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1 INTRODUCTION

Globalization makes the world a smaller place (Arnold 2010, 770). Being involved in
international trade, firms have to deal with a number of activities and decisions, which
vary in both complexity and scope, such as intricacy and fickleness of foreign market
environment, cultural differences, transportation challenges, etc. (Doole & Lowe 2012,
1). For many years companies have been giving the least attention to the issues related
to distribution. Nowadays, they start realizing that the efficient distribution strategy for-
mulation is vital to the success and survival of any organization, especially if it is in-

volved in international trade. (Cateora & Graham 2007.)

Today’s world is challenging due to rapidly changing market conditions. Therefore, in
order to be able to compete, satisfy customers, and meet the needs of other stakeholders
profitably, it is crucial for any company to make profound market environment anal-
yses, and react to changes in the market accordingly, otherwise they will significantly

affect the company’s performance.

Belgian Brewery Van Honsebrouck is the case company for the research. The brewery
produces specialty beers which are exported to different countries all over the world.
Russia has been one of the export destination since 2012. Until now the demand has
been high, and the company sets its hopes on the Russian market. At the same time, the
marketing conditions in Russia in general, and in beer market in particular, have become
less favourable for beer companies due to new anti-alcohol policies, complicated polit-
ical and unstable economic situations. These and other issues are expected to have a

negative impact on the company’s performance.

Consequently, with the idea to strengthen the market position of the brewery, the ob-
jective of the thesis is to give recommendations for the distribution strategy of the Bel-
gian brewery Van Honsebrouck in changing market environment in Russia. The general
research focus question is: “How should the company organize and manage export to
and distribution of its products in Russia?”. In order to be able to answer the general
research focus question and, accordingly, give recommendations, a thorough study must

be done and the following research questions must be answered:

1. What is the case company’s current distribution strategy?



How efficient is the distribution strategy?
What is the macro-environmental situation in Russia?
What is happening in the beer industry in Russia?

Who are the potential customers?

© o~ w D

What channel conflicts might arise and how to minimize them?

When the outcomes listed below are attained, the general research focus question can

be answered and recommendations for distribution strategy can be given.

e Have a clear view on the case company, its current distribution strategy in Rus-
sia and its performance;

e Understand the changes taking place in the macro-environment and in the beer
industry in Russia, and their possible future impact on the company;

e The end-consumers are profiled, and possible geographic locations where they
can be found are identified;

e The channel conflicts and the ways they can be minimized are presented.

The findings of the research can be used by the brewery Van Honsebrouck, and they
will give the company the insight into the current market environmental situation and
the beer industry in Russia, present distribution organization and its effectiveness, and
give more detailed target audience profiling. The result of the research, recommenda-
tions for the distribution strategy, can be used by the company as a well-thought out
suggestions of distribution organization of the exported beer brands in Russia that will

lead to strengthening of the company’s market position and increase of sales.

The theoretical framework is based on the review of business literature and though study
of the following subjects: international marketing strategy, distribution strategy, distri-
bution management, international business management, and marketing management.
On the basis of the developed theoretical framework, the empirical part of the research
was structured. The research methodology and design justify the choice of research
methods, and illustrate the step-by-step process of data collection and analyses. The
obtained research results are presented thematically. Based on them the answers to the
research questions are given. As the required outcomes are attained, the researcher an-
swers to the general research focus question, which is: “How should the company or-

ganize and manage export to and distribution ofits products in Russia? ", and gives the
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recommendations for the distribution strategy of the Belgian brewery Van Honsebrouck

that exports its beers to Russia.

2 INTERNATIONAL MARKETING

Any company in the world desires to achieve its business objectives; broadly speaking,
they are to maximize sales volumes and profits, increase productivity, enhance customer
satisfaction, and etc. In order to achieve these goals, a company has to take into account
a lot of aspects of such topics as product development, price setting, organization of
distribution, and promotion activities selection. (Ferrell & Hartline 2011; Kotler et al.
2012.) As product, price, place or distribution, and promotion — the components of in-
ternational marketing strategy — are interrelated, decisions on distribution cannot be
made without taking into consideration the other components. Additionally, operating
in international environment, a company has to consider numerous forces that may have
impact on its performance. (Ferrell & Hartline 2011.) Therefore, the purpose of this
chapter is to define distribution strategy, identify its importance and position within
international marketing strategy, present factors that affect company’s performance, and

establish the role of target audience identification.

2.1 International marketing strategy

Czinkota and Ronkainen (2012, 5) argue that “international marketing consists of the

activity, institutions, and processes across national borders that create, communicate,

deliver and exchange offerings that have value for stakeholders and society”. Depend-
ing on the organization’s internal circumstances, external influences, and strategic
plans, it can have different stages of involvement in the international marketspace (Paul
& Kapoor 2008, 6). Only limited number of companies begin in international market-
ing, generally they start operating in a single country — domestic marketing, and then,
gaining experience, companies gradually change strategies and tactics and get involved
in international marketing activities (Cateora & Graham 2007, 18). Hence, stages of
international marketing involvement can be identified. Table 1 illustrates these stages.
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TABLE 1. Stages of international marketing involvement (adapted from Paul &
Kapoor 2008, 7; Dutta 2010, 31 - 32; Cateora & Graham 2007, 19 - 20; Doole &

Lowe 2012, 5)

Stage

Meaning

No Direct Foreign
Marketing

The main focus of the company is on the home country market.
The products can reach foreign markets via domestic wholesal-
ers who sell abroad without explicit engorgement or even know-

ing the producer.

Infrequent Foreign

The main focus is kept on the national market. Goods are sold

Marketing abroad when they are available. These operations have tempo-
rary nature. Foreign sales are terminated, when domestic de-
mand increases.

Regular  Foreign | The primary focus is on the domestic market, company has a

Marketing permanent production of goods that will be marketed overseas.

International

Marketing

Company is fully involved in international marketing activities:
it looks for markets all over the world. Profits gained from out-
side national borders are the results of company’s strategic plan-
ning activities. It takes into account customer needs in more than

one country.

Global Marketing

Company does not do segmentation on national borders, and it
treats its domestic market and the world as one global market.
The goal is to achieve operation synergy and global competitive

advantage.

Some companies go beyond national borders to increase their profits, other companies

go international in order to survive. Broadly speaking, factors motivating companies to

go outside domestic markets are push and pull factors. Push factors are compulsions of

the domestic market that force the company to go international (reactive reasons), for

example, domestic market saturation, taught domestic competition, change of tastes,

and etc. Pull factors are forces of attraction that pull the company to foreign markets

(proactive reasons), for example, profit advantage, tax benefit, economies of scale, and
etc. (Sinha & Sinha 2009, 227 — 228.)
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When a company wants or it has to go beyond the domestic market, it needs formulate
an international marketing strategy. It is an integrated set of actions, which is aimed at
building the long-term well-being of the firm through securing a sustainable advantage
with respect to competition in serving customer needs in domestic and international
markets. (Bradley 2005, 5.) It involves selection and analyses of target markets and
creating a marketing mix strategy, which includes product, price, distribution, and pro-
motion strategies to satisfy the needs and wants of those target markets (Ferrell & Hart-
line 2011, 45; Bradley 2005, 5). The figure 1 illustrates the elements of international

marketing strategy and their interrelation.

Price

/ strategy A\
oW i \‘.' Distribution
131
| marketing strategy
\ strategy /
\ - /
strategy

FIGURE 1. International marketing strategy and its components (adapted from
Ferrell & Hartline 2011, 45)

Distribution strategy, an element of international marketing strategy, concerns activities
involved in process of making goods and/or services available for the right customers
at the right time and in the right place (Doole & Lowe 2012). It was revealed that for
many years companies had been giving the least attention to the issues related to distri-
bution, placing emphasis on the other components of international marketing strategy
such as product, price, and promotion. Nowadays, everything is changing: companies
realize that an effective distribution strategy formulation is vital to the success and sur-

vival of every organization. (Cateora & Graham 2007; Ferrell & Hartline 2011.)
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With a solid distribution strategy, which means careful selection and management of
channel relationships to deliver value to customers, a company can overcome some im-
perfections in product, pricing, and promotion. On the other hand, a poor distribution
strategy will definitely undermine a company’s efforts to market a superior product at
a competitive price, applying effective marketing communications. (Ferrell & Hartline
2011.) Even though, distribution strategy selection is a challenging task, it cannot be
left out by a company (Cateora & Graham 2007).

Additionally, comparing distribution with other elements such as product, price and
promotion, it offers a more favourable basis for developing a sustainable competitive
advantage, because advances in distribution cannot be easily copied by competitors.
Combination of superior strategy, organization, and human skills and capabilities ena-
ble to consider distribution strategy as a means for overcoming competitive parity.
(Rosenbloom 2011, 159.)

In a strategy planning process, it is crucial for any company to make profound marketing
environment analyses of the country or countries where it is going to be present. With-
out these analyses, it does not matter whether the company goes to a foreign market due
to proactive (e.g. economies of scale) or reactive factors (e.g. domestic market satura-
tion), for certain it will not be able to achieve its objectives. (Kotler et al. 2012; Richter
2012))

2.2 Marketing environment

Any company does not function in vacuum, therefore there are numerous forces that
have impact on a company and its marketing activities. They can be divided into two
groups: controllable and uncontrollable elements. Controllable elements are elements
that come under company’s influence, such as product, price, promotion, and distribu-
tion. Whereas uncontrollable elements cannot be changed by company, these are com-
petition, laws, politics, consumer behaviour, and etc. When a company operates in a
foreign market, the management of marketing environment elements becomes espe-
cially challenging due to unfamiliar problems and unusual market behaviour. However,
if it does not react to changes in the market, they will significantly affect the company’s
performance. (Cateora & Graham 2007, 9; Kotler et al. 2012, 174.)


http://www.google.be/search?tbo=p&tbm=bks&q=inauthor:%22Bert+Rosenbloom%22
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The detailed marketing environment analyses can be made by splitting the environment
into three parts: the internal, the micro- and the macro-environments. (Nieuwenhuizen
2007, 7; Management Class Global 2014; Kotler et al. 2012, 332.) The figure 2 illus-
trates them and shows which of them are controllable or uncontrollable, and presents

the frameworks that can be used in analyses.

External Environment
PESTLE factors
External Environment
= \ Porter s Five Forces =
o ) :;‘1 ==
9 ) =
20 = Marketing MIX o
= @] = o - o) c
S| o c | Q = Qg 8 s (= 5
= o 5] — 2 5 .o 3 2 o g g
£ m S .8 E Distribution = 382 g g
= = e 2 2 =1 =
= = =2 = =
= o o Kl - 9 2 = &
Q 2 2 Company z e e
g = 8 £ & e 2 Qg g
= © = = = o| =. =.
£ 5@ 7 s 238 2 z
= 5] [= =t = . S =09 3 sl =
gl .= S B S Promotion 2 o = = g
= = < 0o O =3 -%. = 9 Q g
.4 = Internal Environment = Q
B0 m 8
2.
= Threat of substitution e
Micro-Environment
Technological Social-Cultural
Macro-Environment

FIGURE 2. Marketing environment (Kotler et al. 2012, 332; Nieuwenhuizen
2007, 7)

Farther, each of the environments are presented and explained. The frameworks that
can be applied for the analyses are demonstrated.

2.2.1 Macro-environment analysis

PESTLE, the acronym for political, economic, social-cultural, technological, legislative
and ecological aspects of the wider environment, can be effectively applied to identify
and examine various forces in the macro-environment that are currently affecting the

business, and the ones that might influence it in the future (Allen 2001, 54). Examples
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of the influences, and the way they can be classified using PESTLE framework are
presented in the table 2 (PESTLE analysis 2014).

TABLE 2. Examples of macro-environmental forces (Strategic management anal-
ysis 2014)

Factors Examples

Political factors Trading policies, export/import policies, war and conflicts,

international legislation.

Economic factors Inflation, unemployment, economic growth, interest and ex-

change rates.

Social-Cultural fac- | Life-style trends, buying access and trends, demographics,

tors advertising and publicity.

Technological factors | Communications technology, R&D activities, access to the

Internet, rate of technological change.

Legislative factors Consumer protection, taxation, employment law, insurance.

Ecological factors Waste management, food and drink safety, climate change,

air and water pollution.

Macro-environment analysis is highly important: having a clear overall picture of com-
pany’s surroundings will help it not only to take opportunities, but also to defend against

threats better than its competitors (Strategic management analysis 2014).

2.2.2 Micro-environment analysis

Micro-environment is the environment made up of factors that are very close to the
organization, which may interact with the firm (Xu 2005). The five forces model, de-
veloped by Michael E. Porter, which is applicable in any industry, can be used to ana-
lyse the company’s position in the industry and evaluate its competitiveness. The model
helps companies to assess the nature and understand dynamics of an industry, and for-
mulate sound strategies and compete effectively in the marketplace. (Chartered Global
Management Accountant 2014; Entrepreneurial insights 2014.) The figure 3 demon-

strates the framework and interrelation between the elements.



Threat of
new enirants

Jd

Rivalry among
Bargaining power existing Bargaining power
of supp|iers competitors of buyers

Threat of substitute
products or services

FIGURE 3. Porter’s Five Forces model (adapted from Chartered Global Manage-
ment Accountant 2014)

These five forces include competitive rivalry, threat of new entrants, threat of substitute
products or services, bargaining power of buyers, and bargaining power of suppliers.

Farther, each of these forces is presented and explained.

Force 1: Competitive rivalry

The intensity of competition including number, strength, aggressiveness of competitors
in an industry is the force number one influencing on an industry’s attractiveness (Kotler
et al. 2012, 332). The competitive rivalry is considered to be high when similar-sized
companies present in the same market, they have similar strategies, offered products
have similar features and the benefits that the customers get from companies’ products
or services are alike, growth in the industry is slow, exit barriers are high and entry
barriers are low. In that case, prices, profits and strategies are driven by high competitive
pressure. Whereas in case of competitive rivalry absence, a company can freely set
prices and profit margins without being threatened by strong competition and fear to
lose its customers. (Entrepreneurial insights 2014.)

Force 2: Threat of new entrants

Threat of competition might be caused not only by the existing players in the market

but also by the risk of new entrants (Entrepreneurial insights 2014). The threat of new
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entrants mostly depends on the market entry barriers. When the segment is attractive,
and entry barriers are low, new firms enter the market and competition increases. The
worst case scenario, when entry barriers are low, and exit barriers are high, results in
chronic overcapacity and limited earnings for all the players in the market. (Kotler et al.
2012.) The barriers to enter the market may arise from the following: high initial invest-
ment required, government regulations, economies of scale, patents, difficulty in ac-

cessing distribution channels, etc. (Chartered Global Management Accountant 2014).

Force 3: Threat of substitute products or services

Porter defines substitute products as products that exist in another industry but may be
used to fulfil the same need. More substitute products exist — larger the competitive
environment of the organization is, and the chances that customers will switch to a sub-
stitute product as a respond to the increase of price are higher. Generally the threat of
substitutes is affected by the following factors: brand loyalty, switching costs (the costs
are higher, when it is more difficult to execute a switch from one product to another),
prices, trends and fads. (Chartered Global Management Accountant 2014; Entrepre-
neurial insights 2014.) The segment is considered unattractive when there are many

actual or potential substitutes for a product or service (Kotler et al. 2012).

Force 4: Bargaining power of buyers

Analyses of bargaining power of buyers show how easy the buyers can affect prices in
the industry. The most important determinants of buyer power are the number of buyers
in the market, importance of each individual buyer to the company, buyers cost of
switching from one supplier to another (bargaining power is higher when switching
costs are low). (Chartered Global Management Accountant 2014; Entrepreneurial in-
sights 2014.) In order to protect themselves, companies should develop superior offers,
build strong brands, and etc. The segment is unattractive if the buyers possess strong or

growing bargaining power. (Kotler et al. 2012.)
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Force 5: Bargaining power of suppliers

Suppliers that provide raw materials needed to produce goods or services possess power
to raise prices or reduce volumes of supplied goods in accordance with industry dynam-
ics. Suppliers have this power especially when there are not many suppliers in the mar-
ket, switching costs to another supplier are high or there are no alternatives, supplier
holds a patent or has proprietary knowledge. (Entrepreneurial insights 2014.) The best
defence of a company can be building win-win relationships with suppliers and/or use

multiple supply sources (Kotler et al. 2012).

2.2.3 Internal environment

In case a company is already present in a market, its internal environment must be ana-
lysed before external market analyses (Ferrell & Hartline 2011, 93). Internal environ-
ment, i.e. environment within a firm, includes factors that are controllable by the com-
pany. These factors are company objectives, strategies, decisions regarding marketing
mix, management and employees, physical resources including infrastructure, vision
and mission, research and development activities, working conditions, etc. (Jain et al.
2010.) The task of a company is to organize these controllable elements in the way that
they benefit the company, and do adjustments in respond to changes in the external
environment (Cateora & Graham 2007, 11).

With the purpose to analyse the internal environment, first of all, the company’s current
marketing objectives must be reviewed, they must be consistent with the company’s
mission and external environment. Second, the complexity of the strategic planning
process, i.e. the process of identification and establishment of a company’s corporate
strategy, marketing goals and plans should be considered. The complexity or straight-
forwardness of the process depends on a company’s size and structure, for example
strategic planning for large multinational corporations is very complex, whereas plan-
ning for a sole proprietorship is rather simple. (Pride & Ferrell 2014, 47.) Third, the
current and anticipated organizational resources should be reviewed. These include the
examination of financial and human resources, relations with supply chain members
and other partners. (Ferrell & Hartline 2011, 92-95.)
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SWOT analysis is the overall evaluation of an organization’s strengths, weaknesses,
opportunities, and threats. These are visualized via SWOT Matrix, demonstrated in the
figure 4. Based on the internal analysis, the company’s strengths and weaknesses are
identified. Whereas, the external analyses allow the company to formulate its opportu-
nities and threats. (Kotler et al. 2012, 111.) This is a helpful tool for the company to
structure and assess the fit between what it can and cannot do (strengths and weak-
nesses), and the external conditions that work for and against it (opportunities and
threats) (Ferrell & Hartline 2011).

