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Purpose: The purpose of this article is to present the problems and challenges faced by
organisation of distribution logistics with a selected example. Comparing the company to the
competition and focusing on the problems and challenges faced by the studied enterprise on the
market of fast-moving consumer goods.

Design/methodology/approach: The subject of the study is the evaluation of distribution
channels of the selected enterprise through the analytical and point method.

Findings: The obtained results, thanks to the use of the analytical-point method and the
efficiency index of distribution channels, indicate that for the surveyed enterprise, Eurocash
distribution channels are not sufficiently effective. The indicator of distribution costs in sales
compared to the competition is the highest. Several factors had an impact on such results.
Research limitations/implications: However, the issues presented in the paper regarding the
problems and challenges of distribution organization cannot be considered as exhaustive,
because the discussed topics constitute a multifaceted and interdisciplinary research area.
The study would be more complete if the management of distribution logistics on the FMCG
market were presented based on the changes caused by the Sars-Cov-19 pandemic.

Practical implications: The conducted research draws attention to the effectiveness of
distribution channels on the FMCG market. The article may be useful for enterprises providing
services in this business sector.

Social implications: The article shows the importance of making decisions in the area of
distribution processes that significantly affect the entire supply chain, and thus customer
service. The use of optimal distribution channels affects the efficiency of logistics services,
contributing to an improvement in the quality of service provided to the final recipient and the
competitiveness of the company on the FMCG market.

Originality/value: The work is addressed to entrepreneurs operating in the FMCG industry.
As well as all those interested in the subject of logistics, management and distribution on the
market of fast-moving consumer goods.
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1. Introduction

The basis for conducting and expanding an enterprise's operations is the sale of
manufactured products or services. There is currently a lot of competition in many markets and
companies are trying to gain an advantage by introducing organisational, technological or
technical changes. The ability to adapt to changing market conditions allows enterprises to
maintain their position on the market and achieve success. The precondition for the smooth
functioning of the market is an economy based on a large number of small enterprises.
The underdeveloped sector of small and medium-sized enterprises causes an economic
slowdown (Dziadkiewicz, Kiss, 2011, p. 168). The Fast Moving Consumer Goods (FMCGQG)
market is considered to be one of the most dynamic, flexible markets, while being resistant to
crisis (Gora et al., 2018, pp. 1065-1066). This industry is dominated by online sales, where
mainly small enterprises compete with each other as well as the development of large
enterprises offering various product distribution channels (Drucker, 2018, p. 39). Although in
recent years there has been a decline in small and medium-sized enterprises in this sector, this
form of activity still prevails on the Polish market (Barska, 2019, pp. 7-8)

The primary function of an enterprise operating in the FMCG sector, which allows for the
presence on the market and sales of goods and services and gaining a competitive advantage,
1s distribution (Pecolt, 2014, pp. 108-109). Determining the best distribution strategy for a given
enterprise makes it possible to approach this objective. The choice of the appropriate
distribution strategy by an enterprise depends on many factors. The most important of these are
(Kolasinska-Morawska, 2014, pp. 10-11):

e characteristics of products, e.g. vulnerability to loss of value,

e customers' needs and expectations regarding the availability of products at points of

sale, the conditions of their purchase or the possibility of using additional services,

e the competitive position, requirements and subjective structure of commercial agents,

e availability of the distribution network in a given market and the possibility of its use in

the created distribution channel,

e the size and type of financial and material resources, e.g. logistics infrastructure

designated to create a distribution system.

Distribution functions are also designed to balance the differences between the
manufacturers' offer and the real demand reported by customers. This applies to such issues as
the type of goods, time, place, quantity or product range. It is assumed that these differences
are objective. This consists in the fact that the circumstances of making production decisions
are different (what to produce? where to produce? when to produce? in what quantity?) and
other circumstances affect the purchasing decisions made by the final recipient (Rutkowski,
2002, pp. 45-48).
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The main distribution functions include (Arya, Mittendorf, 2013, pp. 99-100):

e transaction (coordination) function — the purpose of this function includes all operations
related to the purchase and sales of goods, including balancing demand with supply;

e organisational (logistic) function — consists in the organisation of all processes to which
the product is subjected. The most important activities are transport, storage of goods,
commercial processing, transformation of the production range into a commercial range
and creation of appropriate conditions of sales.

