one product family, which are believed to have a certain functional coheren-
ce. Affiliation of a product with a category requires some elements of equality it can have
with the other products within the same category, but the emphasis is on its elements of
diversity compared to other products.

Some retail companies from former Yugoslavia region, have already completed or are
still going through the process of transition. Some have become the key players in the mar-
ket. In recent years, retail companies from Serbia, Croatia and Bosnia and Herzegovina have
started introducing the concept of category management . International retail chains which
are increasingly present in these countries apply the same concept. First results of the intro-
duction of category management, in spite of all obstacles and limitations, are certainly enco-
uraging.

Key words: Category Management, Product Categories, Category Manager, Product
Management, Retail Companies, Application Efficiency, Turnover Coefficient, Sales Growth

Introduction

Many companies in the growing and very competitive Fast Moving Consumer
Goods industry face the challenge of satisfying the consumers’ needs in most effec-
tive and efficient way. We could say that, on long-term basis, not only the competi-
tiveness of enterprises but also their survival on the market horizon depends on this.
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Assessment of their efforts made in process of adding value, takes place in front of
store shelves in just a few seconds, i.e. in the moment of decision about purchase
(first moment of truth). These first seconds make all the difference between the suc-
cessful and unsuccessful ones, between those who have a future in the market com-
petition and those who don’t, between those who have found a way to reach their
customers and those who have failed.'

Because of the modern lifestyle characterized by lack of free time of individu-
als and the domination of those with purchase power in the value chain, it has beco-
me must for the modern business to find a better approach to the final consumer”.
Following this development, the last decades of the 20™ century saw the emerging of
a new form of product management — the concept of category management. The
concept was initiated by US retail companies in times of increasing retail concentra-
tion in the domestic market’. It was soon adopted by the major international produ-
cers (Proctor & Gamble, Johnson & Johnson, Unilever...) in an attempt to develop
expertise in this area as a response to the increasing domination of retail in the sup-
ply chain.

Adoption of the category management led to some important changes in busi-
ness operations. Some of them are:

- Management based on groups of similar products and not on individual products

- Consumer is in focus of attention

- Retailers and suppliers work together to offer the consumer higher value for invested
money,

- Retailers and suppliers work together to optimize their own value chain,

- Power shifts from suppliers to retailers,

- Creation of multifunctional teams of retailers and suppliers instead of earlier contacts
through sales and purchase departments, etc.*

Up until the 1980°s, the producer companies enjoyed a great advantage in do-
ing business with retailers. They had better ideas about the consumer needs because
they used more efficient methods to collect data from the market. However, the mo-
dern progress in information technologies and the partnership between producers
and retailers allow both sides equal access to data about sales figures and market
share. The result of these developments lies in the shift of power balance from pro-
ducer companies (suppliers) to retail companies. Accordingly, modern producers,
even those wit powerful brands, became aware of the fact that retail needs to be
treated as key customer or consumer. It is necessary to build best and closest possib-
le relations with retail companies, just as with end consumers.’

Category management process takes place through phases of planning, orga-
nization and control, and audit. Besides these three phases, some authors also con-
template implementation as a separate phase®. In order to be closer to the category

! Vaseli¢ D:“Fast Moving Consumer Goods Category Management”, Master thesis, Subotica,2009, str.5
2 www.infosys.com, Infosys: “Collaboration in Category Management”, June 2008

3 Vaseli¢ D:“Fast Moving Consumer Goods Category Management”,Master thesis, Subotica,2009, str.5
* Lehman D. and Winer R.: ”Product Management”, 3rd edition, Mc Growe, Boston, 2001, str. 51

> www.categorymanagement.com, Jerry Singh: “Linking Category Management to Retailing Strategy”,
March 2008

8 Vaseli¢ D:“Fast Moving Consumer Goods Category Management” Master thesis, Subotica, 2009, str.6
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management practice, we will adopt that approach in this paper as well. Planning as
the first phase of the product category management process takes following steps:

- Category definition

- Category role

- Category assessment
- Category goals

- Category strategy and
- Category tactics ’

Category organization as the second phase of the category management pro-
cess represents the directing of resources in order to achieve the strategic goals and
planned tasks. Basically, directing means assigning tasks to specific organization
units and individuals as well as establishing of responsibility for completion of
tasks.

Keeping in mind the above mentioned, implementation can be observed as a
special, third phase of the category management process. Primary goal of the im-
plementation phase is implementation of plans created in the planning phase through
the organization established in the organization phase.

