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APPLICATION OF CATEGORY MANAGEMENT IN
WESTERN BALKANS REGION

Summary: Under category of products is considered group of products which have
the same functional characteristics and cohesiveness. Such group of products should be mer-
chandised in one place on retail shelves. This merchandising has to secure the best approach
to shoppers. Also, such group of products has to be managed as a business unit. Management
of such group of products is called Category Management. If practiced properly, Category
Management has potential to significantly improve business results, what is already proven
on markets of USA and EU. Category Management based on these postulates has been intro-
duced in markets of Western Balkans about a decade ago. Still, it is questionable if Category
Management in this region is accepted at level to drive positive results. Main goal of this
paper was to find out acceptance and development of Category Management on these mar-
kets after about a decade of practice. Based on this, aim was to conclude if there is additional
potential for development in Fast Moving Consumer Goods (FMCG) industry based on furt-
her acceptance of Category Management. Reasons behind current situation also were one of
objectives of this research. Through implemented research, responses gathered from the
biggest companies in FMCG industry. Research results show that Category Management on
observed markets is not sufficiently developed yet and that is still in the developing phase.
However, results show that Category Management adaptation will highly accelerate in
following period.

Key words: Category Management, Category of Products, Category Manager

Introduction

Significant changes have occurred in the Western Balkans marketing channels
in the past decade. Retailers have gained significant power due to processes of con-
centration and integration (Bogetic, Veljkovic&Stojkovic, 2015). Many companies
in the growing and very competitive Fast Moving Consumer Goods industry face the
challenge of satisfying the consumers’ needs in most effective and efficient way
(Singh&Muller, 2006). We could say that, on long-term basis, not only the competi-

* dvaselic@gmail.com



Hapko Bacenuh / Jlagun I'octumuposuh, IIpumjena MeHaIMeHTa KaTeropuje Mpou3Bo/a ...

tiveness of enterprises but also their survival on the market horizon depends on this.
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 making a decision about
purchase (first moment of truth). These first seconds make all the difference between
the successful and unsuccessful ones, between those which have a future in the mar-
ket competition and those which do not, between those which have found a way to
reach their customers and those which have failed (Singh&Muller, 2006).

Until 1980s, there was advantage for companies that produce goods in compa-
rison to retail companies that resell goods. Producers had better knowledge on con-
sumers and more effective methods of gathering data about their target groups (Ka-
rolefski&Heller, 2005). Still, recent retail concentration, development in information
technologies and much closer partnerships between producers and retailers gave the
same access to necessary data. Real outcome of this new way of doing business is
new leverage where power shifts from producers to retailers. Key thing for this was
abolishment of recommended shelf price by producers (Golijanin, 2010). Having
this in mind, producers started to consider retailers as true business partners, since
they could not survive without their support. So, partnership became dominant term
and producers started developing this partnership being valuable partner to retail.

Following this development, the last decades of the 20th century saw the
emerging of a new form of product management — the concept of Category Mana-
gement. Category management is a recent retail management initiative that aims at
improving a retailer’s overall performance in a product category through more coor-
dinated buying, merchandising, and pricing of the brands in the category than in the
past (Suman, Murali, Mantrala&Rockney, 2001). Under category of products is
considered group of products, within products family, which have the same functio-
nal cohesiveness. Belonging to a category of products suggests elements of equality
that product may have with other products in the category, but points out precisely
the elements of diversity compared to other products (Gasovic, 2008).

The concept was initiated in 1985 year by US retail company Schucks (Boge-
ti¢, 2007) in times of increasing retail concentration in the domestic market. It was
soon adopted by the major international producers (Procter & Gamble, Unilever etc.)
in an attempt to develop expertise in this area as a response to the increasing domi-
nation of retail in the supply chain. Wider acceptance of Category Management is
connected with wider application of bar code scanners (Singh&Blattberg, 2001).

Adoption of the Category Management led to some important changes in bu-
siness operations. Some of them are (Karolefski&Heller, 2005):

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

- Consumer is in the 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.
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From previous quotes is visible that relationship between retailers and suppli-
ers is very important for Category Management. Retailers can significantly enhance
category performance by allowing a key supplier to assume the role of Category
Captain where the key supplier has significant input in Category Management ef-
forts. Still this relationship has to be tightly monitored and governed by retailers in
order to maximize results category management processes (Morgan, Kale-
ka&Gooner, 2007).