Helpful Harmful
to achieving the cbjective to achieving the cbjective

<3

ol

5

Os

= Strengths Weaknesses
=

Qs

2

=

5

e

= g

o5

w®s Opportunities Threats
£°

L2

+ 5

x5

Wz

FIGURE 4. SWOT Matrix (adapted from Kotler et al. 2012, 112)

It can be beneficial to assess the matrix quantitatively. First, it is necessary to quantify
the magnitude of each element, i.e. the significance of each element’s impact on the
company. For example, a scale of 1 — low, 2 — medium, 3 — high magnitude for each
strength and opportunity, and —1 — low, —2 — medium, —3 — high for each weakness and
threat can be used. Next, the importance of each element must be rated: 1 (weak im-
portance), 2 (average importance), or 3 (major importance). Then, the magnitude ratings
are multiplied by the importance ratings. The highest total ratings (positive or negative)
are the most important for establishment of the company’s focus or direction. It is im-
portant to notice that the ratings of magnitude and importance should be influenced not
only by the manager’s but also by customers’ perceptions. (Ferrell & Hartline 2011,
Kotler et al. 2012.)
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In fact, the overall international marketing strategy and each of its four elements — prod-
uct, promotion, distribution, and price strategies — depend on the target customer. This
interrelation is shown in the figure 5. Therefore, selection of target market is an im-
portant decision, and without a clear focus, nothing can ever be achieved. (Sarin 2013,
20.)

Distribution
Strategy

Target Customer

FIGURE 5. Interaction between target customer and the strategies (adapted from
Sarin 2013, 20)

As any market — domestic or foreign — is a collection of buyers with different prefer-
ences, needs and wants, thus it becomes necessary to identify and profile groups of
customers to plan the right combination of product, price, distribution, and promotion
strategies, and achieve maximum penetration of the market (Ferrell & Hartline 2011,
152; Doole & Lowe 2012, 104). This becomes possible with market customization, i.e.
segmentation, targeting and positioning (Kotler et al. 2012, 395). The next subchapter

concerns these issues.

2.3 Marketing customization

According to Kotler et al. (2012, 367), effective target marketing includes the following
steps: (1) identify and profile distinct groups of customers (market segmentation); (2)
select one or more market segments to enter (market targeting); and (3) for each target
segment, create and communicate the distinctive benefits of a firm’s offering (market

positioning). Farther, these steps are presented.
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Market segmentation and market targeting

Market segmentation is the process of dividing of the total market for a product or prod-
uct category into segments that are homogenous to some extent. However, in reality the
most fundamental decision a company has to make is whether to segment the market at
all. The majority of companies do segment the market, and target one or more segments,
because of the belief that they can achieve a success when they have a clear focus: they
deliver the product that fits specific needs of people in the defined segments. There are
two major segmentation approaches that it can apply if it decided to segment the market:
differentiated and niche marketing. (Ferrell & Hartline 2011, 167.)

Differentiated marketing. It is means dividing the total market into customer groups

who have similar needs, but these needs differ among other groups. There are two sub
approaches: multi-segment marketing and market concentration. Multi-segment mar-
keting is attracting buyers in more than one segment by offering varieties of a product
that appeals to different needs. For example, a company sells coffee under different
brands and with different positioning strategies to satisfy different needs. Market con-
centration is used by a firm that focuses on a single market segment and tries to max-
imize its market share in that segment, but by “putting all of its eggs in one basket”,

firm gets vulnerable to segment changes. (Kotler et al. 2012.)

Niche marketing. Companies focus on small and well-defined market segments or

niche. The customers share unique and special needs, and they are ready to pay higher
prices for the products or service that can satisfy them. An attractive market niche has
its growth and profit potential, and it does not appeal attractive to competitors. (Ferrell
& Hartline 2011.)

In order to segment a market, the company needs to identify the most important traits
of customers and consider the nature of the market. The major categories of segmenta-
tion bases that can be used by the company to cluster the market are geographic, demo-
graphic, behavioural, and psychographic variables. (Kotler et al. 2012; Doole & Lowe
2012.) The segmentation bases with examples are presented in the figure 6.
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Segmentation bases

Geographic Demographic Behavioural Psychographic
Regional - Age - Benefits sought - Personality
City/country size - Gender - Occasions or - Life-style
Population - Occupation situations - Motives
density (urban, - Income - Price sensitivity - Social class
suburban, rural) - Generation - Product usage

FIGURE 6. Customer market segmentation bases (Kotler et al. 2012)

According to Kotler et al. (2012), not all segmentation approaches are useful, thus in
order to be able to profoundly assess the effectiveness of market segments, the company

should assess them on the following criteria:

1.  Measurable. Characteristics of the segment’s members must be measura-
ble, including size and purchasing power.

2. Substantial. The segment must be large and profitable enough, so that po-
tential profits are greater that costs needed to create a marketing program.

3. Accessible. The segment must be effectively reached in terms communi-
cation (advertising, mail, telephone, and etc.).

4.  Differentiable. The segments are distinguishable and they respond differ-
ently to various marketing mix elements and programs.

5. Actionable. The formulation of effective marketing programs to attract and

serve the segments must be feasible.

Evaluating the market segments, the company has to look at the potential segment at-
tractiveness, and its objectives and resources. Once the different segments are evalu-
ated, the company should consider five patterns of target market selection. (Kotler et al.
2012, Ferrell & Hartline 2011.) These are illustrated in the figure 7.
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FIGURE 7. Five patterns of target market selection (Ferrell & Hartline 2011, 182)

1. Single segment targeting. A company that applies single segment targeting focuses

on satisfying needs of a specific market segment. It has better understanding of the seg-
ments’ needs and preferences, but still the company gets vulnerable to competition and

decreasing profitability of that segment.

2. Selective targeting. A company chooses to operate in a few market segments, which

it finds attractive and where its capabilities match customers’ needs. There might be

synergy between segments. This strategy’s advantage is diversification of the risks.

3. Mass market targeting. Only large companies are able to do mass market targeting.

There are two types of mass market targeting: (1) Undifferentiated marketing, when a
company ignores segments’ differences and trades with a single offer; and (2) Differen-
tiated marketing, when a company develops multiple marketing programs in order to
serve each of the segments in the market.

4. Product specialization. A company develops a single product that can be sold in many

different market segments. It adapts product specifications in order to match the diverse
needs of each customer group. The possible risk is development of new technology that

will make a product or service offering unattractive.

5. Market specialization. A company focuses on serving many various needs of a de-

fined customer group. It creates customized marketing programs that help not only to
deliver a product or service but also provide solution to a customers’ problem. This way
the company builds a strong reputation in serving this specific group of customers. (Fer-
rell & Hartline 2011, 181 — 183.)
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Market positioning

When the company selects the market(s) it wants to target, then the important task is to
formulate the value that this product offers to each group of customers, in other words,
the company should create and maintain a desired position for a product in the minds
of its target market. This can be achieve through positioning, which means placing a
brand in a defined part of the market where it will be more favourable in comparison
with competing products. Positioning creates mental image of a product or service and
its differentiating features in consumers’ minds, and this mental image can be based on

real or imaginary benefits of the offering. (Ferrell & Hartline 2011, 209.)

The process of creating a favourable position includes identification of product charac-
teristics and attributes that are valuable to the customers; examination of the distribution
of these attributes among various market segments; comparison of the position of the
product with positions of its competitors in regard to product attributes, needs, wants
and benefits desired by the target market; and identification of the unique position of
the product, which is based on match between product characteristics, their distribution
among segments and the positions of the existing brands. (Doole & Lowe 2012; Ferrell
& Hartline 2011.)

Depending on the company’s goals and overall strategy, it may have one brand placed
in one or more market segments or a few brands placed in different segments. When a
company positions a single brand, it can either associate itself with the core segment in
the market where it can dominate and stand competition, or try to cover the whole mar-
ket with a single brand without any differentiation. However, in order to achieve tactical
flexibility and growth by offering a variety of products in diverse market segments, a
firm can introduce multiple brands. Then the brands must be diligently positioned
through design and promotion so that they uniquely fit a certain segment. (Kapferer
2008.)

The right positioning is beneficial not only to internal but also to various external stake-
holders such as customers, suppliers, distributors, wholesalers and retailers. The posi-
tioning is perfect when the seller supplies the right offering, and the buyer finds the
right offering. (Kotler et al. 2012; Ferrell & Hartline 2011.)
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3 DISTRIBUTION STRATEGY DEVELOPMENT

Marketing professors Onkvisit and Shaw (2004, 345) draw a parallel between blood
diamond and other products, and argue that “any products, no matter how good they
are, are unlikely to gain market acceptance without being made available at a time and
place that are convenient for final users.” This chapter concerns channels of distribution,
their development and management, factors influencing these decisions, as well as or-

ganization of physical distribution of goods.

3.1 Channels of distribution: selling channels

Channels are well-organized structures of buyers and sellers that bridge the gap of time
and space between the manufacture and the end customer (Doole & Lowe 2012). Selling
(can also be called marketing) channel represents a system of marketing institutions
through which products, resources, and information flow from the producer to the end
user. This channel is concerned with non-physical aspects of the transfer such as nego-
tiations, the purchasing and selling of the product, and the ownership of goods as they

are transferred through various distribution systems. (Ferrell & Hartline 2011, 265.)

Whereas physical distribution means coordination of the information and goods flow
among the involved parties of the channel, in the way that the goods are available in the
right places, at the right time, in the right quantities, and in a cost-efficient manner (Fer-
rell & Hartline 2011, 265). It involves not only physical movement of goods, but also
location of plants, warehousing (storage), transportation, inventory quantities, etc.
(Cateora & Graham 2007, 453).

It is important that manufacturers, who want their goods to be available in foreign mar-
kets, define the channel objectives, before ‘building’ a channel between them and the
end customers. Based on these objectives the most appropriate distribution channel
structure can be developed. The main goals may be the following: product availability
and visibility for the customers, mutual cooperation between the manufacturer and the
intermediaries, the end-users receive desired level of service, distribution costs are min-
imized, the desired information flow is achieved (e.g. number of sales, inventory, etc.).
(Onkvisit & Shaw 2004.)
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The fundamental issue of distribution planning is a company’s choice of a distribution
channel. Two principal channels when marketing abroad are indirect and direct selling.
(Onkvisit & Shaw 2004, 346 - 349; Doole & Lowe 2012.) Table 3 summarizes the main
characteristics as well as advantages and disadvantages of indirect and direct selling

channels.

TABLE 3. Direct and indirect selling channels (Onkvisit & Shaw 2004, 346 - 349;
Doole & Lowe 2012)

Indirect selling channel

Characteristics | Indirect selling channel can also be called as the local or domestic
channel. It can be applied when a manufacture wants to employ a
domestic sales intermediary, which acts as the manufacturer’s ex-

ternal export organization and is responsible for export of goods.

Advantages The channel is simple and enables reduction of exporting costs. The
manufacturer incurs no start-up costs for the channel, and it is not

responsible for physical movement of goods overseas.

Disadvantages | The company has little control over how, when, where and by whom
the products are sold. If products stop being profitable, or a compet-
itive product offers a better profit potential, the channel intermedi-

aries can stop the contract.

Direct selling channel

Characteristics | It is employed when a manufacturer develops an overseas channel.
It deals directly with the foreign party: sets the channel, takes care
of the international activities, is responsible for physical distribu-

tion, exports through its own internal export department.

Advantages Direct selling channel enables active marketing exploitation, greater
control over the market and elements of marketing mix, improved
feedback about the performance of the exported goods, and the

manufacturer does not have to agree transaction with middlemen.

Disadvantages | It is a difficult channel to manage due to unique and unfamiliar for-
eign market traits. It is an expensive and time-consuming channel,

which cannot be affordable without large sale volumes.
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Having considered pros and cons, the company gets an idea of the selling channels.
Then an important step is to consider the types of intermediaries that can be involved in
the process of distribution. (Doole & Lowe 2012, 326.)

3.1.1 Types of intermediaries

Nearly every international company is forced by the market to use at least some mid-
dlemen in its distribution arrangement. The structural arrangements of domestic and
foreign distribution might seem alike, but this is misleading. Companies should under-
stand various intricacies of distribution patterns in a foreign country, and take the coun-
try’s unique characteristics into account when choosing a selling channel and interme-
diaries. Various types of middlemen can be involved in distribution process. (Cateora
& Graham 2007, 405; Onkvisit & Shaw 2004, 349.) Figure 8 illustrates direct and indi-

rect selling channels and lists different types of intermediaries.

Domestic Overseas
Export broker
. « Manufacturer’s export Foreign
Domestic ~ BN agent or sales -
agent representative distributor
EMC : :
Cooperative exporter Fort:lgn retailer

State-controlled

trading

Indirect
(domestic)

Domestic

|—> —

| Direct
(overseas)

Export merchant
Export drop shipper company

Export distributor
Trading company End user

FIGURE 8. International channels of distribution (adapted from Onkvisit & Shaw
2004)

When a company builds a direct selling channel to a foreign market, it can distribute

its goods to the following parties:

1. Foreign distributor. Distributors buy products from the manufacturer at a discount
and then resell or distribute them to retailers or end-users. The contract established
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between them is renewable as long as the conditions are beneficial for both. The
distributer is a merchant who buys and maintains merchandise in its own name,
and this simplifies the credit and payment activities for the manufacturer.

Foreign retailer. Manufacturers and retailers engage in direct trade relationships
to decrease costs and personally discuss prices and other issues. Generally, manu-
facturers that produce very expensive and large products prefer to work without
intermediaries.

State-controlled trading company. Special products, for example telecommunica-
tion equipment, agricultural machinery, and technical instruments, must be sold
only to state-controlled companies. These companies have monopoly in buying
and selling a set of specific goods, and they are controlled by the government’s
policies and regulations.

End user. For some manufacturers, that for example produce costly industrial
products, it is reasonable to sell directly to the end-users. The difficulties that might
arise are duty and clearance problems, for example when a customer orders goods
without understanding of his/her country’s import regulations. (Onkvisit & Shaw
2004; Cateora & Graham, 2007.)

Choosing an indirect selling channel, manufacturers collaborate with one or more do-

mestic intermediaries, which move and sell the goods to foreign parties or end-consum-

ers. All the local middlemen can be divided into two broad categories: domestic agent

— it represents the manufacturer, and it can make contracts on its behalf, but it can never

take title to goods; and domestic merchant — it represents the manufacturer’s goods and

takes title to those goods, but it has no power to make contracts on behalf of the manu-
facturer. (Onkvisit & Shaw 2004; Rushton et al. 2014; Cateora & Graham 2007.)

Domestic agents:

1.

2.

Export broker. This is an individual or organization that operates under its own or
manufacturer’s name in one or more markets, negotiates the most favourable con-
ditions for the manufacturer, but cannot conclude the deal without the manufac-
turer’s approval. The broker performs only the contractual function. It gets paid
for any action performed.

Manufacturer’s export agent or sales representative. This is an independent ex-

ternal person, who works on the permanent basis, but does not operate under the
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manufacturer’s name. The task is to make potential buyers interested in the manu-
facturer’s products by presenting literature, products’ samples, and other materials.

3. Export management company (EMC). EMC is an organization that is responsible
for the whole manufacturer’s export program as well as for programs of other man-
ufacturers as long as the exported goods do not compete against each other. It per-
forms activities under the manufacturer’s name, and it makes arrangements start-
ing from promotional activities to export documentation.

4. Cooperative exporter (piggyback exporter or export vendor). This is an organiza-
tion which in addition to manufacturing acts as an export agent, it is responsible
for organizing shipping. Cooperative exporter can have goods in possession but
not the title. The business objective of this exporter is to decrease own costs by
sharing them with other companies which want to sell their products in the same
market(s). (Onkvisit & Shaw 2004; Rushton et al. 2014.)

Domestic merchants:

1. Export merchant. This is an independent organization, which goal is to make
profit. The task is to look for the unmet needs in a foreign market and fulfil the
needs with products purchased from manufacturers in its home country. The mer-
chant can possess the goods and resell them in foreign markets under its own name.

2. Export drop shipper. This intermediary receives an order for a foreign buyer,
places order for a manufacturer and informs where to ‘drop shipped’ directly to the
overseas buyer.

3. Export distributor. This distributor, located in the manufacturer’s country, can
represent it and sell goods in foreign market(s) under own or the manufacturer’s
name. The export distributor organises shipment and selling of the goods abroad,
and it takes the risks.

4. Trading company. Generally, it is a large company which buys and sells goods,
engages in production, goods accumulation, physical distribution channel devel-
opment, marketing planning arranges transportation and prepares documents for
customs, searches for buyers and etc. It does not represent manufacturers or buy-
ers, it can take title to goods. (Rushton et al. 2014; Cateora & Graham 2007.)
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In some cases, the manufacturer may use both indirect and direct selling channels sim-
ultaneously. The decisions on using a direct or indirect selling channel and type of in-
termediaries is influenced by a number of factors. (Onkvisit & Shaw 2004.) Farther,

these are presented and explained.

3.1.2 Distribution scope

A manufacturer has three strategic alternatives in terms of market coverage. It can pur-
sue: exclusive distribution, selective distribution or intensive distribution. (Kotler et al.
2012.) The explanations, their advantages and disadvantages, and examples are pre-
sented in the table 4.

TABLE 4. Distribution scopes (Ferrell & Hartline 2011, 270; Kotler et al. 2012,
707)

Distribution | Exclusive Selective Intensive

scope

Explanation | A particular retailer | Several retailers have | A product is available
sells a product to a | the right to sell the | at maximum number
specific market seg- | products in specific | of retail outlets, car-
ment in a defined | area. Customers | ried by numerous re-
geographic area. | compare these goods | tailors in a defined
High price, high | on price/quality ba- | area. Products are vis-
margin and lower | sis. ible in as many places
sales volumes are as possible.
traits of exclusive
distribution.

Advantages | Dealer loyalty, bet- | High sales volumes | High sales volumes
ter sales forecasting | can be generated by a | and high product visi-
and inventory con- | relatively small num- | bility, impulse buy-
trol, high level of | ber of retailers. ing.
customer service.

[Continues]
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Distribution | Exclusive Selective Intensive

scope

Disad- Sales volume might | Risk of inadequate | Products are low-

vantages be easily lost. When | market coverage and | priced and low-mar-
sales are depressed, | choice of retailers | gin, thus fast turnover
the retailer can dic- | and outlets. Retailers | is needed. Due to
tate terms to the | can influence pro- | many retailers, manu-
other channel mem- | ducers to reduce the | facturers give up good
bers. number of retail out- | control over pricing

lets. and product display.

Examples Jaguar, Gucci, | Clinique cosmetics. | Bic pens, Lay’s chips.

Rolex.

Additionally, the issues such as of degree of coverage, degree of control, cost of distri-
bution, dealer support and training are important issues that should be considered by a
manufacturer choosing its distribution scope (Paley 1999, 301). These are illustrated in

the figure 9.
Stringent Substantial Extensive
Limited Low
Exclusive - [
Medium Substantial Medium Limited Restricted
Selective
Saturation High
- . Very limited
: lly ml
Intensive l Virtually l None
— |
Degree of Degree of Cost of Dealer Dealer
coverage control distribution support Training

FIGURE 9. Considerations in choosing distribution scope (Paley 1999, 301)

Distribution is quite inflexible, thus the decision regarding distribution scope must be

done accurately. However, a company can pursue a specific distribution scope, but in
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reality there are numerous firms that do not exactly belong to one of the scopes. (Ferrell
& Hartline 2011.)