The fourth activity or function of the category management is the control and
audit. Control means measurement and correction of activities with the aim to achie-
ve goals and plans. Control is tightly connected to audit. Audit represents control
and reassessment of the overall activities of a company.®

Results achieved by retail companies in developed market economies indicate
that the implementation of category management as a new concept of management
of categories (grades, groups of homogenous products) has led to an increased sales
volume, higher level of cooperation with suppliers, higher levels of consumer satis-
faction and more efficient usage of invested assets.

Introduction of category management in markets of the region has started only
several years ago. Reasons for the late starts of implementation of the concept are
well-known. However, we must note that in this region, category management is not
a widely accepted method of product management in retail and so far, only several
companies have had the courage to start with implementation of this process.

Major retailers in the West Balkan region (Delta, Mercator, Konzum) have
already grasped the significance of category management and they have started prac-
ticing this concept. The first results are already visible. The mentioned retailers un-
derstand that if they want to be prepared for the upcoming competition from the
more developed markets, they have to master the modern business trends and thus
improve their competitive abilities. By mastering the category management process
as a new form of product management, retail companies in the region hope that they
will have enough time to adapt this concept to their business environment, and thus
be better prepared for the competition.

" Bogeti¢ P. Z.: “Product Category Management”, Data status, Beograd, 2007, str. 87
8 Singh J, Blattberg R: “Next Generation Category Management”, Datamonitor PLC, London, 2001, str.
180
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Efficiency of implementation of category management concept in three
major retail companies of the region

Research results undoubtedly show that the concept of category management
in Fast Moving Consumer Goods sector has improved the previous management
methods where procurement and sale were separated. Also, this concept unites all
most important elements of retail management: product range, pricing policy and
marketing activities. This enabled retail companies in the region (Serbia, Croatia and
Bosnia and Herzegovina) to achieve significant growth in sales, turnover coefficient
as well as profitability upon implementation of the concept (Table 1)
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Table 1. Indicators of success of CM implementation in three largest
companies of the region’

? Vaseli¢ D: “Fast Moving Consumer Goods Category Management”, Master thesis, Subotica, 2009, str. 158-161
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Conducted research proves that there is no “magic formula” which would
undoubtedly show how a category, subcategories and segments within a category
should be organized. Too narrow or too wide organization of category range can
result in sales loss in the first case or small turnover coefficients in the other case. In
both cases, profits will be lost. It is therefore necessary to continuously reassess the
categories, collect the available data on performance of categories of competitor
companies and control in detail the performance of own product categories.

Research results indicate that the category management concept was accepted
by the key accounts because they realized that it is an efficient way to manage their
entire product range, and that they greatly benefit from it. Also, consumers saw that
the principle of homogeneousness and consistency of product range segments in
stores was respected when establishing the categories. The presented turnover
growth rates, even when corrected for the present inflation, are impressive and res-
pectable. Also, all three companies experienced increased profitability in almost all
product categories. This proves the justification of investment in category manage-
ment.

Basing on the presented research results, we can assume for all three retailers
that they made good steps forward by launching the category management imple-
mentation in their businesses. Already in the first two to three years, they
experienced an increase of turnover, increase of turnover coefficient and increase of
profitability in all categories. Future results should not be missing if the concept of
category management is further developed and improved in accordance with their
own needs and abilities, respecting at the same time the experiences and achieve-
ments of the more developed markets.

It is important to note that all three observed retailers managed to overcome
the initial difficulties and that at the present moment, the attitude of their staff mem-
bers in regard to category management is mainly positive. Both management per-
sonnel and in-store employees see the process as something that will provide positi-
ve business results and improve their competitive advantage."

We must emphasized that, by increasing their competitiveness and impro-
ving their business parameters, the companies which adopted the concept of mana-
ging products as separate business units also increase the competitiveness of
economy in general, so that it becomes stronger and more independent. If the produ-
cers/suppliers from the region adopt this concept on time, their chances for equal
market competition with the approaching international competitors will improve.

The conducted research efforts also show that there are more possibilities to
improve the practice of this concept in the region and that the most successful
examples in this area are still in the beginning phase of the exploitation of positive
effects from the implementation of the concept. The present practice of non-
consistent introduction of category management must be avoided. Creation of
category management teams must be based on healthy logic and good practice,
which is certainly not the assignment of obligations and responsibility without the
decision-making competences. The balance between obligations and responsibilities

19 Gostimirovic L.,Ahmetasevic J., E-Government Marketing, Lap Lambert Academic Publishing,str.21
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on one side and the possibility to influence business on the other side must be obtai-
ned. Also, there must be balance between the tasks required by category manage-
ment and the resources needed to carry out these tasks.