The FMCG market is dynamic and constantly evolving. The FMCG sector mainly includes
everyday products, i.e. food products, including those for animals, cigarettes, beer, cosmetics,
cleaning products and personal hygiene, household chemicals, or small household products.
The FMCG market is not an easy field for business activities, as competition is very high here.
Competitive entities fighting for the end customer adapt the entire production and logistics
facilities to the needs of buyers, among others, through offers tailored to their expectations in
terms of the type and quality of products, acceptable price levels, convenient location of shops,
convenience of shopping or quality of service (Twardzik, 2016, p. 49). In the case of fast-
moving products, the unique proposal should meet the consumer's expectations and be adapted
to their social and financial profile. FMCG market players must learn about consumer habits or
preferences that change. As a consequence, enterprises should immediately automatically adapt
to the changing tastes of customers and respond to their needs, which is why distribution
management is important in this sector (Brzozowska, Kabus, 2018, pp. 7-8).

The purpose of this article is to present the problems and challenges faced by organisation
of distribution logistics with an example of a selected enterprise. Comparing the company to
the competition and focusing on the problems and challenges faced by the analysed company
on the market of fast-moving goods.

The thesis consists of an introduction, research methodologies, results and discussions as

well as conclusions.

2. Materials, research methodology and research sample

2.1. Research background

A distribution channel is a set of organisational branches of an enterprise and external
entities that participate in the process of selling the product on the market or a network of
persons and companies cooperating in the process of introducing goods or services for use or
consumption (Pisz et al., 2013, pp.146-147). Distribution creates two main decision-making
problems. The first relates to the method of sales, selection of the best distribution channel in

terms of transactions. The second is physical distribution, i.e. choosing the right way to transfer
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the goods from the place of production to the final customer. Physical distribution process
management is described as distribution logistics, which combines the processes of planning,
organising and controlling the supply chain, and related information (Stawinska, 2008,
pp. 27-28, Kabus, 2016, p. 145). Distribution channels with the right structure, type, capacity
and competitiveness allow for the implementation of a specific sales volume, while the
appropriate organisation of physical distribution should provide buyers with a satisfactory level
of service, while minimising the total cost of distribution (Zahng et al., 2012, p. 250).
In the FMCG market, there are several types of distribution channels when it comes to the

distribution of consumer products (Figure 1).
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Figure 1. Typical distribution channels for consumer products. Source: Michalski E., Marketing -
Academic Manual, PWN, Warsaw 2017, p. 261.

Figure 1 shows the different types of distribution channels for consumer products. The first
channel marked with the letter A is the direct distribution channel between the manufacturer
and the buyer. In this case, the manufacturer communicates directly with its customers and
applies a mass promotion. Direct channels of distribution of consumer products can take many
forms, such as (Michalski, 2017, p. 260; Shetty, Basri, 2017, p. 20):

e sale through the manufacturer's factory shops,

e sales based on catalogues or online purchases,

e sales of banks' financial services and insurance policies,

e sales of products through personal contact (marketing acquisition),

e sales by organising promotional parties in order to present the product to potential

customers, the type of sales used in the cosmetics industry or household goods.

Direct distribution is more common in the case of sales of industrial products when
compared to consumer products. This is because the individual batches of industrial products
sold are much larger than in the case of consumer goods. The subsequent channels presented in
Figure 1 relate to intermediate channels for the distribution of consumer products.
In these channels between the manufacturer and the consumer, the ownership of the products
passes through one or more intermediaries. In channel B, the product initially reaches the
retailer. This distribution method is common when selling products with high storage costs
(cars, computers, TV sets or mechanical household appliances). In channel C there are two
intermediaries: a wholesaler and a retailer. This is how products of general use, whose storage

costs are low, are moved, similarly to the unit prices for the product. The product first goes to
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the wholesaler and then to the retailer, and then the product goes to the final customer.
Channel C is used, for instance, for the sales of candies and chocolate products. In addition to
the wholesaler and retailer, Channel D also includes agents or brokers. Their task is to
investigate the market and lead to direct contact between the manufacturer and the wholesaler,
sometimes also the retailer. On behalf of the manufacturer, agents or brokers may negotiate
terms of sales or carry out marketing functions, but as the only ones in the distribution channel
they do not acquire ownership of the product. In many cases, it is unprofitable for manufacturers
to carry out their own distribution activities. When looking for savings, entrepreneurs choose
an intermediate distribution channel for their goods. Intermediaries are a source of savings.
Thanks to their specialisation they reduce the differences in time, place and possession between
the production of goods and the final customer.