3.1.3 Channel decisions

Making a distribution strategy for operation in a foreign or domestic market, three im-
portant decisions regarding distribution channels must be made by a manufacturer:
channel length and width, and number of channels of distribution (Onkvisit & Shaw
2004, 361).

Channel length means how many times the product changes hands among middlemen
before it reaches the end-user. If the product has to go through a few intermediaries,
then the channel is considered long. The channel is short when the manufacturer moves
its product through one or two intermediaries. In case the product is sold directly to the
end customer, the distribution channel is direct. (Sb.) Generally, the relationship be-
tween channel length and size of purchase is inverse: bigger purchase — shorter channel
(Cateora & Graham 2007, 406). Whereas channel width is concerned with the number
of intermediaries at a particular phase in distribution channel. More middlemen at a
particular point of distribution — wider and more intensive the channel becomes. The
channel is selective if a few qualified intermediaries are used. The channel is exclusive
if only one specific intermediary carries the product. The channel is intensive if many

intermediaries are involved in distribution. (Onkvisit & Shaw 2004, 362.)

In some circumstances, it may be beneficial for a manufacturer to use a number of dis-
tribution channels, i.e. multichannel strategy. With the purpose to satisfy needs of dif-
ferent segments, manufacturers can deliver goods through diverse channels, which can

be classified as complementary and competitive channels. When complementary chan-

nels are used, different noncompeting products or market segments are handled by dif-
ferent channels. For instance, a company can serve another market segment through an

additional distribution channel. In case the same product is sold through different but

competing channels, competitive channels strategy exists. For example, when two or
more retailers must compete against each other. The idea that use of competitive chan-
nels leads to sales increase is debatable. (Doole & Lowe 2012; Onkvisit & Shaw 2004.)
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3.1.4 Determinants of channel types

On the whole, the choice of a selling channel depends on different factors, they can be
grouped into product, market, company and middlemen considerations (Rushton et at.
2014; Cateora & Graham 2007). These determinants are presented in the table 5.

TABLE 5. Determinants of channel types (Rushton et at. 2014; Keegan 2001;
Cateora & Graham 2007)

Determinant | Explanation

Product e Depending on the product image, the manufacturer may choose
to distribute the product in a particular way (e.g. exclusive ver-
sus intensive distribution)

e Product characteristics influence the way goods are distributed
(e.g. a low-priced product with high turnover requires an inten-
sive distribution network)

e Transportation requirements (some products require a special
physical distribution, e.g. frozen food, glass)

e Complexity of a product (for complex products direct selling is

preferable)

Market e Consumer or industrial market (a product for industrial market
is recommended to be distributed through a short channel)

e Market size and spread from geographic point of view (e.g. if
the market is large and widespread, the company has to use a
long channel)

e Shopping habits of buyers

e Size of order (e.g. longer distribution channels are preferred if
customers buy in smaller quantities and frequently)

e Local laws can limit choice or forbid some types of channels or
middlemen, influence channel width and scope of distribution
(e.g. exclusive distribution), force a firm to go through a local

agent or distributor

[Continues]
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[Continues]

Determinant | Explanation

Company e Size and financial strength (only large companies can afford
own warehouse and transport facilities)

e Past experience with a particular channel

e Reputation

e Company’s strategic goals

Middlemen e Availability in a specific area and experience

e Services provided by intermediaries

e Increase of number and widening of channels lead to competi-
tion among channel members and possibility of conflicts

e Channel cost (costs to develop and maintain the channel)

e Levels of control (price, volumes, promotion, etc.)

Summarizing, there are numerous factors affecting channel decision, and some of them
are interrelated. Onkvisit and Shaw (2004, 366) argue that overseas distribution channel
choice is especially influenced by foreign culture. In case a manufacturer wants to have
a good level of control over its product, it has to shorten and narrow the distribution

channel, which is a quite challenging task when the product is distributed overseas. (Sb.)

3.1.5 Channel structure

Marketing/selling channels may involve many diverse players at different levels of dis-
tribution that have their own goals (Ferrell & Hartline 2011, 272). Four types of channel
structures can be identified, where various levels of control and management are exer-
cised through integration. These four types include conventional marketing channel,
vertical horizontal and multichannel marketing systems. (Hollensen & Opresnik 2014,
253.)

The traditional marketing channel, i.e. the conventional marketing channel, can con-
sist of independent manufacturer(s), distributer(s), wholesaler(s), and retailer(s). Re-
sponsibilities of each member are limited to its task, for example, manufacturer worries
about making products, and retailer — selling the products. None of them has significant

control over each other. Their goals are to maximize own profits and minimize own
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costs even if some of their action are harmful for the system as a whole. Evolution of
this marketing channel led to development of three marketing systems: vertical, hori-
zontal, and multichannel marketing systems. (Kotler et al. 2012, 716; Hollensen &
Opresnik 2014, 253.)

Vertical marketing system (VMS) includes the manufacturer(s), wholesaler(s) and re-
tailer(s) who act as a unified system. In VMS one of the members can own the others,
franchise them or possess so much power that the other members find it beneficial to
cooperate. The strongest member attempts to control the channel, and it tries to elimi-
nate conflicts over other members, i.e. independent organizations perusing their own

goals. (Kotler et al. 2012, 717; Panda 2009, 442.) VMS can be classified into three
types:

1. Corporate VMS. Successive stages of production and distribution are combined

under the single ownership.
2. Administrated VMS. A dominant, in regard of size and power, member of the

channel coordinates stages of production and distribution.

3. Contractual VMS. A number of independent companies get involved in the pro-

cess of production and distribution. They integrate their programs on contractual
basis in order to achieve more economies or sales impact, than they could
achieve on their own. (Kotler et al. 2012, 717.)

Horizontal marketing systems (HMS) is a type of channel arrangement, where two or
more different independent organizations join their forces and combine their resources
to exploit a new market opportunity. These organizations can work either on permanent
or temporary basis. Generally, companies get involved in HMS for lack of capital,
knowledge, marketing resources or production capabilities, or in case they are afraid of
taking a risk on their own. This is an opportunistic arrangement. Each company has
identified the strength of the other that it can utilize to its own advantage, as a result,
both of them can achieve better results and beat the competition. (Panda 2009, 443;
Kotler et al. 2012, 718; Havaldar & Cavale 2006.)

Multichannel marketing systems (MMS) occur when a company employs two or more
channels in order to serve one or more customer segments (Hollensen & Opresnik 2014,

260). The number of companies adopting this system is increasing. The main reasons
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of that phenomenon are the possibility to increase market coverage, lower channel costs,
and organize more customized selling. The consequences of having multiple channels
are complexity of channel management, control, and cooperation, as well as high
chances of channel conflict. Thus, before implementing MMS or adding an extra chan-
nel, companies should carefully plan their channel structures identifying which func-
tions each channel should perform. (Panda 2009, 443; Doyle & Stern 2006, 335.) The
presented and explained four types of channel structures are illustrated in the figure 10.

Conventional marketing Horizontal marketing
channel system
Manufucturer A k‘ Manufacturer B kl Masufactures C I\
Wholezaler Wholesaler A Wholezaler B Wholezsaler C
Retailer A | Retailer B Retailer C I/
Multichannel marketing
Consumer
system
Vertical marketing
system l l
Manufacturer Wholesaler Distributor
Wholezaler Retailer | l {
Customer - - ;
Segment 1 [ Rewilr | | Rewiler |
i ] i
o Business Consumer Consumer Consumer
E Sesment 1 Segment 2 Sesment 3 Seoment 4

FIGURE 10. Conventional marketing channel, vertical, horizontal and multichan-
nel distribution systems (Kazmi 2007; Panda 2009)

Summarizing, with the passage of time significant changes have taken place in business
environment. These changes have made a serious impact on distribution organization,
making distribution channel structure more complex, and relationships between the par-

ties involved in the process more valuable. (Kazmi 2007; Panda 2009.)

3.1.6 Channel conflict

Channel conflict is a situation in which actions of one of the channel members prevent
another member(s) from achieving its goals. Even if channels are well-organized and
managed, a conflict may still occur. Depending on a marketing system employed by a

company, the possibilities of its channel(s) conflict can be higher or lower. (Kotler et
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al. 2012, 722.) The goal of the company is to achieve “win-win” collaborative approach,
in which channel members have a strong will to work together to increase profits with
respect to other members, reduce costs and channel inefficiencies, and satisfy the ulti-
mate customers. (Ferrell & Hartline 2011, 272.)

Three types of the conflicts, which may occur between channel members, are horizontal
channel, vertical channel and multichannel conflicts, may arise (Kotler et al. 2012, 722;
Kazmi 2007, 460). These are presented in the figure 11.

Horizontal channel conflict

' x ' | The conflict occurs between channel members at the same level. For
example, one retailer complained about others providing poor service or
cutting prices.

‘0
' Vertical channel conflict
X

e | The conflict occurs between channel members at different levels of
the channel, between parties one-level up or one-level below each
other. For example. between the manufacturer and its distributors.

Multichannel conflict

x | The conflict occurs when the manufacturer has established two or more
( channels that sell to the same market. For example, members of one
channel get a lower price (due to a large order).

5
&

FIGURE 11. Types of channel conflicts (Kotler et al. 2012, 722; Kazmi 2007, 460)

The causes of channel conflicts are diverse. Some of them can be easily resolved, others
cannot be resolved at all. Four main causes of conflicts can be identified, they are the
following: (1) goal incompatibility (the manufacturer’s long term plans may not coin-
cide with dealers’ plans, pursuing short-run profitability); (2) unclear rights and respon-
sibilities (lack of detailed information in contracts between channel members); (3) dif-
ferences in perception (disputes arising between a manufacturer and its distributors re-
garding future market demand and the need to increase the inventory); (4) intermediar-
ies’ dependence on the manufacturer (manufacturers’ decisions to increase price may

not be desirable by their middlemen). (Kotler et al. 2012, 723.)
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Some of the mechanisms for effective conflict management are the following:

e Strategic justification. Justification that channels serve distinctive segments, and
different brands are distributed through different channels can reduce chances
on conflicts.

e Communication. Regular communication between the manufacturer and the
channel members regarding changes in the market, product performance, com-
pany’s plans and etc. The information can be communicated with, for example,
an in-house newsletter.

e Fundamental goal. The manufacturer and the channel members come to an
agreement on a superordinate goal which is sought by everyone. For example,
high customer satisfaction.

e Diplomacy, mediation and arbitration. When every involved party is willing to
mutually resolve a conflict, then diplomacy takes place. Sometimes a conflict
can be resolved only through arbitration (the conflicting parties present their
arguments to an arbiter) and mediation (third party conciliates the interests of
conflicting parties). (Saxena 2010, 462; Kotler et al. 2012, 723.)

Channel conflicts are diverse, and not all of them have negative impact. In some cases,
a conflict can contribute to the channel adaptation to a changing market environment.
Thus, the task is not to eliminate all the conflicts but to manage them effectively.
(Saxena 2010, 462.)

3.1.7 Channel evaluation and modification

Before modifying its distribution channels, i.e. adding, eliminating or changing a chan-
nel, a manufacturer should make an appropriate evaluation of the current channel and/or
a possible new channel of distribution. The evaluation includes criteria such as cost of
distribution, market coverage and penetration, customer service, communication with

the market, and control of distribution networks. (Cateora & Graham 2007.)

Criteria 1: Cost of distribution. First of all, a manufacturer should calculate the costs

involved in distribution through a specific channel. The list of costs may include pack-

aging, shipping, inventory, warehousing, advertising, customer service, and other
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groups of costs. A correct assessment of the cost of distribution is indicative when a

manufacturer has distributed its goods though a particular channel for a few years.

Criteria 2: Market coverage and penetration. Market coverage is the number of active

retail and/or wholesale outlets that sell the company’s defined brands in a specific mar-
ket. Market penetration shows the percentage of the target market that consumes the
product. These measures are not precise enough, thus customers of a manufacturer need
to be organized in groups and then classified as large, medium or small. The basis for

classification can be annual turnover, number of clients, etc.

Criteria 3: Customer service. Different types of businesses provide customers with var-

ious levels of customer service. In order to satisfy diverse consumer segments, the in-
formation regarding the services they may require must be gathered. A scientific ap-
proach is to list all the desirable services, give them weight (value), and rate channels
in regard of ability to provide these services. As a result, a manufacturer can rank the

channels.

Criteria 4 and 5: Communication and control. In this context, control means a manufac-

turer’s involvement in the process of distribution to achieve the desired results together.
Communication is the information flow between the manufacturer and its intermediar-
ies. Each channel should be rated according to its willingness and capabilities in provid-
ing the manufacturer with desired sort of information (new products and promotional
activities of competitors, customer attitudes, reasons of success of a specific product or
line of products, etc.), which should be accurate and relevant. (Cateora & Graham 2007;
Doole & Lowe 2012.)

Based on the channel(s) evaluation, if the results of this evaluation are unacceptable,
the manufacturer should consider channel modification. However, even when the
resutls of the channel evaluation are acceptable from the manufacturer’s perspective,
still the manufactuer should defenitely reconsider its distribution channel structure and
make appropriate modifications if there are changes such as the manufactuer’s financial
situation, decrease in sales volumes of the current products in the market, macro-
environment factors (e.g. changes in political situation), product (e.g. new product
launch), etc. (Onkvisit & Shaw 2004.)
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3.2 Physical distribution

Physical distribution is coordination of the information and goods flow among the in-
volved parties of the channel, so that the goods are available in the right places, at the
right time, in the right quantities, and in a cost-efficient manner (Ferrell & Hartline
2011, 265). It involves not only physical movement of goods (transportation), but also
location of plants, warehousing (storage), inventory quantities, etc. (Cateora & Graham
2007, 453). With an effectively organized physical distribution system, a company can
optimize its transportation costs, levels of inventory, volumes of production, and labour
force (said book, 456).

International physical distribution of goods is more complicated than domestic distri-
bution due to increased distance (e.g. increased transport time, cost, and inventory),
higher number of various transportation modes to consider (with their specific docu-
mentation and packaging), and greater market complexity (e.g. language differences,
documentation and formalism). Planning international physical distribution, a company
needs to consider (1) availability of transportation modes, (2) services of freight for-
warders, (3) export documentation required, (4) packaging requirements for transit, (5)

export sales contract. (Doole & Lowe 2012, 347.)

3.2.1 Transportation modes

The main transportation modes are water, air, road, and rail transportation (Onkvisit &
Shaw 2004, 388). They are demonstrated in the figure 12 and compared on type of
shipment and goods, and operating characteristics such as availability in different loca-

tions, speed, frequency, and cost.
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Large shipments, Small shipments Medium shipments, Large shipment,
Goods heavy products and light goods heavy goods heavy products
di;‘;fx'::;{atblgg:ﬁ?ns Limited Average Very extensive Low
Speed Slow Very fast Fast Average
Frequency Low Average High Low
Cost Very low Very high High Average

FIGURE 12. Four transportation modes (Onkvisit & Shaw 2004, 388; Boone &
Kurtz 2011, 438)

In addition, presence of transportation and market location are important aspects con-
sidered by a company. Due to remote location or other reasons, many companies have

to use a few transportation modes. (Onkvisit & Shaw 2004, 388.)

3.2.2 Services of freight forwarders

Freight forwarder is a company that offers transportation by land, water or air. Freight
forwarders arrange cargo transportation to a required destination, prepare and process
the documentation (depending on the origin and destination of the shipment), provide
warehousing, and perform other necessary activities. In other words, they deal with
three parallel flows: physical goods, information and finance. The examples of these
forwarders are UPS, DHL, Kuehne & Nagel and FedEx. (Doole & Lowe 2012; Rushton
etal. 2014.)

In the example, shown in the figure 13, freight forwarder arranges overseas transporta-
tion of goods from the shipper (company 1, manufacturer) to the consignee (company
2), where it outsources carriage of the cargo at the sea to a shipping line (The seven

steps of international shipment 2014).
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Company 1 Origin Origin port Destination port ~ Destination Company 2
{manufacturer) warehouse warehouse
f e Shlppmglme ............
FREIGHT FORWARDER

FIGURE 13. Example of marine transportation using services of a freight for-

warder (adapted from Transporteca 2014)

Summarizing, services of freight forwarders facilitate the distribution task of any com-
pany, especially when it needs to deliver the goods to a foreign country (Doole & Lowe
2012, 347).

3.2.3 Export documentation

The success or failure of an export operation depends on securing orders for buyers,
delivering goods in good condition at the right time and to the right place, and receiving
the payment. In other words, it depends on correctness of export documentation while
handling export procedures. Mistakes in the documents may lead to delays, fines, losses,

or even violations of laws of foreign countries. (Cateora & Graham 2007, 435.)

It is important to notice that customs and export documentation are not the same in
every country. Therefore, an exporting company must examine all export documents
and regulations in order to meet legal requirements involved in moving goods from one
country to another. (Sb.) In spite of many kinds of export documents that may be re-
quired by different countries, there are some documents that are commonly used
(Onkvisit & Shaw 2004). These are presented and explained in the table 6.
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TABLE 6. Common documents used in export shipments (Onkvisit & Shaw 2004;
Cateora & Graham 2007)

Export document

Brief description

Bill of lading

Contract between shipper and transport carrier regarding the
carrier’s receipt and transportation of the cargo. This is docu-

ment of title.

Export declaration

Includes detailed information about the shipment, thus it can be

used as export control document.

Certificate of | Official document that informs the buying country about the

origin origin of the exported products, i.e. where the goods were pro-
duced / cultivated.

Commercial  in- | Aninvoice, i.e. a bill, issued by the exporter to the buyer. It pro-

voice vides description of merchandise, price, quantity, and payment

terms.

Hazardous certifi-

cate

Document is issued when dangerous goods are transported. The

type of goods, weight and volume are stated in the certificate.

Insurance certifi-

cate

The document proves the insurance, which covers the loss or

damage of the cargo while in transit, has been issued.

In case that the exporter/seller finds the preparation of export documents too compli-
cated, it can contact a freight forwarder which can take over aspects of documentation
(Onkvisit & Shaw 2004).