In response to the upcoming concentration of the retail market in the countries
of this region, it is possible to offer organization of specific functions of category
management for several markets in the region. In this way, it will be possible to
respond to the requirements of the economy of scale (economy of scales). Also, it is
possible to achieve expertise in certain fields and categories, which is currently an
advantage of the companies which still intend to enter the markets of the region.

Education of the employees is one of the most important factors — preconditi-
ons for successful implementation. The necessity to clearly define obligations and
responsibilities of category management teams can be highlighted as another impor-
tant factor, as well as reduction of the intervening of top management in operational
activities. It is recommended to focus the majority of management efforts on results.
One of the most important issues observed in the conducted research refers to the
necessity of improved coordination between the category management teams and the
staff members in charge of implementation in stores. Consumer surveys, primarily
motivation and competition surveys, will surely contribute to the improvement of
significance of retail companies.

Department management as a new form of category management is familiar
for the retail companies in the region, and some of them are even trying to imple-
ment the first steps of this concept. Its benefits will surely encourage the other retail
companies to start with their own practice of this concept.

Critical review of the category management practice in the leading retail
companies in the region

The conducted research enabled the creation of the SWOT matrix for the im-
plementation of category management in the region. The creation of the SWOT
matrix resulted in systematization of strengths and weaknesses of the category ma-
nagement practice, as well as opportunities and threats which the leading retailers in
the markets of the region are facing. The matrix shown in Table 2 serves to easily
spot the characteristics of the category management in the region.

STRENGTHS WEAKNESSES
1. Relatively “early” introduction compared to the |1. Relatively “late” introduction compared to fore-
number of stores and market development, which |ign competitors
enables better implementation of the concept 2. Market fragmentation
2. Awareness about the necessity to further im-  |3. Nonexistence of category management teams
prove the concept implementation 4. Insufficient education of employees
3. “Worked out” concept which was proven as 5. Insufficiencies of information systems
successful in more developed markets 6. Coordination between category management
4. Existence of educated and experienced indivi- |teams and stores
duals who are familiar with the problems 7. Insufficient cooperation with key suppliers
8. Insufficient research of competition and attitude
of consumers
9. Measurement of category profitability “in the old
way”’
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1. Improvement of competitiveness through 1. Cost efficiency of the concept implementation in
category management before the arrival of strong (light of weak economy of scale
international competitors 2. Arrival of competitors with significantly larger
2. Improvement of consumer perception through [economy of scale and longer history of category
introduction of category management management implementation
3. Providing more independence for category 3. Importance of prices for consumers in the region
management teams with focus on results which diminishes the importance of the concept’s
4. Better harmonization of training to concrete results for the end consumer
needs 4. Too much focus of top management on new store
5. Category management launch can be combined |openings and new markets entries
in the beginning with loyalty programs and depar-
tment management

OPORTUNITIES THREATS

Table 2. SWOT matrix of product category management in the region'

If we wish to present the shortcomings of the category management in the co-
untries of the region, then we surely must highlight in the first place the inconsisten-
ce of category management introduction. It frequently occurs that retail companies
declaratively announce the launch of business in line with category management
principles, but very few aspects of their retail business methods change significantly.
It happens that people who until recently have been working in procurement are
appointed category managers for the product range they used to lead, while their
boss becomes director of category management, the category managers get assistants
from the existing resources, and that is where the transfer to the “new” way of busi-
ness ends. Of course, it cannot be good for a company to conduct the adaptation to
the category management practice in this way. The company cannot expect the proc-
laimed goals to be achieved and competitiveness improved. Also, this method of
introduction is not good for the category management concept itself, because the
basic values of the concept are being derogated.'

All of this is accompanied by the transfer of decision-making competences,
obligations and responsibilities to the category managers. Namely, when the transi-
tion to category management is carried out in the described way, it usually means
that obligations and responsibilities are transferred. The decision-making competen-
ces for most issues are kept at the higher levels. This creates confusion of the new
category managers, because new working methods designed to improve company’s
business are being publicly proclaimed while at the same time very little changes in
practice. At the same time, the decision-making competences are kept away from the
category managers. What can be devastating for the new organization is the fact that
in some companies, the new category managers are held accountable although they
did not have the decision-making power. This creates frustration and the best staff
members soon start leaving the organization which treats them unfairly. The best
staff members are the first one to leave because they can easily find new jobs. Less

! Vaseli¢ D:Fast Moving Consumer Goods Category Management, Master thesis, Subotica,2009,
str.164

12 Gostimirovic L., Ahmetasevic J., How often the Industires Introduce New Products to the Market:
Wood Industries of FB&H Results, International Journal of Academic Research in Business and Social
Sciences 2016,str.301
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good staff members stay longer, which diminishes the competitive advantages of the
company. Also, attracting new good employees is difficult because they all seek the
best possible work environment they can find.