Process of Category Management

Category Management process takes place through phases of planning, orga-
nization and control and audit (Singh&Muller, 2006). Besides these three phases,
some authors also contemplate implementation as a separate phase (Vaselic, 2016).
In order to be closer to the Category Management practice, we will adopt that appro-
ach in this paper as well. Planning, as the first phase of Category Management pro-
cess, takes following steps (Bogetic, 2007):

- Category definition

- Category role

- Category assessment
- Category goals

- Category strategy and
- Category tactics.

Assortment of products or services is group of all products or services which
company sells or offers as services (Golijanin, 2010). In the process of defining
category assortment the starting point are the consumers and their understanding of
substitutability and compatibility of products as well as the manner of their purcha-
sing. In order to avoid subjective defining of the category assortment it is crucial to
maintain active participation of retailers and suppliers as well as including the deci-
sion making based on relevant research information about the consumers. Relevant
research information is data which can be obtained from the shop panel, household
panel and motivation research of the consumers.

When observing the role of categories, corporative strategy has to be suppor-
ted by individual categories and the roles of categories are assigned in the light of
corporative strategy. This strategy can make difference between different object
formats (one format consists of retail facilities with common characteristics like
number of square meters, strategy, assortment etc.) that the retailer possesses.
Category cross-analysis enables four types of roles: destination; routine/preferred;
occasional/seasonal; convenience (Bogeti¢, 2007).

When evaluating category potential it is necessary to perform category
analysis, sub-category analysis, brand analysis and product analysis on the basis of
consumer’s, market, retailer’s and supplier’s perception of the category
(Singh&Muller, 2006). The wish is to determine potential for growth of the category
and profitability contribution of the category or, it is necessary to determine the gap
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between what the category represents in present and what it might become in speci-
fic retail chain. Setting pace is the basis of strategy and tactics making for the
category and it is beneficiary for future business operations and overcoming the gap
between the potential and what the category currently is.

Essence of the fourth step in Category Management is establishment of
category goals agreed upon by the retailer and main suppliers (Bogeti¢, 2007).
Category goals are quintessentially set of indicators which direct category business
operations and indicators which tell us whether we are moving in the right direction.
Establishment of appropriate goals for the category enables drawing the conclusion
whether the business operations are in the right direction and at the right pace from
the regular revision of aim accomplishment. In order to make this step structured,
recommendation is to use Balanced Score Card tool (Kaplan, 2008).

Category Marketing Strategies are a set of decisions about the functions of in-
dividual sub-categories in the category business portfolio as well as the plan of reali-
zation of the category role and goals (Vaselic, 2016). Thereby, roles of sub-
categories in the accomplishment of category strategy are additionally stressed out,
which means that only well-orchestrated cooperation of sub categories leads to
synergy which is the efficient realization of category strategy. Karolefski and Heller
(2005) list seven possible category strategies:

- Traffic creation: attracting the shoppers into the shop, departments and categories
- Transaction generation: increasing the value of average purchase

- Generating the profit: Profit increase

- Generating money: Improving money flow

- Creating excitement: Creating interest and enthusiasm among the consumers

- Creating image: Strengthening the image of retailer in the eyes of the shopper

- Protection of market share: strong category positioning against competition.

After category strategy defining it is also necessary to define the tactics as the
final element in the product category management planning process. Tactical plan is
created with the purpose of making concrete actions with the aim to accomplish the
set aims of the category. That means that the actors of Category Management are
presented clear guidelines for the basic tactical plan: assortment, prices, promotions,
shelf presentation and shelving (Bogetic, 2016). There are noticeable systematic
differences in the impact of the price, promotion and assortment variables that de-
pend importantly on the category role that the particular category plays in the store's
overall portfolio (Dhar, Hoch&Kumar, 2001). Through tactical plan must be consi-
dered not only how it affects competing brands and total category sales, but also
how it could affect sales in other categories (Kamakura& Kang, 2007).

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 (Vaselic, 2016). Basically, directing resources means assigning tasks
to specific organization units and individuals, as well as establishing 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-
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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 (Bogetic, 2007).

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 improved tur-
nover, profitability, market share, inventory levels, higher level of cooperation with
suppliers, higher levels of consumer understanding and satisfaction (Gulenc&Araci,
2008). Moreover, it is generally considered to yield benefits for all partners within
the supply chain, including adding value for consumers through improved category
benefits and reduced marketing and distribution costs (Lindblom& Olkkonen, 2008).

Introduction of Category Management in markets of the region has started
only several years ago. Consequently, Category Management is not a widely accep-
ted method of product management in region so far. Specifically this was research
topic which will be presented on following pages.