3.2.4 Packaging

The purpose of packaging in physical distribution is not just to protect the merchandise
during the transportation, but also to economize shipping space, prevent pilferage, and
insure the lowest assessable customs duties (Onkvisit & Shaw 2004, 394). The main
factors influencing the choice of the type of packaging are the transported products,
length of journey, destination regulations, heat and moisture conditions during the trans-
portation, and transportation mode. When the decision regarding the packaging is made,
the proper labelling should be done. Transportation companies, customs authorities and

importers are interested parties in this matter. In some cases, they may have different
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requirements, thus the manufacturer or exporter must make sure that it meets the re-
quirements of all of them. In general, labels should include information concerning the
country of origin, number of packages in each box, destination, and special handling
instructions. (Albaum et al. 2002, 595.)

Probably two biggest threats of any manufacturer, when exporting overseas, are damage
and pilferage of the merchandise. The length of a transit and environmental factors can
have a significant impact on the transported goods and may cause its damage. Distribu-
tion organized with a number of various intermediaries involved in the process may
increase chances of theft or loss of the goods. (Doole & Lowe 2012, 352.) A special
transportation insurance, which covers all the risks that may occur during the physical
movement of the goods, should be used. Generally, this insurance is secured by ex-
porter, and it can be adjusted depending on the organization of the transportation (trans-
portation mode, middlemen involved in the process, etc.). (Albaum et al. 2002, 593.)
Most of the goods are transported in containers (Onkvisit & Shaw 2004, 396). Figure
14 demonstrates a container, how goods should be wrapped and marked, and where the

seal is placed.

Container is a large box made of a Containers provide Container seal is a mechanism
durable material such as steel, protection for goods against with a unique number, damaged
aluminum, plywood, and glass breakage, moisture, and or broken seal indicates that the

reinforced plastics. temperature. container was opened.
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Almost 90% of the world’s cargo Goods should be well Seais help to minimize the
now travels via containers. wrapped and marked. chance of pilferage or theft.

FIGURE 14. Container usage, damage and pilferage prevention (Onkvisit & Shaw
2004, 396; Container Handbook 2014)

As shown in the figure 14, in order to minimize the chances of a pilferage and loss, the
manufacture, exporter or importer should think over the usage of the following tech-
niques: (1) shrink wrapping, seals, or strapping, (2) marking (used in order to identify
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shipments, however, it must not reveal information about the contents, trade and con-

signee names), and (3) prompt pickup and delivery (Onkvisit & Shaw 2004, 396).

3.2.5 Export sales contract

Export sales contract is an important document that contains terms for delivery of goods
in international trade. The International Chamber of Commerce has developed interna-
tionally recognized trade terms — Incoterms that can be used in order to reduce these
uncertainties. (Doole & Lowe 2012, 352.) Professors Graham and Cateora (2007, 445)
state that Incoterms “indicate how buyer and seller divide risks and obligations and,
therefore, the costs of specific kind of international trade transactions”. The latest edi-
tion of the Incoterms was brought out in 2010. It includes 11 rules or terms divided into
two categories: rules for any mode of transport and for sea and inland waterway
transport. The most commonly used Incoterms rules are Ex Works (EXW), Free On
Board (FOB), and Cost, Insurance and Freight (CIF). (Doole & Lowe 2012, 353; Inter-
national Chamber of Commerce 2014.) These are briefly explained in the table 7.

TABLE 7. Three most common Incoterms rules (Doole & Lowe 2012, 353; Inter-
national Chamber of Commerce 2014)

Ex Works | The exporter / seller makes the goods available at its premises or at
(EXW) another named place (factory, warehouse, etc.) at the agreed time.
The seller / exporter does not need to load the goods or clear them
for export. The importer prepares all the required documents and

bears all risks since the goods have left the exporter / seller.

Free On Board | The seller / exporter delivers the goods on board the vessel nomi-
(FOB) nated by the buyer / importer at the named port of shipment. Since

that moment, the buyer / importer bears the risks of loss or damage.

Cost, Insurance | The seller / exporter delivers the goods on board the vessel, con-

and Freight | tracts for and pays the costs and freight, and arranges and pays ma-

(CIF) rine insurance in order to bring the goods to the seller / importer.

There are three uncertainties exist in the international export sales contracts: reliability

of information, interpretation of diverse trade terms, and legal system that will be used
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to adjudicate the contract. The Incoterms rules can effectively help to minimize the un-
certainties that may arise in international trade. (Doole & Lowe 2012; International
Chamber of Commerce 2014.)

4 CASE COMPANY PRESENTATION

In this chapter the Belgian brewery Van Honsebrouck, the case company for the re-
search, and the case product — specialty beers — are introduced. The general description
of the company’s operations including its export activities is given. The background
information for the study, regarding the brewery’s experience in exporting to Russia,

its expectations and challenges, are provided in the chapter as well.

4.1 Introduction of the case company and the case product

The Belgian Brewery Van Honsebrouck is the case company for the research. This is a
100% family owned company located in Ingelmunster, Belgium. Founded in 1900 as
Sint-Jozef Brewery, it was renamed to Brewery Van Honsebrouck in 1953. At this com-
pany the beer brewing was passed from generation to generation. With Xavier Van
Honsebrouck, who is the current CEO of the company, the fifth generation takes over
the brewery. (Castle Brewery Van Honsebrouck 2014a.) Nowadays, Van Honsebrouck

can pride itself in being in the top ten breweries of Belgium (Schrauwen 2014a).

The company produces high quality specialty beers, which are brewed in the traditional
Belgian way. The four basic ingredients of the beers are water, malt, hops and yeast. To
certain beers spices, sugar, liqueur and fruit are added. The basic steps of the beer brew-
ing process are malting (malt is mixed with water to germinate), brewing (malt is
crushed and mixed with water again, filtered out, and what remains is wort), boiling
(the wort is boiled for an hour and hops and spices are added), fermenting (yeast is
added), aging (when beer can rest and age for a while), filtering (removing yeast), and
bottling. Depending on desired type of beer, the brewery uses one of the three fermen-
tation methods: top fermentation, spontaneous fermentation and combined fermenta-
tion. (Castle Brewery Van Honsebrouck 2014b.) In total there are four fermentation

methods, the fourth one is bottom fermentation. It is used for lager style beer brewing.
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(Rabin & Forget 2014, 51.) The final result depends on specific procedures, tempera-
tures, fermentation periods, etc. Undoubtedly, there are some brewing secrets that VVan
Honsebrouck is not revealing. (Castle Brewery VVan Honsebrouck 2014b.)

The brewery Van Honsebrouck has seven beer brands: Kasteel, Cuvée du Chateau, Tri-
gnac, Passchendaele, St-Louis, Brigand, and Bacchus. The brands and their varieties
are schematically presented in the figure 14. The detailed illustration of each beer is in
appendix 1. These are specialty beers that have unique and deep taste, rich colours and

quite high alcohol content (up to 12% Vol.). (Castle Brewery Van Honsebrouck 2014c.)

) St-Louis
Kastesl Kasteel Gueuze Fond
Rouge Donker Tradition

Kasteel
Hoppy

Kasteel

Kasteel .
Blond St-Louss
\ Premium Kriek
3 P i ,,? |

St-Louis
— Premium

Framboise

Passchendaele

Brigand
= VAN HONSEBROUCK

Belgium St Louis
Premium Péche

Bacchus

Flemish Old
Bacc]:;;s Cherry Brown St Loms

et Bacchus Trignac
Gueuze
Bacchm

Raaphern,-
Beer

FIGURE 14. The brands and varieties of the beers (Castle Brewery Van Honse-
brouck 2014c)

For more than 20 years the company was exporting its beers to France and the Nether-
lands. Rising interest in Belgian beers, mainly caused by the company AB InBev market
internationalization and promotion of Belgian specialty beers in foreign countries, set
the brewery thinking of additional export destinations. Additionally, the declining beer
consumption in Belgium and production overcapacity gave a powerful incentive to
search for extra export destinations. Nowadays, the brewery exports to 45 countries,
where the top five export destinations are France, The Netherlands, The UK, Israel, and
The USA. (Schrauwen 2014a.)
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The production of authentic Belgian beers allowed the company to become one of 20
members of the non-profit organization Belgian Family Brewers (BFB) that promotes
the historical and independent family breweries (Castle Brewery Van Honsebrouck
2014d). The BFB quality label, which is present on each beer bottle produced at the
brewery, guarantees genuinely original and traditional Belgian beer. Thus, people who
buy the beers all over the world have no doubt about the products’ Belgian origin. (Bel-
gian Family Brewers 2014.)

4.2 Exporting to Russia: expectations and challenges

Since 2012 Russia has become one of the export destinations of the brewery VVan Honse-
brouck. There the company has two distributors: Bairos located in Moscow, and
Astonex located in St. Petersburg. From the beginning, the demand has been high, and
the volume of export doubled each year. Stable relationships with the partners in Russia,
growing demand, product newness in the market (specialty beers) make the company
to strongly rely on the Russian market. (Schrauwen 2014a.) The strategic plan of the
company is to grow volume of production by 25% and increase the volume of annual
export up to 70% of its total production within next five years. Consequently, it counts

on the Russian market, and expects to have it in top five export countries in 2015.

At the same time, the conditions in Russian beer market have recently become less fa-
vourable for beer companies: anti-alcohol policies, including heavy alcohol products
taxation, advertising and selling restrictions, and complicated political and unstable eco-
nomic situations. These and other external factors may have a negative impact on the
business’ performance in Russia. Additionally, aiming at increasing of beer export to
Russia, the efficiency of the current distribution strategy should be considered. In case
of less favourable or even unfavourable environmental conditions and slowing down
growth of the distributors” demand, the brewery has to know how it can keep its position

in the Russian beer market.
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5 METHODOLOGY AND RESEARCH DESIGN

After the setting or background information regarding the case company, the product,
and the current state of affairs is presented, it is necessary to formulate how the research
should be undertaken, i.e. how information should be gathered and analysed. The chap-
ter contains the clear research objective and the research questions, research design and
research methods, and how the data is collected and analysed in this particular research.
First, it is important to clarify the difference between the terms methodology, research
methods, and research design. Methodology refers to the ways in which knowledge,
concerning how research should be conducted, is acquired. It includes ideas and theories
that underpin research methods. (Daymon & Holloway 2011, 100; Saunders et al. 2009,
3.) Whereas research methods refer to step-by-step procedures or techniques that are
used for doing the research, i.e. to gather and analyse data (Saunders et al. 2009, 3).
Research design is the general plan or framework for data collection and analysis
(Ghauri & Gronhaug 2005, 56).

5.1 The research objective and questions

The objective of the thesis is to give recommendations for distribution strategy of the
Belgian brewery VVan Honsebrouck that exports its beers to Russia. The general research
focus question is: “How should the company organize and manage export to and dis-
tribution of its products in Russia?”. In order to be able to answer the general research
focus question and, consequently, give recommendations, a thorough study must be
done and the following research questions must be answered:

What is the case company’s current distribution strategy?
How efficient is the distribution strategy?

What is the macro-environmental situation in Russia?
What is happening in the beer industry in Russia?

Who are the potential customers?

o a k~ w N E

What channel conflicts might arise and how to minimize them?

When the outcomes listed below are attained, the general research focus question can

be answered and recommendations for distribution strategy can be given.
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e Have a clear view on the case company, its current distribution strategy in Rus-
sia and its performance;

e Understand the changes taking place in the macro-environment and in the beer
industry in Russia, and their possible impact on the company;

e The end-consumers are profiled, and possible geographic locations where they
can be found are identified;

e The channel conflicts and the ways they can be minimized are presented.

The findings of the research can be used by the brewery VVan Honsebrouck, and they
will give the company the insight into the current market environment in Russia and
beer industry, present distribution organization and its effectiveness, more detailed tar-
get audience profiling. The result of the research, recommendations for the distribution
strategy, can be used by the company as a well-thought out suggestions of distribution
organization of the exported beer brands in Russia that will lead to strengthening of its

market position and increase of sales.

5.2 Research design and research methods

The purpose of empirical research is to answer or elucidate the stated research ques-
tions. In order to be able to effectively produce desired information and, consequently,
answer the questions and solve the research problem in the best possible way, the re-
search must be properly designed. It is important to notice that the research questions
and the objective must be well-formulated, otherwise the research design will be mis-
guided. Research constraints such as time, financial resources, skills, etc. should be
taken into account. (Ghauri & Gronhaug 2005, 56; Saunders et al. 2009, 137.)

The purpose of a research can be exploratory (finding out what is happening, trying to
get insight into a problem, ask questions and clarifying the understanding of phenome-
non), interpretive or descriptive (accurate description of a situation, person, or happen-
ing in order to expand the understanding of something), or explanatory (studying a
problem with the purpose to explain the relationships or dependencies between varia-
bles). However, sometimes a research can be both descriptive and explanatory. (Saun-
ders et al. 2009, 139 - 140.)
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The current research has descriptive and explanatory purpose. The attempts of the re-
search are to explore the situation and study it in detail, while providing new additional
information to the topic. Here as much information as possible is collected. The ques-

tions stated in the research are more often what? and how?. (Education Portal 2014.)

When the research purpose is identified and the research questions are listed (p. 42), a
broad methodological approach or research design can be revealed. The case study re-
search design is appropriate for the current research. Case study research is focused on
an in-depth investigation of the phenomenon within a particular context, including ho-
listic explanation of how multiple processes and influences fit together in the particular
case (Daymon & Holloway 2011, 114 - 115.) Multiple sources of evidence of a phe-
nomenon are used in this research design, which allow to gather detailed information
from different angles (Saunders et al. 2009, 146).

Case study research design incorporates multiple research methods (Daymon & Hol-
loway 2011, 114). Research methods, i.e. techniques and procedures used to gather and
analyse data, include quantitative (statistical) and qualitative (non-statistical) collection
and analysis techniques, as well as questionnaires, observations, surveys, interviews and
other methods, where primary and secondary data can be collected (Saunders et al.
2009).

The original data gathered by a researcher, which is specifically tailored for his/her re-
search project at hand, is primary data. This first-hand data can be collected by con-
ducting interviews, making surveys and experiments, etc. The process of this data gath-
ering is generally longer and more expensive, thus before engaging in primary data
search, it is beneficial to exhaust readily available secondary data that can be useful for
the work. Secondary data is information that has been collected earlier by somebody
else and for some other purposes. This type of data includes both raw data (with a little
or no processing) and complied data (processed and/or summarized information). Sec-
ondary data can be gathered in magazine articles and newspapers, management reports,
and on websites with statistical information, etc., then this data can be described and
interpreted from the researcher’s own perspective and of his/her own research interest.

(Cavusgil & Riesenberger 2009; Saunders et al. 2009; Daymon & Holloway 2011.)


http://www.google.be/search?tbo=p&tbm=bks&q=inauthor:%22S.+Tamer+Cavusgil%22
http://www.google.be/search?tbo=p&tbm=bks&q=inauthor:%22John+Riesenberger%22
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Two broad methods of data collection techniques and analysis procedures are qualita-
tive (non-numeric) and quantitative (numeric). Qualitative research is concerned with
qualitative phenomenon. It makes it possible to engage with people and reveal in depth
human dimensions and communicative interactions though a researcher’s engagement.
Some of the important traits of this research are: inductive approach is taken by re-
searchers, the context of the study is taken into account (e.g. physical location and con-
ditions in which the research is made), sample is rather small, information is interpreted
though cultural meanings, more subjective. (Daymon & Holloway 2011; Kotler et al.
2012.) Quantitative research is concerned with phenomena that can be expressed in
terms of quantity (Kumar 2008, 8). In order to convey meaning and be useful to people,
qualitative data in row must be processed and analysed. Quantitative analysis tech-
niques such as graphs and charts help to explore, examine, and present the data. Some
of the important traits of this type of research are: deductive approach is taken by re-
searches, sample can be large, the research is more objective. (Daymon & Holloway
2011; Saunders et al. 2009.)

The methods of qualitative data collection can be formed into two groups: (1) inter-
views, including structured, semi-structured, and unstructured interviews, focus groups,
case studies, and (2) observations, including participant and nonparticipant observa-
tions. Additionally, analysis of documents and other materials is also a way of qualita-
tive data collection. The methods of quantitative data collection can be formed into three
groups: (1) self-completion surveys, including mail surveys, (2) interview-completed
surveys, including telephone surveys, and (3) observations. Additionally, the data can
be collected by doing content analysis and reviewing official statistics. (Hair et al. 2011,
187.) Professors Tashakkori and Teddlie (2003) argue that qualitative and quantitative
techniques do not exist in isolation. Therefore, in a business research it is highly rec-
ommended to use both qualitative and quantitative techniques and procedures and also
primary and secondary data (Saunders et al. 2009, 151).

In the context of this thesis the following research methods are used: semi-structured
interview and review of electronic sources. The chosen methods are relevant for an-
swering the stated research questions, and they can provide the necessary information

to solve the research problem in the best possible way.
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Semi-structured interview is a type of qualitative research interview, where the re-
searcher has a list of themes and questions to be covered but the order of questions goes
with the flow of the conversation. Additional questions may be asked in order to explore
a topic deeper. The relevant data can be recorded by note taking or audio-recording.
(Saunders et al. 2009, 320.) Professors Eriksson and Kovalainen (2008) argue that the
advantage, which can be gained by conducting semi-structured interviews, is the possi-

bility to set informal and conversational tone of the interview.

For the current research the semi-structured type of the interview is the most suitable.
Due to multidimensionality and complexity of the study, the researcher finds it benefi-
cial to make a list with the topics and main questions to be covered at the interviews.
Then during the process of interviewing the researcher can ask more questions to get
deep understanding of the subject gradually proceeding from one issue to another in a

friendly and comfortable manner.

Review of electronic sources has intrinsic value for researchers in today’s world. Elec-
tronic sources can be reviewed by conducting an ‘electronic research’. Eriksson and
Kovalainen (2008, 97) define it as “research activities that rely on communication that
is mediated through computers and other new technologies”. The research can be
formed into three main groups: (1) research literature published on the Internet, (2) ma-
terials available on the Internet (e.g. company’s reports), and (3) materials produced by
means of internet technologies (e.g. e-mail interviews, electronic focus groups). The
major advantages of this research are ease and economy of data collection. (Eriksson &
Kovalainen 2008, 97; Hughes 2012, 196.)

In order to reach the aim of the current study, the researcher is sure that the review of
electronic sources is of absolute necessity. The research literature published on the In-
ternet and the material available of the Internet are to be mainly used for the environ-
mental analyses (market and industry research), and segmentation and targeting. The
researcher believes, that in today’s world the review of diverse internet sources gives
the researcher the significant advantage in the collection of the most accurate and latest
possible information that can help to answer to the research questions in the effective

and efficient way.