The distribution channels are also distinguished by the nature of the links between the
channel members. There is a conventional channel and a vertically integrated channel.

In the conventional distribution channel, each participant individually strives to maximise
its profits by using aggressive negotiations, and the next link is the last buyer for the previous
one (Gotembska, 2010, p. 202). It is also characteristic for the conventional channel that
contacts are rare, they take place due to the need to conduct a specific purchase-sale transaction
(Gora et al., 2018, p. 1065). In turn, the vertically integrated channel includes manufacturers,
wholesalers and retailers. They create a distribution channel in which one of the entities is the
owner. This type of distribution channel prevails on the FMCG markets. In vertically integrated
channels, corporate, contractual and administered channels are listed (Gotembska, 2010,
p. 203):

e corporate — they consist in the coordination of the activities of all channel participants

by one enterprise, having ownership of the other channel participants,

e contractual — channels where participants are independent at different levels of
production and distribution but have to comply with the commitments contained in
contracts,

e administered — a characteristic feature of this type of channel is the economic dominance
of one of the channel participants over the others, which is coordinated by the remaining

entities.

2.2. Selected example of an enterprise operating in the FMCG industry for analysis

Eurocash S.A is a joint-stock company consisting of many business units and brands of
shops such as Delikatesy Centrum, abc, Mila, Groszek or Lewiatan. The company's goal for the
last 25 years has consistently been to provide independent companies with effective tools for
business development and to guarantee innovative cooperation offers. The possibility of
cooperation with the Eurocash Group enables small shops to compete with the largest
supermarkets or discount shops. Over the years, the company has achieved the leading position
in the wholesale market in the FMCG industry (https://grupacurocash.pl/).
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According to a report published by the Eurocash Group, on 31 December 2020,
the company owned 180 Cash & Carry wholesalers that organised wholesale trade for the abc
partner shop chain, which included 9137 local grocery shops. In addition, the distribution of
5251 shops in franchise and partner chains cooperated with Eurocash. In the retail chain, there
were 1573 small supermarkets, including 1545 shops operating under the name of Delikatesy
Centrum and 432 Inmedio press shops (Consolidated Annual Report, p. 10).

Eurocash Group's financial results for 2020 for the sale of products, goods and materials
generated revenues equal to PLN 25,411.04 million. Compared to 2019, this is an increase of
2.25%. Retail sales increased by 3.15% while wholesales by 0.97% compared to the previous
year, generating revenues of PLN 6,091.10 million and wholesale of products amounted to
PLN 18,892.65 million and constituted the largest part of the company's revenues. Sales of
products carried out by the projects segment in 2020 amounted to PLN 300.38 million
compared to PLN 104.56 million last year (Consolidated Annual Report, p. 10). Such a large
increase over one year is mainly related to the inclusion in the consolidation of Frisco S.A.,

the full takeover of which was carried out in 2020 (Figure 2).
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Figure 2. Revenues from the sales of goods in 2018-2020 broken down into individual segments (PLN
million). Source: own study based on: Eurocash Group, Consolidated annual report for 2020, Komorniki
2021, p. 10.

2.3. Statistical method

The subject of the study for the purposes of this paper is to present the distribution logistics
organisation based on the selected Eurocash enterprises operating in the FMCG industry,
owning many brands of grocery shops. In this case, distribution logistics is seen as a study of
the most profitable distribution channels and the organisation of strategy and cooperation with
manufacturers, wholesalers and retailers in order to obtain the lowest possible costs that affect

the price of the product.
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The purpose of the paper is to present the organisation of distribution in Eurocash S.A.
as well as comparison of the company to the competition and focusing on the problems and
challenges faced by the analysed company. The author of the work adopted the following
research hypothesis:

HOI: The challenge of modern distribution organisation is to develop optimum distribution
channels.