Application of Category Management in the markets of
Western Balkans — research methodology

Research about the achievements in application of Category Management was
conducted on markets of Serbia, Croatia and Bosnia and Herzegovina since these
three markets are the biggest representatives of Western Balkans region. Research
was conducted from June to October 2015.

It was performed by online questionnaire. In-depth interviews were performed
with representatives of multinational companies present in these three markets.
Interviews were performed in order to obtain qualitative data and better understan-
ding of research topic which was used for better preparation of online questionnaire.

Aim of research was to comprehend development of Category Management
practices in Western Balkans region. Besides this, goal was to perceive opinions of
the industry about the potential of this concept. Through the answers obtained goal
was to confirm or oppose the thesis that there is potential for the development of
business operation on the ground of Category Management and that there are possi-
bilities to have synergetic effects with other business concepts.

Addresses of 5,387 individual respondents in FMCG sector in all three mar-
kets were gathered and out of that number 220 individuals from respectable compa-
nies were selected and asked to complete online questionnaire. Regarding the fact
that the presence and knowledge of Category Management is limited, this number is
acceptable and more than sufficient. Expected return rate of completed
questionnaires was 20% in order to be able to determine how representative was the
base aggregate number.
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In the end of research the number of completed questionnaires was 52 which
is 26% rate out of total number. Return rate is satisfactory bearing in mind the pre-
sence of Category Management practice in three observed markets.

Besides that, we wanted to achieve balance of gathered questionnaires from
individual parts of FMCG industry so we had equal number of manufactu-
rers/suppliers, retail companies and as the third group other respondents in FMCG
sector.

In the following three tables is the sample of respondents, or how the compa-
nies-respondents who completed the questionnaire were divided. They will represent
geographical division, division according to companies as part of FMCG industry
and division according to functional areas within the companies where the respon-
dents are employed.

Table 1: Geographical sample dispersion

Serbia Croatia Bosnia and Herzegovina

Collected questionnaires 36% 29% 35%

Source: Vaselic, 2016

Table 2: FMCG sector branch sample dispersion

Manufacturer Retailor Supplier Other

Collected questionnaires 51% 25% 16% 8%

Source: Vaselic, 2016

Table 3: Functional sample dispersion

Top management Sales Marketing Other

Collected questionnaires 26% 42% 24% 8%

Source: Vaselic, Gostimirovic, 2016

Within the sample 48% of the respondents are from the companies present in
over 10 markets, 14% are present in 6 to10 markets, 35% is present in 2 to 5 markets
and only 3% of companies are present in only one market.

One of the requirements was also the number of employees in the companies
of the respondents and following answers were obtained: 48% companies have over
1,000 employees, 25% have 100 to 1,000 employees, 23% have 10 to 100
employees and only 4% have less than 10 employees.

Application of Category Management in the markets of
Western Balkans — research results

The first part of the research was aimed at finding out who deals with the
category management in the companies. Answers to questions provided the basis for
making conclusions about the phase of development and acceptance of the concept
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on all three observed markets. All the obtained answers are presented in the
following Figure.

Figure 1: Dispersion of responsibilities for Category Management activities

1,9 1,919

W Category manager
B Key Account manager
¥ Business Development manager
B Trede Makeling mamager
B Mar keting director
B Brand manager
u Country manager
B Supply manager
Don't practice Category managoment
W Sales director
® Product manzger

Mar keting menager

Sales reprsentative

Source: Vaselic, Gostimirovic, 2016

It is evident from the pie chart that the highest percentage of responsibilities
for Category Management is assigned to Category Manager with 19.2% answers.
Category Manager is followed by Key Account Manager. Business Development
Manager and Trade Marketing Manager had 11.5% answers. These positions are
followed by Marketing Director (9.6%), Brand Manager (9.6%), Country Manager
(7.7%), Supply Manager (5.8%) and other positions with under 5% of answers.

This is not the most favorable state for the industry considering the fact that
the majority of responsibilities are on the Category Manager. It became evident from
the research that Category Manager consists 1/5 of answers. Besides Category Ma-
nager who is responsible for Category Management activities on the retail side, on
the producer/supplier side the most common answer is Brand Manager/Product Ma-
nager. They emerge in 11.5% of answers which is very low percentage. We can
draw a conclusion from all the above mentioned that the state of Category Manage-
ment on the producer/supplier side is poor and that on the retail side the situation is
better.