47

5.3 Data collection and analysis

The step-by-step representation of data collection procedures, such as interviewing and
reviewing of electronic sources, used in the research, and the difficulties occurred in the
process, together with the detailed data analysis are presented in this section. Even
though this section is divided into two parts: Semi-structured interviews and Review of
electronic sources, where the processes of data collection and data analysis are de-
scribed, it does not mean that they are not interrelated. Per contra, the processes of data
collection and analysis are very interactive, because analyses may occur as during data
collection, as after it. Although two separate data collection methods are used, they still
have influence on one another: analysis of one data shape data collection of another
data. (Saunders et al. 2009, 488.)

Semi-structured interviews

The interviews were conducted during the research process. The case company’s repre-
sentative and the company’s two distributors in Russia were intended to be interviewed.
The general information about all the interviews is presented first, and then the process

of data collection and analysis is described.

With the purpose to be knowledgeable about the topic, during preparation for the inter-
views, in addition to literature review, the information available on companies’ websites
was reviewed, and some subject related articles were revealed. The list with themes and
initial questions in logical order was prepared. Before the interview started the inter-
viewees were informed about the purpose of the research and the use of information.
During the interviews no audio or video recording was used; the interviewer was col-
lecting relevant data by note taking. Right after each interview, a full record of it was
compiled. The interviewees allowed the researcher to indicate their names and profes-

sions.

Semi-structured interview with the company’s representative

The interview with the Commercial Director of the case company — Marc Schrauwen —

was conducted at 2 p.m. on the 7" October 2014 in a café in Mechelen, Belgium. The
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interviewee works side-by-side with the CEO of the brewery in development and im-
plementation of business strategies, including work with foreign partners — beer import-
ers. The language of the interview was English. The decision on the interview time and
location was made based on its convenience for the participants, and where the inter-
view was unlikely to be disturbed. It is important to mention that the interviewee and
the interviewer have met before and in the same place, namely when the possibility of
research making for the company was discussed.

The interview on the 7" October started with a short opening conversation to make the
atmosphere more friendly. As the interviewee had received the interview topics and
main questions in advance, in addition to being prepared for the discussion, he brought
some figures with detailed information. The interviewer was not only controlling her
own gestures and tone of voice to encourage the flow of discussion, but also paying
attention to the interviewee’s non-verbal communication and tone of the voice. In addi-
tion to asking extra clarifying and specifying questions, the interviewer was an attentive
listener and in order to minimize misunderstanding once in a while some answers and

explanations provided by the interviewee were summarized.

The objective of the interview was to collect relevant data regarding some organiza-
tional issues, the company’s process of internationalization and the current distribution
strategy. It was intended to find out how the distribution of the company’s products to
Russia is organized: selling/marketing channels (the way the goods are bought to the
market), and physical distribution of the products. The topics of the interview and main
questions are listed in the appendix 2. On the whole, the interview was conducted suc-
cessfully. The interviewee was enthusiastic about the discussion and demonstrated will-
ingness to clarify any aspects when needed. Moreover, extra detailed and unexpected

information was collected.

Semi-structured interviews with the distributors

The interview with the brewery’s distributor in St. Petersburg — Astonex — was con-
ducted at 1 p.m. on 29" October 2014. Evgenia Kovchinnikova, a manager in Astonex,
was the interviewee. The interview was conducted in Russian language. Due to the dis-
tance: the interviewee was in St. Petersburg, Russia, and the interviewer was in Mech-

elen, Belgium, the interview was conducted via Skype call to the company’s telephone
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available on its official website. First, a receptionist of the company answered the
phone, and because she was not well-informed regarding the subject, she called Evgenia
to the telephone. After the researcher’s introduction and explanation of the research
purposes, the interview started. The list with the topics to be covered and main ques-
tions, prepared in advance, was used by the interviewer during the conversation as a
guide. The interviewer was taking notes. The fact that it was not possible to witness the
non-verbal behaviour of the interviewee, the researcher paid especial attention to the

tone of the voice of the participant.

The purpose of the interview was to get clearer understanding of the organization of the
distributer’s operations and the company’s collaboration with the brewery, as well as to
get the distributor’s opinion on the beer market situation and its influence on the busi-
ness enlargement. The conduction of a semi-structured interview and the interviewee’s
willingness to participate allowed the researcher to gather extra interesting and relevant

information. The list with topics and main questions is in the appendix 3.

The interview with the case company’s distributor in Moscow — Bairos — was planned
to be conducted at 10 a.m. on 30" October 2014. The researcher contacted the company
via Skype call to the distributor’s telephone available on its official website, from the
receptionist the call was redirected to the marketing department. After the researcher’s
introduction and explanation of the research purposes, a manager from the department
was not willing to be interviewed via phone (due to busyness), and she asked to send
the questions to the given e-mail address. The topics planned to be covered were the
same as for the interview with the manager from Astonex, but the questions were
slightly different, they had been adjusted based on the information available on the dis-

tributor’s website.

Due to the fact that the interview could not be semi-structured anymore but structured,
the researcher included clarifications to some questions, where the interviewee from
Astonex had asked for some explanation, and added extra questions such as “If yes,
why yes?”, and “If no, why not?”” where they were appropriate. After a couple of hours,
the researcher received the e-mail with the refusal to answer to any of the questions due
to confidentiality of the information that could be disclosed by uploading the thesis on
the website www.thesus.fi. The list with topics and main questions, planned to be cov-

ered, is in the appendix 4.



50

Semi-structured interviews: Data analysis

Qualitative research has adaptable nature, where the results of one analysis interact with
the following data collection. This gives an advantage to adapt questions of the subse-
quent interview(s) (or even a data collection method) based on the results of the ongoing
analysis. (Daymon & Holloway 2011, 303.) In the current research, when the first in-
terview (with the company’s representative) was conducted, and the full record of it
was compiled, the researcher inspected among the notes and identified the main pat-
terns. The data was categorized. Not everything that was necessary to be studied could
be known by the case company’s representative, thus, the themes that required further
exploration were taken into account and put into the list of questions for the interviews
with the distributors. When the second interview was conducted (with the distributor in
St. Petersburg, Astonex), the answers to the prepared questions and to the questions
raised during the interview were compiled. The researcher reviewed the gathered infor-
mation and identified the main topics. Then it was found beneficial to reorganize the
data collected during both interviews and design a suitable matrix based on the key
themes. That allowed the researcher to get deeper understanding of the subject and gain
new insights within the existing categories. These gave grounds to extra topics to be

studied via reviewing electronic sources.

Review of electronic sources

In order to achieve greater data triangulation, i.e. increase the validity of the research
using various sources of information, in addition to conduction of the interviews diverse
electronic sources were reviewed. Data, collected by reviewing electronic sources, in-
cluded both written materials such as organizations’ websites, articles, government pub-
lications, industry reports, and etc., and non-written materials such as pictures and
graphs. The gathered data was both qualitative and quantitative. Due to the specificity
of the research, data was collected in both English and Russian languages. With the
purpose to have an efficient review of electronic sources, the researcher prepared the

list with main topics before the search. The list included the following:

e Review of the available information about the case company and its distribu-

tors on their official websites;
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e The current macro-environment situation in Russia (applying PESTLE frame-
work), and the government’s prognosis;
e Micro-environment analysis of the beer industry in Russia (applying Porter’s
Five Forces model) and its trends;
e Data needed for market segmentation and targeting (mainly Russian official

statistics).

Maximally reliable electronic sources were reviewed. The researcher tried to gather data
on the state’s official websites as far as possible. The publication dates were always
checked, and the most recent information was collected. In addition to compiled data,
some of the collected information was in a raw form and needed to be processed. Even
though the process of data collection was extremely complex and time consuming, the
researcher put all the efforts to collect the most reliable and useful information for the
study. The review of the electronic sources and conduction of the interviews were hap-

pening together.

Review of electronic sources: Data analysis

As the review of electronic sources had to cover a number of topics, the analysis of each
topic happened separately, but on the whole the analyses were interrelated. The revela-
tions in one topic influenced the process of data collection of another topic. In other
words, even though several subjects were researched by reviewing diverse electronic
sources, the whole process was very interconnected. The data collected on the websites
of the case company and its two distributors was the primary information in textual
form, which gave the basic understanding of the companies and was taken into account
while planning and preparing for the interviews. The data collected in order to make
macro- and micro-environment analysis was both qualitative and quantitative, and in
both raw and compile form. Thus, the qualitative data was classified into categories,
and analysed through the use of conceptualization. In quantitative data analysis, where
it was necessary, the researcher made graphs (e.g. to show proportions) and some cal-

culations in order to explore, analyse and present data in a meaningful way.
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6 RESEARCH RESULTS

In this chapter the facts discovered during the research are reported. As two research
methods have been used, in order to structure the findings in a clear, logical, and easily
understood manner, the researcher finds it beneficial to integrate the results and present
them thematically. The factual information presented in this chapter is used for answer-
ing the research questions and giving a recommendations for the case company’s dis-
tribution strategy. Tables, figures, and quotes from the interviewees are used to illustrate

the findings.

6.1 The current situation

This subchapter concerns the research results regarding the case company’s current sit-
uation. First, the internal environment of the brewery is presented. Then, the brewery’s
two distributors in Russia are introduced, and the current distribution organization is

demonstrated.

The internal environment

Internal environment consists of factors that can be controlled and managed by the com-
pany (p. 11). In order to analyse the internal environment of the case company — brewery
Van Honsebrouck — controllable factors such as company’s objectives, decisions re-
garding product mix, decision making process, human resources, physical resources in-

cluding infrastructure, research and development activities, and etc. are studied.

For more than 20 years the brewery has been exporting beer to France and The Nether-
lands. However, exporting became the priority seven years ago. Declining consumption
in the Belgian beer market and, consequently, overcapacity forced the company to con-
sider possibilities of internationalization. Today, with 80 persons working at the com-
pany, the annual volume of production is 96 000 hectolitre of beer. Almost a half of the
volume (45%) is being exported to different countries all over the world. In total, the
brewery exports to 45 countries, where the top five export destinations are France, The
Netherlands, The UK, Israel, and The USA. These top five countries represent 80% of

the total export sales. Since 2012 Russia has become one of the export destinations of
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the brewery Van Honsebrouck. (Schrauwen 2014a.) The export to all the countries is

organized on Ex Works Incoterms rule.

At present time, a new brewery is being built. This new brewery, which will be finished
by 2017, will have a capacity of 200 000 hl, i.e. the production capacity will be doubled
in comparison to the current one. (Castle Brewery Van Honsebrouck 2014a.) Thus, it
will be necessary for the company to increase the number of personnel. The main com-
pany’s objective is to grow volume of production by 25% and increase the volume of

annual export up to 70% of its total production within next five years.

Concerning the product mix, i.e. range of products offered by the brewery, the company
has seven specialty beer brands: Kasteel, Cuvée du Chateau, Trignac, Passchendaele,
St-Louis, Brigand, and Bacchus. In the specialty beer production, the brewery Van
Honsebrouck uses high quality ingredients. The main (water, malt, hops, and yeast) and
additional ingredients (sugar, spices, fruit, and liqueur, etc.) are gotten by the company
from both home country suppliers (Belgium), and from abroad. (Castle Brewery Van
Honsebrouck 2014b.) In total, the company has 150 suppliers.

The beer brand Kasteel is the number one, it represents 65% of the total volume of
production. Having a look at export, Kasteel dominates there as well: 70% of the ex-
ported beers is the Kasteel brand, from where Kasteel Rouge — a variety of the Kasteel
— takes 50% of the volume. However, the research and development (R&D) activities
for new product development are continued, because the company finds product diver-
sification highly important in today’s world. Changing market preferences and desire
for new and different flavours, together with shorter product life cycle of specialty beers
(than lager beers), and export activities when the product goes to a foreign market with
other tastes motivate the brewery to diversify the production and create new beers. With
the purpose to satisfy a wider group of beer drinkers, the brewery makes beers with
diverse alcohol concentration which varies from 6,5 to 12% Vol., classic blond and dark
beers, sour lambic beers and sweet fruit beers (e.g. St-Louis). The prices of specialty
beers are generally higher than lager beers. Not the same product mix is exported to all
foreign countries, on the contrary, for every export destination the company tries to find

the perfect fit of the beers with consumers’ preferences.
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The brewery has its own website. In order to get to the web-site, each visitor has to
select a language (Dutch, French, English, or Spanish) and confirm that he/she is of
legal drinking age. The history of the company, the brewing process, the beer brands,
etc. with pictures and videos are presented on that website. Besides that, the company

has created additional websites for some beer brands (e.g. Passchendaele).

The strategic marketing planning concerns the identification and establishment of the
company’s corporate strategy, and goals and objectives. In the case of the brewery Van
Honsebrouck, which does not have a complex company structure with numerous divi-
sions, the strategic marketing planning is a straightforward process. The operational
responsibilities are delegated to the management of the company. All propositions are
discussed in two meetings: commercial and technical. The final decision is made by the

CEO of the company.

The distributors and the current distribution organization

This part concerns the case company’s distributors (or beer importers) in Russia, and
the current distribution organization. First, the brewery’s two distributers in Russia,
namely Astonex and Bairos, are introduced. Then, the organization of the beer export
to Russia is demonstrated. The results presented in this section are mainly based on the
data collected by interviewing the company’s representative and the distributor from St.

Petersburg, but also by reviewing of the companies’ official websites.

Astonex, St. Petersburg

Astonex was established in 1995, and originally it was working only with foreign beer
produces: it was importing beers from abroad and distributing and promoting them in
St. Petersburg. Now the company is also working with the Russian brewing company
Baltika, which belongs to Carlsberg Group. (Astonex 2014a.) Looking for Belgian spe-
cialty beers, mainly diverse fruit beers, in 2012 Astonex directly contacted the brewery
Van Honsebrouck and held out the hand of comradeship. Nowadays, it imports beers
from four countries: Belgium (breweries Van Honsebrouck and Silly), Great Britain
(brewery St. Austell), Germany (brewery and monastery Andechs), and Czech Republic

(brewery Zatecky Pivovar) (Astonex 2014b).


http://astonex.ru/main/import/velikobritaniya/pivovarnya_st_austell/
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Bairos, Dolgoprudny (Moscow region)

Russian company Bairos, established in 2000, distributes unique and exclusive beers of
premium class from Europe (Bairos 2014a). The company imports the beers from Ger-
many, Austria, Czech Republic, Great Britain, Belgium, The Netherlands, Luxemburg,
and Italy (Bairos 2014b). The product assortment can to divided into three groups: bot-
tled beers, beer on draught, and beer gift packs (Bairos 2014c). Bairos distributes the
beers from numerous breweries though off-trade (various supermarkets, specialty re-
tailers, boutiques, etc.) and on-trade (cafes, restaurants, pubs, etc.) distribution channels.
In 2012 through a Belgian intermediary, Bairos found the brewery Van Honsebrouck.

It was also looking for Belgian specialty beers, mainly fruit beers.

Making of contract

Choosing a brewery overseas, Astonex considered the producer’s product assortment,
especially sorts of fruit beers, quality of the product, and the type of packaging provided
by the brewery. At the moment, when the case company was contacted, it was success-
fully exporting the beers to many foreign countries. Therefore, after careful evaluation
of the offer, the brewery agreed of cooperation. The most important distributor’s char-
acteristics considered by the brewery were overall sales, customer support capabilities,

and knowledge of local markets.

Each distributor has a contract with the brewery, which is valid for five years. In this
contract, in addition to the rights and obligations of the parties, there are exact minimal
volumes of goods that must be ordered by a distributer each year within the defined
time frame (five years). Supplemental Agreement on the extension of the contract made
between the brewery and one of its distributes in Russia is presented in the appendix 5.
Due to demand fluctuations, the goods are ordered approximately ten times per year.

The orders are made via an e-mail or a phone call to the brewery.

Marketing activities such as advertising are not included in the contract, but they can be
discussed and planned with the distributors. Annually the brewery’s representative vis-
its the partners in Russia. During that time, the representative can visit pubs and shops

where the beer is sold, and the places where the beer can be sold in the future.


http://en.wikipedia.org/wiki/Dolgoprudny
http://slovari.yandex.ru/beer%20on%20draught/en-ru
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The product

The brewery Van Honsebrouck exports its beers to 45 countries, and it knows very well
how diverse consumer tastes and preferences can be. In order to find out what brewery’s
beers Russians prefer most of all, in the very beginning the brewery exported its spe-
cialty beers with different tastes, styles (e.g. blond, fruity beers) and alcohol concentra-
tion. With the time, it has become clear which beers Russian love the most. Figure 15
demonstrates the change of the volumes (in hectolitre) of the brewery’s beers exported
to Russia per year. The data for 2012 and 2013 is for the whole year, and the data for
2014 is the period from January and until July 2014 (the year 2014 has not ended yet).
Due to a large range of the quantities, a logarithmic scale is used.
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FIGURE 15. The volumes of the brewery’s beer export to Russia (adapted from
Schrauwen 2014b)
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It is clear that Kasteel Rouge, a unique blend of Kasteel Donker (dark beer) and a sweet
cherry liqueur, is in the greatest demand in comparison with the brewery’s other beers
in Russia. In 2012 this beer constituted 36,7% to the total amount of the export (861
hectolitre), and in 2013 - 62,8% (1662 hectolitre).
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It is important to notice that different product packaging is used: glass bottles and kegs.
The decision on the type of packaging is made by the distributors. If the beer is planned
to be sold in the off-trade, then the packaging is glass bottles, and if the beer is planned
to be sold in the on-trade, then the packaging is kegs. However, the beer in glass bottles
can also be sold in the on-trade, for example when a glass of beer and the beer bottle

are served together in a pub.

Distribution

Astonex distributes the imported beers mainly to St. Petersburg, but also to Moscow
and Tula. It distributes 90% of the imported beers from the brewery through the on-
trade channel (e.g. pubs), and 10% - through the off-trade channel (e.g. shops). Whereas
Bairos distributes the beers not only to Moscow and Moscow region, but also to many
other Russian cities (Bairos 2014d). It distributes 90% of the beers through off-trade
channel, and 10% - through the on-trade channel. Choosing the retailers, Astonex values
the quality of service that the retailers can provide to the end-customers. This means
that the quality of the beer is kept under control, i.e. the conditions and temperature of

storage, and the overall level of customer service.

Regarding the product and information flows, the products move from the manufacturer
to each of the distributors separately, then they distribute the goods to the retailers, and
the latter sell the products to the end-customer. With the purpose to make an order, the
information flow goes bottom-up: retailers send orders to the distributors, and the dis-
tributors place orders to the manufacturer. Direct communication regarding the product
quality and other issues is done between the manufacturer and the distributors, and be-

tween the distributors and the retailers.