Designing the category teams is the next weakness in category management
practice in Serbia, Croatia and Bosnia and Herzegovina. There is no clear concept of
category team formation in the observed markets. The category teams usually con-
sist of category managers and their assistants, who are in some cases accompanied
by junior category managers. Such practice significantly derogates the category ma-
nagement practice which is incapable of delivering optimum results. The current
practice in the observed markets suffers to a great extend from lack of analysts in
category teams. Given their existing resources, category teams are not able to dedi-
cate their time to the necessary analysis. High quality analysis can contribute to the
improvement of practice and focusing on activities which can provide the highest
increment. Therefore, we often have the situation where the product range is selec-
ted or modified without clear sales indicators or potentials of individual products.
Already seen practical situations show that even the best rotating products are being
removed from the product range because the category manager did not have enough
time to get familiar with the performance of that product. It also occurs frequently
that the suppliers are out of stock of fastest rotating products for a brief period of
time. If category manager examines the sales results for that period, they will see
that it is very low or non-existent, and then they proceed to remove the product from
their range without analyzing it for a longer period of time. Until the removed pro-
duct is listed again, sales results will suffer and customers will be dissatisfied.

The information systems used by the companies in the region are, with a few
honorable exceptions, mainly inadequate. These information systems are in most
cases taken over from the period before the implementation of category manage-
ment. In best cases, the existing systems were upgraded but without any major struc-
tural overhauls. These systems currently mainly support the access to historical re-
cords and creation of simple comparisons of several basic parameters in given busi-
ness periods. Business intelligence required by category managers is not supported
by the information systems available in the markets of the region.

Calculation of profitability of category is also quite underdeveloped in the re-
gion. One of the reasons lies in the fact that ABC method of costs calculation has not
been adopted by retail companies. This is why the category profitability calculations
are end with approximate calculations of profits delivered by a category. In most
cases, there is no calculation of all costs related to the given category. With this
method of costs calculation, the fixed costs are taken into account on a very low
level. The ones taken into account are calculated basing on performances of the enti-
re companies and then allocated in certain percentages to each category. Such prac-
tice of costs calculation usually results in a distorted picture of category profitability.
This is even more significant if we consider that profit rates of retail companies are
very low. The described method of costs calculation can in many cases lead to the
false impression that a category has operated with loss or profit in an earlier period,
which might impose wrong business decisions.
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All described problems in category management practice in the countries of
the region represent significant weaknesses. Because of the specific characteristics
of the markets in the region, some of the weaknesses are caused by objective factors.
However, it is important to emphasize the introduction of category management in
business operations of these companies. By taking this step, the observed companies
have displayed a desire to improve their business, thus encouraging the development
of practice in this region. Considering the business operations of these companies so
far, there is no doubt that further advancement in practicing the category manage-
ment concept will follow, and that the competitiveness and business performances
will improve.

Conclusion

Retail companies improve their competitive abilities by implementing the
concept of category management. By improving their competitiveness, they become
stronger, more independent and less submissive to acquisitions by international
companies. Besides the obvious benefits for the retail company itself, this also pro-
vides multiple benefits for the society in general. Namely, by improving their com-
petitiveness, retail companies release the unnecessarily engaged assets, thus increa-
sing the competitiveness of the entire economy. At the same time, the presence of
local retail companies allows local producers an easier access to the space for their
products on the shelves. In this way, the production sector is improved as well.

The presented facts show that the observed markets in the region have
experienced relatively low concentration of retail so far. The insight in practice of
more developed markets leads to conclusion that serious concentration is still to
come. It may occur through opening of new stores of the exiting retailers from the
modern retail chain. The other option is acquisition of stores form the traditional
retail chain. The third option assumes that as the markets develop, large international
retailers will enter the markets of the region. It is very likely (almost certain) that the
future concentration of retail will be a combination of all three options. One of the
ways to prepare for the upcoming increased competition is adoption of category
management as a way to improve competitiveness.

Because of the size of the observed markets and the category management
requirements in human and financial resources, it is necessary to harmonize the
category management with the realistic capabilities and keep it within the
framework of cost efficient investment. In this aspect, it is possible to consider the
possibility of integration of certain functions at the level of multiple countries in
which a certain retail company operates, which is not the case at this moment. Inte-
gration of certain functions at the level of multiple countries would result in
economy of scale which would bring multiple benefits. One of the benefits would be
a much faster return of funds invested in category management.