One of the guidelines of adopting and development are organizational links
within the companies themselves. That was precisely the subject matter of the con-
ducted research and it was done for the purpose of determining organizational links
for Category Management. Basic aim was to grasp to whom are organizationally
responsible the persons who deal with Product Category Management in the compa-
nies. Obtained results are presented in the following Figure.
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Figure 2: Organizational responsibility of employees dealing with Category Management

M Sales director or manager
M General director
Marketing director or manager

B Category director or manager

Source: Vaselic, Gostimirovic, 2016

It is evident that 56.5% respondents stated that the person who deals with
Category Management is organizationally responsible to Sales director or Manager.
In line with this is the piece of data that 26.1% of respondents stated that the organi-
zational responsibility is to General director, whereas 15.2% stated that it is to Mar-
keting director or Manager. Only 2.2% of respondents stated that the person dealing
with Category Management is responsible to Category Director or Category Mana-
ger. We can draw the conclusion that although there are people who are performing
activities of Category Management, we cannot say that there are established depar-
tments or units for Category Management within the companies or that there is stra-
tegic commitment to Category Management considering the fact that people who
occupy these positions are entitled to Sales director, Marketing director or General
director. When there is strategic commitment of the company to Category Manage-
ment, employees who are dealing with the activities of Category Management would
consist a part of an independent department or unit run by product Category Mana-
gement Director.

After this part our next task was to find out which activities are performed by
the professionals in the area of Category Management. The activities they perform
lead to knowledge about the level of development of this concept on the observed
markets. Obtained data is presented in the following Figure.
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Figure 3: Most frequently performed Category Management activities
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Source: Vaselic, Gostimirovic, 2016

Considering the fact that in this part the task was to state all the activities per-
formed and that a single respondent was able to provide multiple answers, it is rea-
sonable to explain only the answers with over 50%. Such activities are assignment
of shelf share for specific brands, trade promotions, consumer promotions, category
definition with specific products and control of category results.

Due to complex nature of the provided answers we can draw the conclusion
that only basic activities are being performed in the area of product Category Mana-
gement. In other words, all the activities with 50% answers are in the group of basic
or primary activities of Category Management. More complex ones like category
potential assessment, category role assessment, category tactics planning etc. did not
get percentage of answers.

Nevertheless, taking into account that almost all other activities were between
20% and 50% we can also draw the conclusion that there are companies which per-
form more complex activities but they still do not make the majority on the observed
markets.

Statements from the previous parts were directly confirmed by the respon-
dents when they were asked about the level of adopting Category Management in
the companies where they are employed. Answers are provided in the following
Figure.
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Figure 4: Adoption of Category management in the regional companies
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Source: Vaselic, Gostimirovic, 2016

We can see from the Figure that 55.8% of respondents consider that the adop-
tion of Category Management is inadequate on the regional markets. What is surpri-
sing is that 40.4% of respondents think that the adoption is adequate. The only
explanation is that the respondents are not familiar enough with the potentials and
possibilities of Category Management, hence they do not see or recognize possible
improvements in the application of the concept.

Confirmation of this opinion was provided in the following part where the re-
spondents were asked what the reasons of inadequate adoption of Category Mana-
gement in their companies were. Provided answers are presented in the following
Figure.

Figure 5: Reasons for inadequate adoption of Category Management in
the companies on the regional market
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Source: Vaselic, Gostimirovic, 2016
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It is clear that primary reason of insufficient adoption is insufficient
knowledge about the concept of Category Management in the respondents’ compa-
nies. This answer emerges in three quarters of the answers. Three answers which
appear in significant percentage but also with the significant difference compared to
the previous one are: small market potential, insufficient knowledge about Category
Management within my partners and no experienced professionals from the area.
Bearing in mind that Drucker proved twenty years ago that knowledge is one of key
factors of economic growth (Jednak&Kragulj, 2015), then we can rightfully say that
insufficient knowledge about the concept of Category Management is one of key
limiting factors.

Having all the findings in mind it was very interesting to see what the repre-
sentatives of the industry consider to happen in the future in the area of Category
Management in the region. Respondents stated whether they thought Category Ma-
nagement would gain importance in the following five years. Obtained answers are
presented in the following Figure.

Figure 6: Opinions about the future of Category Management
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We can see that over 80% of respondents answered that Category Manage-
ment would gain in significance in the period of 1 to 5 years. Those who consider
that it would remain on the same level are in negligible percentage. We can easily
conclude from all the above mentioned that more significant adoption and develop-
ment of Category Management is yet to come on the regional markets. It is very
encouraging state and it provides us the guideline of the direction in which FMCG
industry will be developed in the following middle-term period.
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Conclusion

Category Management as a new form of product management started to be in-
troduced to the markets of Western Balkans from 2005. Main reasons behind the
introduction of the concept were the necessity to strengthen the competitive position
and more readily welcome international competition.