The objective of the work and the research hypothesis impacted the structure of the article.
This work consists of a theoretical and empirical part. It was based on a review of Polish and
foreign language publications relating to the discussed topic and the adopted research method
(analytical and point method). The subject of the study is the evaluation of Eurocash distribution
channels through the analytical and point method with the example of enterprise Y, which uses
Eurocash distribution channels as well as competitive shop chains. Conducting this study will
ultimately assess and compare the effectiveness of Eurocash distribution channels to
competitive retail chains. The analytical-point method is a method mainly used by enterprises
with a wide and diverse range of products. It is recognised as the most accurate method, due to
the use of many criteria. Its use requires the following (Dohn et al., 2012, pp. 101-102):

e defining any number of criteria and prioritising them,

e determination of a point scale of assessment of the degree of implementation of

individual criteria in the assessed channels,

e reviewing channels according to the points obtained,

e selecting the channel with the highest number of points.

When choosing the criteria for the analytical and point method, one can take into account
the following (Pisz et al., 2013, pp. 168-169):

e cconomic criteria (channel capacity, commercial costs, investment related to the

construction of the channel, profitability and others),

e organisational criteria (size of stock, speed of payment flows, product compatibility of

participants, image of intermediaries),

e information criteria (scope of information provided, possibility of promotion),

e scope of control over the flow of products, prices, level of services,

e the ability to adapt to changes taking place in markets, etc.

The methods presented above allow the enterprise to choose the most effective distribution
systems that will maintain a balance between channel capacity and costs that must be incurred
for optimum distribution service.

In the analysis undertaken, the level of fulfilment of the selected criteria was assessed
according to the scale, with points awarded from 1 to 6. The data contained in the evaluation
sheet was based on an interview with the employees of the analysed enterprise Y, which allowed

for the assessment of the criteria as well as the assignment of appropriate weights (Table 1).
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Table 1.
Criterion sheet with characteristics and assigned weight
Number Criterion Weight
1 The capacity of the distribution channel is determined on the basis of the annual 10
) sales value
Distribution costs defined as the percentage share of distribution costs in the annual
) sales value. The highest point value was awarded to channels whose share did not 3
’ exceed 5%. However, the lowest value was awarded in cases where the share ’
exceeded 20%
The size if unit profit determined on the basis of the quotient of the annual sales
3. . 8.
value and the quantity of products sold (tonnes) per year
4 Scope of price control determined on the basis of the prices of the products of the 5
) examined company in individual chains of shops
Promotion effectiveness. If it is effective, it will make it possible to extend the
5. range sold to the recipient. The advantage of sales in this case is conditioned by an 5
effective promotion

Source: Own study.

3. Results and discussion

Conducting the following study made it possible to indicate the optimum channel from
among the examined shop chains. The first one, Auchan, has two central warehouses
(in Wolborz and Mszczondéw) where products from manufacturers are sent and then they are
transported to the entire country, to individual Auchan shops. The second one, Eurocash has
12 central warehouses where it receives goods from the manufacturers cooperating with them.
Biedronka, on the other hand, has 16 central warehouses, from which it delivers products to its
shops. The last chain of shops, namely Makro has 30 outlets in the country, where goods go
directly from manufacturers (Figure 3).

Auchan Eurocash Biedronka Makro
2 central 12 central 16 central 30 Makro Shops
warehouses warehouses warehouses

A 4 $ ¥ ¥

Auchan shop
chain

Eurocash shop
chain

Biedronka shop
chain

Final recipient

Final recipient

Final recipient

Final recipient

Figure 3. Diagram of distribution channels with selected examples. Source: Own elaboration based on
the data regarding individual companies.
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Each of the presented channels is a vertically integrated channel, including wholesalers and
retailers. The presented channels are also contractual, in which the entities are independent,
but comply with the obligations contained in respective contracts. Only the Makro chain
channel is an intermediate, short channel and there is one intermediary. The enterprise is
directly linked to the final recipient.

In other cases, we are dealing with a long indirect channel, where the number of
intermediaries is higher. This information made it possible to conduct further diagnosis of the
effectiveness of the channels of individual shop chains.