An expansion of category management teams can be expected as the economy
of scale of retail companies in the region increases. This is considered one of the
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essential inadequacies of the current method of category management practicing in
the region. Since the low economy of scale is one of the objective factors of insuffi-
cient development of category management, it can be assumed that the increased
concentration of retail market will create conditions necessary for further develop-
ment of category management teams.
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JOCTUI'HYRA Y UMIIVIEMEHTAIIUJN YIIPAB/bAIbA
KATEI'OPUJAMA Y MAJIOITPOJAJHUM ITPEAY3ERUMA Y
PET'MORHY 3AITATHOI' BAJIKAHA

Castcemak: Y MHOTHM CaBpEMEHUM KOMIIaHHMjaMa, YIPaBJbambe MPOU3BOIOM HIIH
aCOPTHMAaHOM TIPOM3BOJA je 3aJaTak M OATOBOPHOCT TIOjeAMHAIa KOjU ce 30BY MEHalepu
kareropuje. CXOIHO TOMeE, yIpaBJbarkbe KaTErOpHjOM je CHCTEM KOjU Ce CACTOjU OJ] YIIpaB-
Jbamba M0jeANHAYHUM IIPOU3BOIMMA, ACOPTUMAaHUMa IIPOU3BOAA, OPEHA0BUMA MIIH KaTeropH-
jama mpou3Boja. YIpaBibamhe KaTeroprjama ce MOXKe MPUMjEHUTH Y MHOTUM Pa3IHYUTHM
TUTIOBMMA KOMITaHHja ¥ Pa3IMYUTHM BpCTaMa OPraHM3alHMOHUX CTPYKTypa, 0e3 oO3mpa ma
JU Ce Paguiio O poOM LIMPOKE MOTPOILE, MHIAYCTPHjCKUM IPOM3BOAMMA, YCIIyrama MM
Heuemy JApYrom. YIpaBibame KaTeropujama takohe ce Moxke JeUHHCATH Kao MOCTH3ambe
IIMJbEBA TIOBE3aHUX ca IPOM3BOIMMA Ha e(UKacaH HaYWH KPO3 IUIaHUPame, OpraHnu3alujy u
KoHTpoisry. CaBpeMeHe KOMITaHHje MHUjerajy BbUXOBE OpraHU3aluoHe CTPYKTYpE Ha TeMEJbY
npousBosia yBohemeM MeHanepa karteropuje. Karteropuja mpomsBopa je rpyma Nnpou3BoAa
YHyTap jeIHe MOpOJHIe MPOM3BOIA 32 Koje ce Bjepyje Ia mMajy onpelheHy (GyHKIMOHAIHY
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KoxepeHTHOCT. [loBe3nBame MPOM3BOJa C KATETOPHjOM 3aXTHjeBa HEKE €JIEMEHTE jeTHAKOC-
TH KOj€ MOTY UMAaTH C OCTaJMM NPOU3BOJIUMA YHYTap MCTE KaTeropuje, HO Harjiacak je Ha
BHUXOBHM €JIEMEHTHMA Pa3IMuuTOCTH y mopehemy ca npyrum mpousBoguma. Heke maiorn-
pozajHe KOMIIaHHje ca mojpy4ja Ousiue JyrocnaBuje Beh cy 3aBpiiuie Win joil YBUjeK Mpo-
nase Kpo3 mpotiec Tpansunyje. Heke cy mocTanu KibydHH HUrpadd Ha TpxUITy. [locibenmux
rojuHa, MajonpoaajHe kommnanuje uz Cpouje, Xpparcke, Te bocue u Xepuerosune mnovese
Cy YBOAMTH KOHIIENT yIpaBibama Kareropujama. Mel)yHapoaHu TproBayku JIaHIU KOjU CY
CBE NMPHUCYTHUjH Y OBHUM 3eMJbaMa IMpUMjerbyjy UCTH KoHuenT. [IpBu pe3ynraté ysohema
yIpaBJbamka KaTeropujama, ynpKoc CBUM MpenpeKkaMa U OrpaHuuehUMa, CBaKako Cy oxpab-
pyjyhu.

Kwyune pujeuu: Yupasibame kareropujoMm, Kateropuje npousBoma, MeHanep
Kareropuje, Ympasibame npousBoanma, Mamomnpoaajaa npenyseha, E¢ukacHocT npumjere,
Koedummjent npomera, Pact npomaje
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