Nevertheless, the concept is still not sufficiently developed on the observed
markets, which is to certain extent an obstacle to faster growth and development of
the industry on the observed markets.

Category Management is primarily developed to serve the function of sale and
professionals in the area are often organizationally responsible to people in charge
for sale. This is far from ideal situation which would mean existence of separate
organizational unit for Category Management.

Category Management is in qualitative sense still insufficiently developed
which is confirmed by the structure of activities performed in the regional compani-
es.

Respondents also consider that the concept is not sufficiently adopted and that
primary reason for such situation is insufficient level of knowledge about the con-
cept in the companies where they perform their business activities. We can conclude
that insufficient knowledge is one of the primary obstacles to more serious adoption
of the concept and consequently growth and development of the companies.

Besides this relatively negative condition of Category Management adoption
on Western Balkans markets we can conclude that more significant adoption of the
concept is yet to come and that FMCG industry is yet to make more significant steps
in this direction.
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INPUMJEHA MEHAIIMEHTA KATEI'OPUJE ITPOU3BOJIA HA
TPKUIITUMA 3AITAJHOI' BAJIKAHA

Casxicemax: Tlon xateropujom Ipou3Boja IOApa3yMHjeBa rpyrna IIpou3BoJa, 3a Koje
ce cMarpa J1a UMajy ucre (PyHKIMOHATHE KapaKTePHCTHKE U KOXEPEeHTHOCT. TakBa KaTeropu-
ja mpousBoza Tpeba J1a ce n3jIaxke Ha UCTOM MjecTy Ha MaJIONpoAajHuM rojunama. OBakBoO
n3Narame Tpeda ma ocurypa HajOoJbM MPUCTYIT KpajibeM Kymiry. Takohe, oBakBa rpyma mpo-
n3BoAa Tpeba ma Oyzae ympaBibaHA Kao MOCEOHA ITOCIIOBHA jeAWHUIIA. YTIPaB/hamkbe OBAKBOM
KaTEeropHjoM INPOU3BOJIA CE HA3WBA MEHAIMEHT KaTeropuje Mponu3Boa. AKO je IPaKTUKOBAaH
UCIIPABHO, MEHAIIMEHT KaTeropuje MpOW3BOAa MMa MOTEHIMjaJl a yHalpHjedu MOCIOBHE
pesyunrare, mro je Beh nokazano Ha TpxkumTiMa YCA u EY. MeHayMeHT kaTteropuje 3acHo-
BaH Ha OBHMM IIOCTYJIaTHMa je TOYeo Ja Ce YBOAW Ha TpkuIuTa 3amanHor bamkana mpuje
Jecerak roauHa. Mnax, joir ce mocraBiba MUTakbE Ja JIM je OH npuxBaheH y OBOM PErHoHy Ha
HUBOY J]a TEHEPHIIIC MO3UTUBHE pe3yiTare. [ TaBHU UJb OBOT paja je jaa yTBpau npuxsahe-
HOCT W pa3BHjeHocT llaTteropy MeHayMeHTa Ha OBa TPW TPXKHMIITA HAKOH JIECETaK I'OIUHA
NpakTHKOBama. CXOTHO OBOME, IWJb j€ Ja Ce YTBPAHU Ja JIM TOCTOjH JO0AaTHH HMOTECHIH]jal
pa3Boja HHAYCTpHUje pode MIMPOKe MOTPOIIHE Ha TeMeJby Beher ycBajama MeHaIMeHTa Kare-
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ropuje. Paziio3u 3a TpeHyTHO cTame cy Takole HcTpakiMBaHK Y OBOM pany. Kpo3 umiiemen-
THUPAHO HCTPAXUBAKE, OJTOBOPH CY NPUKYIUbeHH o Hajehux OMIII" komnanuja. Pe3ynra-
TH MCTPaXKMBama MOKa3yjy Ja MEHAIMEHT KaTeropHje Ha IOCMaTpaHUM TPXKHUIUTHMa HHje
jolI TOBOJBHO pa3BHjeH U Ja ce joil Hanasu y (asu pa3soja. nak, pe3ynratu nokasyjy na he
ce mpuxBatame Llareropy MeHaMeHTa y HapeJHOM TEPHUOY 3HAYajHO YOp3aTH.

Kamyune pujeuu: MeHalMeHT KaTeropuje NPOU3BOAA, KaTeropuja Mpou3BOJa, MEHa-
ep Kareropuje
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