Concerning physical distribution, the brewery and its distributers conform to an Inco-
terms rule, and that helps them to clearly indicate how risks and obligations are divided
between the parties. The Incoterms rule, followed by them, is Ex Works. The exporter
makes the goods available at agreed place for the buyer, who arranges the pickup and
transportation of the goods, prepares the documents, and bears all the risks (p. 38).
When the brewery’s goods are sold to a foreign partner (partner in any country but

Belgium), the export is always organized under the Ex Works rule. According to the
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manager in Astonex, all the breweries, with which Astonex works, conform to Ex

Works rule.

For physical distribution, the brewery uses two types of packaging: returnable and one-
way packaging. For Belgian partners, and partners from the neighbouring countries
(France, Germany, The Netherlands, and Luxemburg) the brewery uses returnable pack-
aging, which gets returned to the producer. Due to greater distances and higher trans-

portation costs, the company uses one-way packaging for all the other countries.

The transportation modes, which are used by Astonex, are road and water. The beer is
transported in large quantities, thus the shipment is generally large and heavy. From the
producer the cargo is transported to the port by truck and then loaded on vessel. Gener-
ally, the container is fully loaded by the goods of one consignee. In the case of Bairos,
it organizes the physical transportation of goods via an intermediary. This intermediary
consolidates the orders from Bairos, i.e. picks up goods from a number of breweries in
Belgium and arranges transportation of the goods. The transportation modes used are
mainly road and sometimes water. The transit time from the origin to the place of des-
tination can be a couple of weeks. Therefore, in order to keep the product safe, it is
properly packed (kegs and cartons) and placed in the metallic container(s). The cargo
safety (e.g. use of seals), marking (according regulations), and prompt pickup and de-

livery are the importers’ concern (Ex Works Incoterms rule).

Market situation in Russia

The case company as well as its distributor in St. Petersburg — Astonex, find the overall
market situation very complex. They admit that it is extremely difficult to predict what
is going to happen, and what impact it may have on their businesses. Evgenia Kovchin-
nikova, a manager in Astonex, says that political and economic instability will have a
notable impact on Russian companies that import products from abroad, as well as for-
eign firms exporting their goods to Russia. Moreover, nowadays the government is put-
ting pressure on the beer industry and that will complicate the situation even more. The

possibility of the business enlargement at this moment is very questionable.
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Difficulties and recommendations

To the question if the distributor faced any difficulties working with foreign breweries,
Astonex responded that once there had been a problem with a British brewery. The beer
prepared by the brewery was of low quality, and that was discovered only when the
product arrived to St. Petersburg. After the ascertainment of the facts, the producer ac-
cepted their mistake and transported the goods back to the brewery.

The distributor Astonex could not give an immediate answer to the questions: “Assum-
ing a foreign brewing company is planning to go to Russian market, what can you advise
that brewery? What does the brewery should be beware of?”. The manager commented
that she is not able to give a well-though out answer, and it is necessary to think of it

for quite a while.

6.2 The environments of the Russian market

As it has been discussed earlier, in addition to the internal environment of the company,
it is surrounded by uncontrollable macro- and micro-environments (p. 7). In order to
accomplish the purpose of the research, PESTLE framework has been used to analyse
the macro-environment of the case company in its export activities to Russia. Moreover,
the micro-environment of the brewery, i.e. analyses of the beer industry in Russia by
using Porter’s Five Forces model, has been researched. The results of these researches
are presented in this subchapter. The research method was the review of electronic

sources.

The macro-environment

PESTLE is a framework that can be effectively applied to make macro-environmental
analysis. It helps to identify external forces that currently affect the business and that
are likely to have impact on it in the future (p. 7). The specificity of the beer industry is
taken into account, and the key factors that are likely to have an impact on the case
company and the industry on the whole are identified. Even though the factors are pre-

sented separately, they are very interrelated.
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Political factors:

The government type of Russia is federation, where groups of subjects have
independence in internal affairs and are under control of the central government
(Central Intelligence Agency 2014). The President and the Prime Minister have
executive power (Russiapedia 2011).

The Russia’s role in the Ukrainian conflict has led to strained relations between
Russia and the European Union and sanctions against each other (European
Union External Action Service 2014). The sanctions of Russia against the EU
has concerned agricultural products (fruits, vegetables, and dairy products and
etc.), where, for example, alcoholic beverages are not on the list (Arguments
and Facts 2014).

Due to the World Trade Organization tariff obligations, Russia will reduce the
customs-tariff: it is 7,54% in 2014, and it will be 7,06% in 2015, 6,61% in 2015,
and 5,83% in 2017 (weighted average annual rate) (Ministry of Economic De-
velopment of the Russian Federation 2014).

The EU sanctions may be eased against Russia in mid-2015 (The Economist
2014).

In 2009 the government has developed the concept to reduce alcohol consump-
tion, which is valid until 2020. It includes the general intentions of minimizing
alcohol consumption such as improvement of alcohol market regulation,
change the pattern of consumption, and increase social awareness of the prob-

lem. (The Federal Agency on alcohol market regulation 2014.)

Economic factors:

The Gross Domestic Product (GDP) is expected to grow each year (in compar-
ison with the previous year) by 6,5% in 2015, 7,4% in 2016, and 8,2% in 2017
(Ministry of Economic Development of the Russian Federation 2014).

At the moment, the inflation rate is 6.28%, and at the end of the year 2014 it will
be probably more than 7,5% (RIA News 2014). This year the rate will be higher
than during last three years. According to the data provided by The Bank of
Russia (2014), the inflation rate was 6,10% in 2011, 6,6% in 2012, and 6,5% in
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2013. Russian Ministry of Economic Development (2014) prognoses decline of
the inflation rate: it will be 5-6% in 2015, 4-5% in 2016, and 3,5-4,5 in 2017.
Since 2009 (after the peak of the economic crisis of 2008) the unemployment
rate in Russia has been decreasing. According to Russian Federal Statistics
(2014), the unemployment rate decreased from 8,3% in 2009 to 5,5% in 2013.
Due to Russian large territorial and sectorial heterogeneity, in some regions the
unemployment is higher and in others it is lower. The lowest unemployment rate
is observed in The Central and The North-Western Federal Okrugs. (Federal
State Statistics Service 2014.)
Oil and gas production, and export of gas, oil and oil products are expected to
stay at approximately the same level as now. Whereas gas prices are expected
to slightly decline, oil prices will perhaps stay at the present level. (Ministry of
Economic Development of the Russian Federation 2014.)
Russian Ministry of Economic Development (2014) prognoses stable increase
of the exchange rate US dollar (USD) to Russian rouble (RUB). The rubble will
devaluate, the value of USD 1 will be RUB 35,7 in 2014, RUB 37,7 in 2015,
RUB 38,7 in 2016, and RUB 39,5 in 2017 (average annual rate). The average
exchange rate USD to EURO (EUR) in 2014 is USD 1,34 to EUR 1, next year
the rate will be USD 1,30 to 1 EUR, and it is expected to stay at the same level
until the end of 2017. (Ministry of Economic Development of the Russian Fed-
eration 2014.)
Russian Ministry of Economic Development (2014) prognoses the improvement
of the general macro-environmental situation in Russia in 2016.
The doubled excise tax on Russian beers in 2010 has led to constant beer price
increase and yearly loss of beer market positions by Russian beer produces. As
the prices of beers produced in Russia keep on increasing, the price differences
between imported beers and beers produced in the country are vanishing. That
makes it practically impossible for the Russian beer brands to compete against
the imported beers. (Food Newsweek 2014a.)
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Social-cultural factors:

At the moment, there are 143.7 million citizens in Russia. The population is
expected to grow: by 2017 there will be 144.3 million people living in the coun-
try. (Ministry of Economic Development of the Russian Federation 2014.)

The growth of the income per capita will most likely slowdown in 2015, and
that will restrain the consumer demand. As the inflation rate decreases and the
general macro-environment situation improves (expected in 2016), the con-
sumer demand will increase. (Sb.)

According to Ministry of Economic Development (2014), consistent invest-
ments in the human capital (increase in wages of social workers, improvements
of social welfare, stimulation of population mobility, etc.) are planned by the

state for the next three years.

Technological factors:

Investments in the high-technology developments will be increased by 3,6% on
average each year in the period from 2014 to 2017 (Ministry of Economic De-
velopment of the Russian Federation 2014).

The current condition of the transport infrastructure is abnormal: 29% of the
federal reads are overloaded, and 76% of the regional roads do not comply with
the state’s specifications and technical documentation (Transproekt 2014).

In the coming years, the Russian government plans to work on improvement and
development of transport infrastructure (air, land, and water transportation),
transport safety increase, construction of toll roads (Ministry of Economic De-

velopment of the Russian Federation 2014).

Legislative factors:

Obligatory licensing for production, storing, procurement, and sale of beer. By
1 March 2015 practically any business related to beer will have to have a license.
(The Draft of the Federal Law 2011.)

TV alcohol commercials are now prohibited, this will be eased on the threshold
of the Football Championship in 2018 (RG 2014).
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e The government has made time restrictions for off-premise (e.g. in shops) alco-
hol selling, which forbids alcohol selling from 11 p.m. until 8 a.m. local time
(The Draft of the Federal Law 2011).

e The state limits advertisements of alcohol products in public places (sb).

e The places where alcohol can be bought and consumed are limited. Alcohol-
containing drinks cannot be bought near some public places such as child care
centres, schools, and hospitals. The drinks cannot be consumed near the above
mentioned places and blocks of flats, children’s playgrounds, etc. (Sb.)

e New packaging restrictions are introduced: from 1 January 2015 until 30 June
2015, if beer is sold in polyethylene bottles then the maximum volume is 1,5
litre and alcohol concentration must be under 6% Vol.; from 1 July 2015 until
31 December 2015, if beer is sold in polyethylene bottles then the maximum
volume is 1 litre and alcohol concentration must be under 5% Vol.; from 1 Jan-
uary 2016, if beer is sold in polyethylene bottles then the maximum volume is

0,5 litre and alcohol concentration must be under 4% Vol. (Vesti Finance 2014.)

Ecological factors:

e Russia presents large territory with wide range of temperatures. Most of the Eu-
ropean part of the country has continental climate with quite cold winter and
warm summer. The access to some areas can be limited due to weather condi-
tions or their geographic locations. (Climate of Russia 2014.)

e Russians are quite suspicious of green or bio products, and most of them still
prefer products produced according to GOST (product certification developed
in the Soviet Union). However, with the time green products will win the peo-
ple’s confidence. (Green World 2014.)

The major macro-environment factors presented in-detail earlier are briefly summarized
in the table 8.
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TABLE 8. Briefly summarized results of macro-environmental analyses

Political factors

The EU may ease sanctions against Russia
in the mid-2015. Russia will reduce the
customs-tariff. Developed in 2009 con-
cept in reduction of alcohol consumption
will be valid until 2020.

Economic factors

The GDP is expected to grow each year.
The rouble will keep on devaluating.
The inflation rate will be more than 7,5%
this year, but it will be lower in the com-

ing years.

Social-cultural factors

The growth of the income per capita will
slowdown in 2015, and consumer demand
will be restrained. In 2016 the situation
will get better, the consumer demand will

increase.

Technological factors

The state plans to work on improvement
and development of the transport infra-
structure, transport safety, and construc-

tion of toll roads.

Legislative factors

A new legislative proposal is being con-
sidered: obligatory licensing for produc-
tion, storing, procurement, and sale of
beer. There are time restrictions for off-
premise alcohol selling, and limitations
where alcohol products can be bought and
consumed. Alcohol commercials on TV
are forbidden and advertisements of alco-

hol products in public places are limited.

Ecological factors

Large territory with wide range of tem-
peratures may cause limited access to
some geographic locations. The Rus-
sians distrustfulness to green products

will change with the time.

Summarizing, Russia presents large territorial and sectorial heterogeneity, with high
complexity of the economy and energy sector prevalence in the state’s exports and
GDP, which makes it vulnerable to trade shocks. However, the economy of the country
is expected to grow slowly but steadily for the next five years. (International Monetary
Fund 2014.)

The micro-environment

Michael E. Porter’s five forces model is used to analyse the company’s position in the

industry and evaluate its competitiveness. The five forces are rivalry among existing
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competitors, threat of new entrants, threat of substitute products, bargaining power of
buyers, and bargaining power of suppliers. (p. 9). Belgian brewery Van Honsebrouck
produces a variety of specialty beers. Specialty beers (‘speciaalbier’ in Dutch) are any
beers where fermentable sugars, grains and starches are used in the brewing process and
contribute to higher alcohol content (World Beer Cup 2014). In other words, these are
any beers but lager style beers. For this particular research, the results of the Russian
beer industry analyses, with the maximal possible extent to imported specialty beer
market, are presented. The limited amount of reliable industry information available on

the Internet was the limitation for the research.

First of all, it is important to have a look at the Russian beer market as the whole. Be-
tween 1996 and 2007, there was a ‘perfect storm’ or ‘beer boom’ in Russia. Various
factors combined together around 1996 led to increase in beer consumption and de-
crease in vodka consumption. A strong increase in vodka prices and bans on its com-
mercials pushed people to change their drinking habits. In the meanwhile, large beer
companies started investing in the improvement of the beer production technology and
marketing campaigns. (Swinnen 2011, 305.)

Nowadays, Russia is one of the largest beer markets in the world. The Russian beer
industry is comprised of a few, namely four, large firms. They are Danish Carlsberg
Group, Russian brunch of Belgian-Brazilian multinational beverage company An-
heuser-Busch InBev — Sun InBev, Dutch Heineken International, and Turkish Anadolu
Efes. (Puzirev 2014.) Market shares, presented in the figure 16, clearly show the domi-
nance of these four players. The independent Russian beer producers have 18% of the

beer market, and 2% of the market are taken by the imported beers.
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2.5%

® Carlsberg Group

® Sun InBev

; # Heineken International

13.3% . Anadolu Efes

® Independent Russian beer producers
® Imported beers

FIGURE 16. Market shares in the Russian beer market, 2013. (adapted from Puzi-
rev 2014)

By using The Four-Firm Concentration Ratio, which, according to Investopedia (2014),
“consists of the market share of the four largest firms in an industry”, it is possible to
say that the concentration level of the overall Russian beer industry is rather high
(79,5%). The concentration level is considered high when the total market share of the
four largest firms is more than 80% (AmosWeb 2014).

Force 1: Competitive rivalry

The Russian market of imported beer can be split into two categories based on the beer
retail price and the place of production. The first category includes lower premium,
mainstream and economy segments, which are served by producers from near-abroad
countries such as Ukraine, Belarus, and Armenia. Russians do not find these beers spe-
cial, and consider them as the Russian beer alternative. The second category includes
premium and super-premium segments that are occupied by producers from other for-
eign countries, mainly from the European Union. These beers are mainly specialty
beers, which are much more expensive than the other beers in the market. While the
volume of beer import from the near-abroad countries stay more or less at same level,
the beer import from far abroad keeps on increasing. (Pivnoe delo 2013; Pivnoe delo
2014.) The blue diagram in the figure 17 illustrates the growth of the beer imported to
Russia from far abroad (million litres). The red diagram shows the top countries from
far abroad from where the specialty beers are coming, and their share in the total amount
of the Russian beer import in the first half of 2014. In descending order, they are (1)
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Germany, (2) Czech Republic, (3) Belgium, (4) Great Britain, and (5) Ireland. (Food
Newsweek 2014a.)
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FIGURE 17. Growth of beer import to Russia and the top countries-importers
(Food Newsweek 2014a)

On the whole, the beers that are imported to Russia from far abroad can be characterized
as high-quality specialty beers (not lager style beers) with special taste, and higher al-
cohol concentration. These beers are sold at higher prices, and generally their brands
are positioned as ‘luxury’. (Pivnoe delo 2014.) The Russian beer consumers start find-
ing the taste of the beer, place of production, story behind the brand and its uniqueness
more and more important. Therefore, they are even ready to pay more for these beers.
The Russian specialty beer market is still young, and the demand on these beers is ex-
pected grow, however, the steadiness of the growth will mostly depend on the economic
situation in Russia. (Food Newsweek 2014a; Food Newsweek 2014b.)

Force 2: Threat of new entrants

As it has been mentioned, the specialty beers from far abroad are getting more and more
popular among Russian consumers, and the industry is growing. Consequently, there
can be a threat of new entrants such as foreign specialty beer producers that want to

export their beers to Russia. Moreover, due to the Russian government’s regulations,
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aimed at decreasing alcohol consumption, such as increased excise-tax, outlet regula-
tions (time and place of beer selling), advertisement restrictions, and new packaging
regulations, etc., that had a significant impact on the producers, some of the four market
leaders started importing specialty beers from abroad. For example, Belgian beer Grim-

bergen is now imported to Russia by Carlsberg. (Puzirev 2014.)

Forces 3: Threat of substitute products

According to Porter (p. 10), substitute products are products that exist in another indus-
try but may be used to fulfil the same need. Due to the fact that it is possible to separate
specialty beer industry from the whole beer industry, the other type of beer (lager) can
be considered as a substitute product. First, the four Russian market leaders are briefly

presented in the table 9.

TABLE 9. Beer market leaders in Russia

Company Brief description
Carlsberg In 1990 Baltika Brewery was founded, and since 1992 the half-owner
Group of it was Carlsberg Group, and in 2012 the brewery became fully

owned by the Group. Currently, Carlsberg has ten breweries in Russia,
where 20 different beer brands are produced. The top brand is Baltika.
(Carlsberg Group 2013a; Carlsberg Group 2013b.)

Sun InBev | The Russian brunch of Anheuser-Busch InBev company — Sun InBev

— was established in 1999. Sun InBev owns six breweries in Russia,
where 20 brands of beer are produced. The top brands are Bud and
Stella Artois. (Sun InBev, 2012; AB InBev 2014.)

Heineken The company is present in Russia since 2002. At the moment, Hei-

neken has eight breweries. Heineken Russia owns 30 beer brands in-

cluding international brands such as Heineken and Amstel. (Heineken

Russia 2014.)
Anadolu Since 1999 the company has been present in Russia. Now it owns five
Efes breweries in the country, where 23 different beers are produced. The

top beer brands are Efes and Miller. (Anadolu Efes 2013.)
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These four companies have come to the market at the perfect time (‘beer boom’ period),
made serious investments and established own breweries, where they have been pro-
ducing a large variety of beers: internationally popular beers and national and even re-
gional beers. Even though the companies have a lot of diverse beer brands, the major

type of their beers is lager. (Puzirev 2014.)

Regarding the independent Russian beer producers, nowadays in addition to regular
beer production, some small and medium beer produces are brewing ‘craft’ or ‘home-
made’ beers. These beers are brewed all over the country, and in each city or region the
beer is adapted to the local tastes and preferences. An important outlet for local ‘craft’
beers are ‘special beer points of sale’ or beer shops, which have become popular after
the ban on selling beer in stalls or kiosks in January 2013. (Panin 2014; Pivnoe delo
2014.) On the whole, the local specialty beers are still gaining popularity and do not

have a significant impact on the beer market as the whole (Puzirev 2014).