To conduct the study, the data of enterprise Y, which supplies its food products to the
indicated chain of shops, were used. The analysed company did not agree to the publication of
the company name and the figures regarding the goods sold as well as the achieved revenues or
distribution costs. However, the company stressed that the cost of distribution includes the cost
of transport, the cost of packaging, the costs related to warehouse stock, including the cost of

maintaining warehouses (Table 2).

Table 2.
Evaluation of distribution channels using the analytical and point method
Criteria | Weights Channel Channel Channel Channel
assigned to Auchan Eurocash Biedronka Makro
appropriate | Criterion | Score | Criterion | Score | Criterion | Score | Criterion | Score
criteria fulfilment | in fulfilment | in fulfilment | in fulfilment | in
level points | level points | level points | level points
(1-6) (1-6) (1-6) (1-6)
1 10 5 50 5 50 4 40 6 60
2 8 4 32 4 32 3 24 5 40
3 5 5 25 4 20 4 20 5 25
4 8 5 40 4 32 5 40 5 40
5 5 5 25 5 25 4 20 5 25
Total 172 159 144 190

Source: Own study.

Information about the enterprise's activity regards 2020. The results of the analytical and

point evaluation of distribution channels in descending order are presented below (Table 3).

Table 3.
Results of analytical and point evaluation of distribution channels — descending order
Distribution channel Points
Makro 190
Auchan 172
Biedronka 159
Eurocash 144

Source: Own study.

Furthermore, the effectiveness of the distribution channels was assessed by determining the
indicator of the distribution costs shares in sales for each of them, where this indicator is equal
to the indicator of the value of the annual distribution costs of a given channel as well as the

value of the annual sales of a given channel (Table 4).
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Table 4.
Classification of the sales distribution cost indicator
Distribution channel Points
Makro 0,056
Auchan 0,069
Biedronka 0,093
Eurocash 0,097

Source: Own study.

Based on the analytical and point method as well as the efficiency indicator of distribution
channels, the obtained results indicate that for the surveyed enterprise Y, the chain of Makro
stores is the best distributor. High sales with low distribution costs impacted such results.
The distribution channel of Auchan was slightly worse. Eurocash discussed in more detail in
this work has achieved noticeably fewer points. Several factors had an impact on such results.
The first factor is the high costs of distribution itself, the highest of the analysed shop chains
(distribution cost indicator in sales 0.097), which is impacted by the number of shops included
in the Eurocash Group as well as their distribution in the country. Shops are located not only in
large cities, but also in smaller towns and even villages, where transport organisation requires
more organisation and involvement of more people and equipment. This affects higher prices
of the enterprise's products and lower effectiveness of promotion in the Eurocash chain.
The Biedronka distribution channel is similar to the Eurocash distribution channel and faces
similar issues in the distribution of products belonging to enterprise Y.

It is considered that the assumed objective of this thesis has been achieved. The distribution
organisation at Eurocash S.A. was presented and compared to the competition on the FMCG
market. The problems and challenges faced by the analysed enterprise were also outlined.
The research hypothesis: The challenge of modern distribution organisation is to develop
optimum distribution channels has been proven. Proper management of distribution logistics
determines the level of customer service and the proper functioning of the entire company.
Therefore, companies use various measures and indicators that allow for efficient control and
assessment of the efficiency of the distribution logistics system or individual distribution
channels. However, the issues presented in the paper regarding the problems and challenges of
distribution organisation cannot be considered as exhaustive, because the discussed topics
constitute a multifaceted and interdisciplinary research area. The study would be more complete
if the management of distribution logistics on the FMCG market were presented based on the

changes caused by the Sars-Cov-19 pandemic.



Managing the distribution process... 285

4. Conclusions

The results obtained, thanks to the use of the analytical and point method as well as the
efficiency indicator of distribution channels, evidence that for the surveyed enterprise, Eurocash
distribution channels are not sufficiently effective. The indicator of distribution costs in sales
compared to the competition is the highest. Several factors had an impact on such results.
Shops are located throughout the country, not only in large cities, but also in smaller towns and
even villages, where transport requires a higher level of organisation and involvement of more
people and equipment. This results in higher product prices and less effective promotion in the
Eurocash chain.
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