Concerning the overall beer industry, the main substitutes are other alcoholic beverages
such as wine and distilled spirits, and soft drinks. The fact that beer is potentially addic-
tive, like other alcoholic beverages, has an impact on its consumption and demand. Price
is generally one of the strongest influencers for a product switch. Price elasticity of
consumption varies from —1.0 for wine, —1.8 for vodka, to —3.0 for beer. That means
the changes in price on beer, in comparison to wine and vodka, have a relatively small
effect on the quantity of the product demanded. (Swinnen 2011.) However, the con-
stantly increasing beer prices have been stimulating people to switch to spirits, namely
vodka (Panin 2014).

Force 4: Bargaining power of buyers

Most of the specialty beers from far abroad are exported to and consumed in Moscow
and Moscow region (Pivnoe delo 2013). Even though these beers belong to the same
beer type ‘ale’, there are enormous varieties of them: different tastes, styles (e.g. blond,
dark, fruity beers), and alcohol concentration. Therefore, it is quite true to say that the
product is highly differentiated. Due to specificity of the product, the most popular
packaging used is glass bottles, then metallic cans and kegs, the latter is used to sell
beer in the on-premises, i.e. in HoReCa (hotels, restaurants, and cafes). (Pivnoe delo

2014; Pivnoe delo 2013.) Thus, buyers purchase this product in rather low volume.
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Generally, people who prefer specialty beers are quite well-educated regarding the
product, and they have expectations for it. As the specialty beer serves premium and
super-premium segments, the buyers have a greater potential to become very loyal cus-
tomers and they are less price sensitive, than the buyers of the other type of beer. (Panin
2014.)

Force 5: Bargaining power of suppliers

For production of specialty beers, in addition to carefully selected main ingredients (wa-
ter, malt, hops, and yeast) additional ingredients that may be used in beer production,
such as sugar, spices, fruit, and even liqueur, should be also provided by suppliers. Due
to high standards, uniqueness of some ingredients, suppliers’ specific expertise may be
required, and higher switching costs, may lead to quite high bargaining power of sup-
pliers. Undoubtedly, in this type of business it is not possible to eliminate bargaining
power of suppliers, but by having a number of suppliers and building win-win relations
with them, a company can keep the bargaining power of its suppliers under control.
(Swinnen 2011; Pivnoe delo 2013.)

6.3 Segmentation and market targeting

As it has been discussed earlier, the specialty beers exported by the brewery to Russia
are mostly fruit beers. For the target audience analyses, the exported beers are divided
into two categories: fruit and non-fruit beers (by beer sweetness and bitterness). The
latter includes Kasteel Blond and Passchendaele beers. According to the case com-
pany’s representative, Marc Schrauwen (2014a), the target audience for the fruit beers
is the young people of the age 20-35 years old. Moreover, due to the specific sweetness
of these beer, the most expected consumers are the females. Whereas, the non-fruit beers
are aimed at the slightly older people of the age 30-45 years old. Bitterness, dominating

in flavour palette of these beers, is more preferable by the males.

Based on the age of the target audience, it is possible to identify the types of the gener-
ations. According to Kotler et al. (2012, 180), the young people of the age 20-35 belong
to Generation Y, and the older people in the age 30-45 belong to Generation X. The
Russian society has been developing differently, Elena Omelchenko (2014) argues:

“young people born from the end of the *80s to the beginning of the *90s can be, to a
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large extent, included as those belonging to Generation X”. Thus both target audiences
refer to Generation X. The characteristics and life-style of Generation X include bal-
ancing family, life, and work. They want high-quality products and messages to be
uniquely designed. Generation X is the most price conscious, and it has low price sen-
sitivity. They value honesty, and word-of-mouth recommendations from their circle.
(Williams et al. 2010.)

As specialty beers from far-abroad are 3-4 times more expensive than domestic beers
and beers from near-abroad countries, and the average price is RUB 250 per bottle/glass
of a specialty beer, thus the income class of the target audience is middle class (and
higher) living in urban area (Pivnoe delo 2013; Infovert 2014). The Russian Institute of
Contemporary Development (2014), argues that according the official statistics 20% of
the total population (approx. 28 mli. people) belong to the middle class, but in reality
only seven percent of the Russian population (about 10 mli. people) is the middle class.
Their average monthly salary is RUB 250 000 (approx. EUR 4 300 at the current ex-
change rate) per head. The majority of the people with this monthly income are concen-
trated in the biggest Russian cities. (Institute of Contemporary Development 2014;
Forbes 2012.)

Due to the high price of the product, the segment(s) must be large and profitable enough,
so that potential profits are greater than costs. First, by using a geographic segmentation
base, number of people living in urban areas — either towns or cities, is used to identify
the Russian cities that have population of more than a million of people. There are 15
cities that meet this condition. (Statdata 2014.) They are listed in the table 10. In order
to minimize the chance of selling channels conflict (when two or more distributors serve
the same market), the cities, where the current distributors of the case company are

present, are eliminated.
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TABLE 10. 15 Russian largest cities by population on the 1%t January 2014 (Stat-
data 2014)

Rank by City name Population Served by the current dis-
population tributors (Astonex, Bairos)
1 Moscow 12 108 257 Astonex, Bairos

2 St. Petersburg 5131942 Astonex, Bairos

3 Novosibirsk 1547910 Bairos

4 Yekaterinburg 1412 346 Bairos

5 Nizhny Novgorod 1263 873 -

6 Kazan 1190 850 Bairos

7 Samara 1172 348 -

8 Chelyabinsk 1169 432 Bairos

9 Omsk 1166 092 -

10 Rostov-on-Don 1109 835 Bairos

11 Ufa 1 096 702 -

12 Krasnoyarsk 1 035 528 Bairos

13 Perm 1026 477 -

14 \Volgograd 1017 985 Bairos

15 \Voronezh 1014 610 Bairos

As a result, there are five cities, namely Nizhny Novgorod, Samara, Omsk, Ufa, and
Perm, which can be possible future extra export destinations for the brewery. An inter-
esting fact was dug up, two out of five selected cities, namely Nizhny Novgorod and
Samara, are on the list of the Russian cities where FIFA World Cup takes place in 2018
(Itar-tass 2014). During the games the visa requirements for foreigners will be tempo-
rarily stopped, and beer advertisements will be allowed, and sale of beer will be permit-
ted in some, prohibited at the moment, places (Gazeta 2014).

6.4 Additional results

During the research process, additional results have been generated from the qualitative
data. Reviewing electronic sources, on the official website of one of the case company’s
distributors, namely Bairos, the researcher has discovered that some breweries from far-

abroad countries make special beer gift packages. These packages include a beer bottle
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or bottles and a unique beer glass or some accessories, for instance a pen. Three exam-

ples of these gift packs are illustrated in the figure 18.
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FIGURE 18. Beer gift packages (Bairos 2014b)

Further research regarding the gift packs and the Russians’ attitude towards them has
shown an interesting tendency. As a present for family members, friends, and colleagues
Russians prefer to give diverse gift packages, for example, sweets, cosmetics, coffee
and tea packs. The beer gift packages, especially packs of imported beers, has been
recently gaining more and more popularity. The price of the package is high, thus people
prefer to give it as a gift instead of buying it for themselves. (RG 2013; Yarmarka 2008.)
The possibility of making a special beer gift package was discussed with the case com-
pany’s representative during the interview on 7" October. The company does not elim-
inate the possibility of making a special package. However, a profound research has to

be made, and this issue is necessary to be discussed with the distributors.

Another interesting and unexpected information was generated in the process of inter-
viewing the manager of Astonex, a distributer of the case company. After the manager’s
answer to the first question, regarding the criteria used by Astonex for the brewery se-
lection, the manager expressed her opinion regarding the experience of the work with
the brewery Van Honsebrouck. It was not planned by the researcher because it might
have caused an embarrassing situation. However, according the manager, it is a great
pleasure to work with the brewery: there have been no problems with the quality of the

goods and the packaging, the brewery always responds promptly.
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7 CONCLUSIONS

This chapter presents conclusions and discussions of the ideas formulated on the base
of the research results and in compliance with the theoretical framework. The purpose
of the study was to consider the distribution strategy of the case company in its export
operations to Russia, to identify its elements and forces influencing the operation, and
to give recommendations for organization and management of the case company’s dis-
tribution to Russia in changing market environment. In order to do that, based on the
reviewed theoretical literature and the results of the research, the detailed answers to
the research questions are given. Then, the recommendations are made by the re-
searcher.

7.1 The current distribution strategy and its efficiency

The brewery Van Honsebrouck employs direct type of selling channels, as it does not
have a domestic sales intermediary, which acts as the brewery’s external export organ-
ization, and which is responsible for export of goods. On the contrary, the company
makes contracts with its foreign partners itself, and it exports through an internal de-
partment. Generally, there is a number of factors that should be considered by a manu-
facture determining its distribution channel type. These can be the company’s goals,
exported product characteristics, market size, customer shopping habits, local laws, etc.
In the case of the brewery Van Honsebrouck, it was contacted by the distributers that
proposed cooperation. Consequently, the brewery did not have to work on the develop-
ment of a channel structure or analyse numerous channel alternatives. Instead, it had to
evaluate the proposed options and agree with potential partners on some aspects. The
main characteristics of the distributors, considered by the company, were the potential
distributors’ overall sales, customer support capabilities, and knowledge of the local

market.

These partners, Astonex and Bairos, are foreign distributors, who buy products from
the brewery at a discount, maintain the merchandise in their own names, and then resell
or distribute the goods to retailers. The company relies only on these two distributors to
carry the product — the specialty beers, as in terms of market coverage in Russia, the
brewery pursues selective distribution scope. Moreover, Marc Schrauwen, the case

company’s representative, believes that “distributors are necessary, due to their
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knowledge of the local market”. Thus the brewery puts trust in Astonex and Bairos’
knowledge of the market, and ensuring adequate market coverage for the premium class

beers.

These distributors form two selling channels employed by the brewery. These channels
are complementary, because they serve noncompeting market segments in different ge-
ographic locations. In its operation in Russia, the case company is pursuing the involve-
ment of the least number of middlemen before the product reaches the end-user. In the
current distribution strategy, the channel is considered short, because the manufacturer
moves its product through two intermediaries. First, the product is sold to a distributer,
and then to a retailer. Regarding the channel width, each distributer employs a variety

of retailers, thus the end part of the channel gets wide or intensive.

With the purpose to satisfy the needs of diverse target markets in Russia, in the contracts
between the brewery and each of its distributors, it is stated in what geographical areas
and through what channel (on-trade and/or off-trade) the goods may be distributed.
Astonex distributes through the on-trade channel (90%), and it mainly focuses on St.
Petersburg, whereas Bairos distributes through the off-trade channel (90%) and in ad-
dition to Moscow it distributes to other Russian cities. They have a number of outlets
where the product can be sold. The manufacturer has restrained degree of control over
the further distribution of the product (after a distributor receives the goods), and the
brewery can know only where the product may be distributed, but not the exact places

where the product is eventually sold.

In the current distribution strategy, the case company’s distributors (or Russian import-
ers) take care of the aspects such as the market analyses, planning physical distribution
in accordance with the product characteristics, taking all the risks since the moment the
goods leave the manufacturer (in accordance with Ex Works Incoterms rule), operation
according to the law, determination of order sizes, search for retailers, and etc. Addi-
tionally, the contract between the brewery and each of the distributes contains the min-
imal total volumes of the goods that must be ordered by a distributer per year (as long
as the contract is valid, i.e. five years). This gives the brewery confidence in the sale of
the defined amount of the product in Russia. Based on all these findings, the researcher
believes, that from the manufacturer’s perspective, it has been the simplest and safest

way to enter the Russian market.
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For visualization of the current distribution of the goods to Russia, namely the sell-
ing/marketing channels, it is more comprehensive when these channels are illustrated
within the whole distribution system of the case company. It is schematically demon-

strated in the figure 19.
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FIGURE 19. The distribution system of the brewery Van Honsebrouck

It is clear that the brewery employs multichannel marketing/selling system, i.e. it man-
ages a number of various channels to reach diverse customer segments. The orange
square in the figure includes three types of selling channels commonly used by the
brewery to distribute the goods within Belgium and other countries. Whereas, the blue
square includes the two selling channels used by the company to export the goods to
Russia. The products are distributed there through two conventional marketing/selling
channels, where independent intermediaries (distributors and retailers) are involved in
the process, their responsibilities are limited to their tasks, their goals are to make prof-

its, and they do not possess much power over each other.

As the company employs two channels, the multichannel conflict can occur. In the cur-
rent situation, the possibility of it is minimized thanks to strategic justification, where
the distributors in Russia are focusing to the greater extent on different geographic areas
and channels (off-trade and on-trade). Within each of two channel a vertical conflict
may arise, for example between the producer and the distributors. Even though the
chances are small, in the current distribution system a horizontal channel conflict may
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also occur. This conflict arises between channel members at the same level, for exam-
ple, between retailers. The prevention of the conflict at this level should be monitored
by the distributors, as the manufacturer cannot control the retailers in the conventional

channel structure.

However, the manufacture tries to eliminate conflicts as much as possible. The rights
and responsibilities between the brewery and each of its distributors are clearly stated
in the contracts. There are no disputes between them concerning the product demand, it
is agreed to adjust the export volumes to the market demand fluctuations, consequently,
the goods are ordered about ten times a year. Regular communication takes place be-
tween the parties.

Five criteria for channel efficiency evaluation

Based on the five criteria for channel evaluation presented in the theoretical part, the
efficiency of the current channels of distribution is evaluated. These five criteria include
cost of distribution, market coverage and penetration, customer service, communica-
tion, and control (p. 31 — 32). The structure of two distribution channels used by the
case company to export its goods to Russia are identical. The brewery plans the export
with its distributors directly, thus the cost of distribution is reduced by exclusion of any
domestic intermediaries that could have been involved in the process. The researcher
does not have access to the detailed information on the distribution costs, therefore a

detailed numerical assessment cannot be made.

Market coverage and penetration cannot be estimated by the researcher due to restricted
access to the needed data. It is important to analyse the market coverage and penetration
provided by the distributors, the researcher believes that the manufacturer’s high aware-
ness of the exact number of the active retail outlets, where the product is sold in different
parts of Russia, number and personality types of clients, as well as the percentages of
the target markets that consumes the product, would allow the manufacture not only

evaluate the channels’ efficiency, but also plan efficient marketing activities.

When a special product, and the specialty beer speaks for itself, is sold at a high price,
a buyer expects a decent level of customer service. Therefore, for the manufacture it is

vital to make sure that the end-customer of its product is satisfied with the level of
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provided service. For example, now Bairos, one of the case company’s distributors,

organizes trainings for the salespeople, who have direct contact with the end-customers.

The communication between the manufacturer and its distributors is at a good level.
Their share information that may be relevant for each other. Annually, the case com-
pany’s representative visits the distributors in order to discuss business related issues
personally. Marketing activities aimed at the end-customers can be planned together
with the distributors. Concerning the retailers, there is no direct information flow be-
tween them and the manufacture. The distributors can provide the manufacture with the

desired sort of information on the retail but only on a limited scale.

In the current distribution channel structure (conventional selling/marketing channel),
the manufacturer has limited level of control over its channels. On the one hand, it can
be considered as a disadvantage. However, even when the manufacturer cannot have
close control itself the channel, it still can monitor it to a certain degree. The establish-
ment of good relationships with its partners/intermediaries can deepen the trust in each
other, and contribute to achievement of the desired results together. Anyhow, the end-

buyer is the only source of revenue (Chopra & Meindl 2013).

For better perception of the information, the main aspects of current distribution strat-

egy are summarized and presented by the researcher in the table 11.

TABLE 11. The key aspects of the current distribution strategy

Key aspects Clarification

Cost of the distri- | Direct work with the foreign distributors and no involvement of
bution domestic middlemen contribute to moderate costs.

Channel  width | The manufacturer has two distribution channels, where it pro-
and length vides its two distributers with goods, and they deliver the goods
to retailers. Thus the channels are short, and the costs are reduced
to a minimum. Narrowness of the channel at the beginning (two

distributors) enable close work with partners, and wideness of it

at the end contributes to greater market coverage.

[Continues]
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Key aspects

Clarification

Risks and respon-

sibilities

The manufacturer and the distributors conform to Ex Works In-
coterm rule, thus the producer bears practically no risks. First it
receives the payment and then the goods can leave the brewery.
The distributors arrange physical distribution, prepare the docu-

ments, and take the risks.

The contract

The contract between the brewery and the distributors is made
for five years, it can be extended at the expiration of the period
as long as the conditions are beneficial for the parties. It includes
the exact minimal volumes of the beer that must be ordered each

year, which give the confidence to the brewery.

Communication

The level of communication between the brewery and the distrib-
utors is at good level, the producer has no direct contact with the

retailers or end-users.

Control The manufacturer has limited level of control over the distribu-
tion in Russia.
Reliance The brewery places its reliance upon the distributers and their

experience and knowledge of the market. They make decision on
the retailers. As the distributors import specialty beers they are
picky and exacting to the retailers. To some extent, they can
check the retailers ability to provide a decent level of service to

the end-customers.

Marketing activi-
ties

Marketing activities aimed at the end-user can be discussed with
the distributors, and they in turn agree upon that with the retail-

ers.

Conflict of inter-

ests

The chance of the multichannel conflict is minimized as the dis-
tributors serve distinct markets. The vertical conflict is unlikely
due to clear division of responsibilities, set goals, regular com-
munication, and mutual interest in success. The risk of the hori-

zontal conflict should be monitored by the distributors.

Based on the information presented in the table, a comprehensive picture of the current

distribution strategy of the case company can be developed. It is possible to notice the
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strengths and the weaknesses of the strategy. In addition, a very important aspect,
which, according to Kumar (2009, 351), is a widely used criteria for evaluation of over-
seas distribution, is the sales volumes. This criteria is considered, and the sales volumes

are shown in the figure 20.
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FIGURE 20. The sales volumes of the export to Russia

This is obvious that the sales volumes are increasing. The same time frames (the data
from January till July) are used in order to make the correct comparison. For the same
period of time, the sales volumes in 2013 almost doubled in comparison to the sales
volumes in 2012. In 2014 the growth is not as significant as in the previous year.

7.2 The macro-environment of Russia

The present macro-environmental situation in Russia is quite severe. The strained rela-
tions between the country and the European Union in general, and sanctions against
each other in particular have an adverse effect on the economies. Besides the sanctions,
the overall Russian economy is shaky at the moment. The recent significant devaluation
of the rouble, which exceeds the prognosis, creates a serious problem for the foreign
exporters and Russian importers. Most likely this will give an advantage to Russian
producers that export their products, however, this will have a short-term effect. At pre-
sent, the growing inflation rate will lead to rise in product prices, and as the salaries do
not increase as fast as the inflation, the income coming from the labour will decrease,

consequently lowering the consumption.
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The researcher believes that these macro-environmental factors form one out of two
groups that will have the strongest negative impact on the case company. The other
group includes the state’s actions aimed at the reduction in alcohol consumption. The
governmental current actions are described in the research results (p. 62 — 63). The ob-
ligatory licencing for production, storing, procurement, and sale of beer will be another
reason (in addition to increasing inflation rate) of beer price growth. Moreover, there is
a strong possibility of new legislative regulations.

On the positive side, as it has been demonstrated in the research results, Russia will
reduce the customs tariff. That will help to reduce the costs of the Russian importers.
According to the prognoses of Russian Ministry of Economic Development (p. 61), the
improvement of the general macro-environmental situation and decrease of the inflation

rate in 2016 will contribute to the increase of consumer demand.

The researcher recommends not to undertake any significant actions in the year 2015.
During the unstable and indeterminate market situation the producer should better keep
the current state of affairs unchanged. In case the situation starts improving, it is ex-
pected to happen in 2016, the brewery can implement the ideas that may be developed

during the year 2015.

7.3 The beer industry in Russia

Based on the previously presented results of the micro-environment analysis (p. 65-70),
the researcher has summarized own view on the industry situation using Porter’s Five

Forces model (table 12).

TABLE 12. The researcher’s view on the industry situation

Force 1: Competitive rivalry

The competition in the specialty beer market is rather perfect due to a variety of com-
panies and their origins. At the moment, competitive rivalry is not high because the
market is still new and growing, entry barriers are not low and exit barriers are not
high.

[Continues]
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Force 2: Threat of new entrants

The growing market and not high entry barriers make a threat of new entrants, how-
ever not high exit barriers will make it possible for weaker companies to leave the
market without resulting in chronic overcapacity and limited earnings for the players
in the market.

Force 3: Threat of substitute products

Market leaders. The threat of lager beers as substitute products for specialty beers is

quite limited. The current specialty beer trend attracts people to switch from lager to
specialty beers, and if the people switch to them and become loyal to the brand(s),

the threat of this substitute minimizes. The independent Russian beer producers. At

the moment, they possess a limited threat. In long-term outlook local ‘home-made’

beers may pose a threat. Other substitutes. In case of specialty beers, the specificity

of the product is a ‘protection’ against substitutes, and when it is managed appropri-
ately, no substitute product can be good enough to be a real threat to it. On the whole,
the economic situation (e.g. price fluctuations) may pose a threat of substitute prod-

ucts.

Force 4: Bargaining power of buyers
In the case of specialty beers, the bargaining power of end-buyers is closer to moder-

ate.

Force 5: Bargaining power of suppliers

The brewery receives ingredients from both home country suppliers (Belgium), and
from abroad. In total, it has 150 suppliers. In general, for specialty beer producers,
bargaining power of suppliers may be high, the suppliers of VVan Honsebrouck do not

pose a threat.

At the moment, the overall beer industry in Russia undergoes numerous restriction and
limitations that diminish its attractiveness. However, during the time when the main
pressure was on the companies that brew and sell beer in Russia, foreign exporters
and/or Russian importers took the advantage of that, as the governmental main regula-
tions have not had a notable negative impact on them. The foreign exporters are mostly
small and medium beer producers that brew diverse beers but mainly the specialty beers
and export them to Russia. The foreign beer producers do not need to set up a factory

or even open an office in Russia, and this is their serious advantage over the other beer
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companies. Among the foreign firms there is no strong market leader in Russia, and the

competition is rather perfect.

The specialty beer market is still gaining popularity, thus with the time it will attract
new entrants. The ultimate customer in the beer industry possess low bargaining power.
Having a look at the specialty beer consumers, they have not a lot but more power as
they are mainly concentrated in big cities, they are quite aware of the product they are
buying, and the switching costs are low. These buyers are less price sensitive, they pur-
chase the product in low volumes, and expect good customer service. In spite of the
state’s pressure on the beer business, the specialty beer industry can still be considered

attractive.

7.4 The potential ultimate customers

As it has been discovered and presented in the research results, there are two target
audiences developed based on the brewery’s beer flavour palette. The target audience
for the fruit beers is the young people, mainly the females, of the age 20-35 years old.
Whereas, the non-fruit beers are aimed at the slightly older people, mainly males, of the
age 30-45 years old. These people possess quite high level of income, and they belong
to at least the middle class. The income becomes an important aspect due to high prices
on specialty beers. The majority of the Russian middle class is concentrated in the big-

gest cities of the country.

Planning its marketing activities, the case company should take into account the fact
that the target audiences belong to Generation X. They value high-quality products and
uniquely designed messages. Honesty is important to them, and they rely a lot on the
word-of-mouth recommendations from their circle. It is important that the company
communicates to the target audiences and tries to build the ultimate customers’ loyalty.
This can be achieved through providing the desired customer service: the manufacture
should discuss with its distributors the quality of service provided to the end-customers
by the retailers, the trainings organized by the distributors to the staff of the retailers
who have direct contact with the customers. At the moment, Bairos arranges these type
of trainings. It may be beneficial for the brewery to consider provision of customer
incentives such as rebates, buy two and get one free, and small gifts. Moreover, it has

been revealed that Generation X has comparatively low price sensitivity. Thus when the
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target audiences are loyal to the company, even the increase of prices will not have
significant impact on the demand, because these people will still keep on buying the
product.

As a very important trait of the target audiences is their income, and the Russian people
with high incomes (middle class and higher) are concentrated in the largest cities, 15
cities with population over one million of people are identified and listed in the research
results. Out of those cities, the researcher revealed five cities, namely Nizhny Novgo-
rod, Samara, Omsk, Ufa, and Perm, where the potential customers can be found. Thus

they can be considered by the manufacturer as possible future export destinations.

7.5 Channel conflicts

In the theoretical part three types of conflicts that may occur between channel members
have been presented and explained. They include horizontal, vertical, and multichannel
conflicts. On the whole, a conflict arises when actions of one channel member prevents
another channel member from achieving its goals. The type of conflict depends on the
channel structure employed by the manufacturer. The case company has two channels,
where the type of each channel is conventional. Therefore, both vertical channel conflict
and multichannel conflict that may occur. However, even though the chances are low,

in the current distribution system a horizontal channel conflict may also occur. This

conflict arises between channel members at the same level, for example, between retail-
ers. The prevention of the conflict at this level should be monitored by the distributors,
as the manufacturer cannot control the retailers in the conventional channel structure.
(p. 29-31.)

Vertical channel conflict arises between members at different levels of selling channel.

For example, this conflict arises between the manufacturer and its distributor when the
distributor resells the goods to an off-site company located outside Russia, which is not

allowed according to the contract between them. Whereas multichannel conflict occurs

between members of two or more separate channels established by the manufacturer.
For instance, this conflict can occur if the manufacturer builds two separate channels
that serve the same target market, and their actions are not coordinated. As a result, they

may end up competing against each other. An interesting fact is that a conflict can be
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beneficial for the channel as the whole, but this is rather an exception than a rule. (p. 29
—31.)

The main causes of the conflicts include (1) goal incapability (the manufacturer’s long
term plans may not coincide with dealers’ plans, pursuing short-run profitability); (2)
unclear rights and responsibilities (lack of detailed information in contracts between
channel members); (3) differences in perception (disputes arising between a manufac-
turer and its distributors regarding future market demand and the need to increase the
inventory); (4) intermediaries’ dependence on the manufacturer (manufacturers’ deci-

sions to increase the price may not be desirable by their middlemen). (p. 30.)

The mechanisms that can be used to resolve a conflict include the following: (1) strate-
gic justification (justification that channels serve distinctive segments can reduce
chances on conflicts, as well as different brands are distributed through different chan-
nels); (2) communication (regular communication between the manufacturer and the
channel members regarding changes in the market, product performance, company’s
plans and etc.); (3) fundamental goal (the manufacturer and the channel members come
to an agreement on a superordinate goal which is sought by everyone, for example, high
customer satisfaction); (4) diplomacy, mediation and arbitration (when every involved
party is willing to mutually resolve a conflict, then diplomacy takes place, sometimes a
conflict can be resolved only through arbitration (the conflicting parties present their
arguments to an arbiter) and mediation (third party conciliates the interests of conflict-

ing parties). (p. 31.)

Summarizing, there is no unique receipt exist for avoiding and/or resolve any channel
conflict. The researcher believes, that the manufacturer should keep in mind the pre-
sented above four main causes of conflict, and try to minimize the chance of their oc-
currence. Moreover, the researcher is sure that when any conflict arises the first step

that has to be taken by the manufacturer is to conduct talks with the channel’s members.
7.6 Organization and management of distribution
With the purpose to give recommendations for organization and management of the

case company’s distribution to Russia in changing market environment, the distribution

strategy and forces influencing the company’s operation have been studied, and the
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opinion to the results has been given by the researcher. Based on that, the researcher
identifies the case company’s strengths, weaknesses, opportunities, and threats in its
operation in the Russian market (table 13).

TABLE 13. SWOT of the case company

Strengths

Weaknesses

1) Construction of a new brewery with
doubled production capacity enable the
company to handle growing demand;

2) Wide range of high quality specialty
beers;

3) Continuous R&D activities for new
product development;

4) The company regularly communicates
and makes annual visits to the distribu-
tors;

5) The company has practically no risks
and responsibilities in export (Ex Works
rules);

6) The brewery restrains the distribution
costs by working directly with the distrib-
utors located overseas;

7) Marketing activities can be discussed
and planned together with the distribu-
tors;

8) The target audience is with high in-
comes, and low price sensitivity;

9) Focus on the largest Russian cities.

1) Large investments required for build-
ing the new brewery, hence, less money
may be spend on other needs, e.g. mar-
keting;

2) The company has to manage the distri-
bution in Russia remotely;

3) Communication with the distributors:
cultural differences, e.g. language;

4) The manufacturer cannot select, man-
age, and control the retailers;

5) The use of Ex Works Incoterms rule
gives the brewery no physical control
over the goods after they leave its ware-
house;

6) Strong reliance on the distributors (e.g.
selection of retailers, storage of goods,

etc.).

[Continues]
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Opportunities

Threats

1) Improvement of Russian economy, ex-
pected in 2016, with price deceleration,
and increase of the consumer demand
will lead to the company’s sales growth;
2) Specialty beer market is still new, the
brewery can try to gain a bigger market
share;

3) The company may invest in marketing
activities aimed at the end-customers to
increase the company’s brands aware-
ness;

4) The company can search for new geo-
graphic locations within Russia;

5) A new product packaging develop-

ment, for example, a gift beer pack.

1) Complication of the political situation:
strained relations with the EU (sanctions)
have negative impact on the countries’
economics and trade;

2) Rouble devaluation and high inflation
level will restrain consumer demand;

3) Obligatory licencing, restrictions and
other the state’s limitations related to
beer business will lead to increase of
prices and that may decrease the demand;
4) The four Russian beer market leaders
start importing specialty beers;

5) As a reaction to increased prices on
specialty beers people may switch to sub-
stitutes;

6) With the time the competition in the

specialty beer market will increase.

The elements listed in the SWOT table are rated by the researcher and demonstrated the

SWOT Matrix in the appendix 6. The researcher rated the magnitude and importance of

the elements based on the manager’s perceptions taking into account the ultimate cus-

tomers. The elements with the highest results are presented farter.

Strengths:

e The brewery restrains the distribution costs by working directly with the distrib-

utors located overseas;

e Marketing activities can be discussed and planned together with the distributors;

e The target audience is with high incomes, and low price sensitivity;

e Focus of the largest Russian cities.
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Weaknesses:
e Strong reliance on the distributors (e.g. selection of retailers, storage of goods,

etc.).

Opportunities:
e Improvement of Russian economy, expected in 2016, with price deceleration,
and increase of the consumer demand will lead to the company’s sales growth;

e The company can search for new geographic locations within Russia.

Threats:
e Rouble devaluation and high inflation level will restrain consumer demand;
e Obligatory licencing, restrictions and other the state’s limitations related to beer

business will lead to increase of prices and that may decrease the demand.

Based on these elements and the answers to the research questions presented earlier in
this section, the researcher gives recommendations on how the case company should
export to and organize distribution of its products in Russia. The recommendations
given to the brewery are divided into two parts by the time period: from now and until
the end of 2015, and from 2016 onward.

7.6.1 From now and until the end of 2015

The researcher believes that the present organization of distribution is right and suitable
for the case company. On the one hand, the strategy restrains the company from some
aspects, for example, deep control over its distribution channels, choice of retailers, and
direct communication with them. The manufacturer has to repose trust in its distributors
in issues such as control over the proper physical distribution of the goods (for instance,
heat has negative impact of the product quality), selection of the retailers, and others.
However, having a look from the other perspective, the manufacturer is located over-
seas, and it manages the export of goods not only to Russia but to more than 40 other
countries. Thus, this is practically impossible to profoundly manage the export of the
goods to all of these countries from an internal department of the company with 80
employees. Consequently, in this circumstances, the reliance on the partners becomes

the necessity.

The brewery prefers to work not with domestic intermediaries but with foreign partners

even if it is a more challenging task. In spite of language and other cultural differences,
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the company gets closer to the market where it is present and builds business relation-
ships with its distributors. The decision on conforming to Ex Works rule is wise, be-
cause the brewery can decline own responsibilities on the product transportation from
its warehouse to the warehouses of the Russian distributors, as well as preparation of
the documents which is a very complex and time consuming task. Moreover, the dis-
tributors know the market specifics and trends better than the manufacturer, as they
present operate only in Russia and for quite a while, this makes it beneficial for the

brewery to rely on them.

More importantly, with the current strategy the brewery achieves extremely good results
in the volumes of sales in the Russian market. Thus the researcher supposes that the
present performance of the distribution strategy is high. The fact that the manufacturer
has moderate amount of responsibilities, and it relies enough on the distributors, while
increasing the sales, enables the researcher to believe that the current distribution strat-
egy is efficient. The researcher reckons that the strategy is eminently suitable under the
case company’s internal circumstances. Therefore, at this moment it is recommended to
the case company not to change the distribution strategy. The discussed farther macro-

and micro-environmental stimuli support the given recommendation.

The present macro-environment situation in Russia is not favourable for the brewery
and its distributors. The research has demonstrated unstable economic situation. The
rouble devaluation makes the exported products sold in Russia more expensive. As the
salaries do not increase as fast as the inflation rate, the income coming from the labour
will decrease, consequently lowering the consumption. New obligatory licencing for
production, storing, procurement, and sale of beer will also contribute to beer price in-

crease. The increased beer prices, and decreased income may lead to decline of demand.

The present contracts between the brewery and each of its Russian distributors are valid
until 2018. The manufacture can be sure that the stated (minimal) volumes of goods will
be exported to Russia during that period. However, in order to give a boost to demand
or at least keep the consumption at a good level, it is recommended to the case company
to consider sales promotion activities, which can be aimed at the distributors and/or
the ultimate customers. These promotions will support the company’s partners and help

them to increase or keep the sales at the desired level.



90
Due to the fact that the brewery has no direct contact with or control over the retailers,
the researcher recommends the case company to “sell” or prove the value of its part-
nership with the distributors. The company’s supply of the distributors with sales ma-
terials will be welcomed by all the channel intermediaries. When the distributors value
the work with the producer, who provides them with high-quality products, works with-
out delays, and supports them with sales materials, the distributors will be more eager
to promote the product to the retailers and stick to the producer during difficult times.

The case company’s target audiences are middle-class people. These people are ready
to pay for the desired product a comparatively high price, but they also expect decent
level of service. As the specialty beers are served in unique glasses, at the defined tem-
perature, and with the right amount of foam, it is recommended to the case company to
discuss these small but very important and valuable by the ultimate customer issues
with the distributors. In their turn, they should make sure the requirements are met,
because eventually the end-consumer is the source of revenue of all the involved in the

process parties.

On the whole the year 2015 is going to be difficult and ambiguous. Thus, the researcher
recommends not to undertake any significant actions (such as addition, modification or
elimination of selling channels) during that period, and keep the current state of affairs
unchanged. However, in the meantime it would be beneficial to consider and evaluate
the possibility of entering new geographic locations. The researcher has identified five
Russian cities that may be attractive destinations to the brewery. These are Nizhny Nov-
gorod, Samara, Omsk, Ufa, and Perm. It is believed that they are big and profitable
enough to be suitable of the case company. The possibility of the area coverage should
be first discussed with the distributors, as the process of development and management
of an extra channel is time-consuming and complex. In case the distributors are not
willing to serve the area, the manufacturer can think over another (extra) channel of
distribution. Four out of five cities, namely Nizhny Novgorod, Samara, Ufa, and Perm,
are located comparatively close to each other. Therefore, the chance that the brewery

will find one distributer that can cover these four cities is high.

Another important aspect that is recommended to be weighted by the manufacturer and
thought over with the distributors during the year 2015 is a new product possibility,

namely a beer gift package, which can be sold through the off-trade channel (e.g. in a
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shop). In case of the current distributors’ disinterestedness, the manufacturer can con-
sider contacting a retailer. Direct partnership with a retail chain will give the case com-
pany greater awareness over the places where and how well the product is sold.

7.6.2 From 2016 onward

As it has been mentioned earlier, the strategic plan of the company is to grow volume
of production by 25% and increase the volume of annual export up to 70% of its total
production within next five years, where the brewery counts on the Russian market. The
results of macro-environment analysis has shown that the situation in the market should
improve in 2016. Therefore, if the situation starts getting better, the company can im-

plement the plans developed during 2015.

If the manufacturer chooses to employ another (extra) distributor and/or a retailer, it is
important to minimize the chances of a conflict that may arise between the channels.
The researcher recommends to take into account the ways the risk of conflicts can be
lowered. The establishment of a fundamental goal of the manufacturer and the channel
intermediaries is highly important. Strategic justification that channels serve distinctive
segments can also reduce chances on conflicts, as well as when different brands are
distributed through different channels. Regular communication between the manufac-
turer and the channel members regarding changes in the market, product performance,

and etc. are the necessity especially when the parties are located not in the same country.

Based on the results of the industry analyses, it is expected that the specialty beer market
in Russian will attract new foreign beer producers, the competition will increase. The
increase will not be significant in the coming year (2015) as the overall marketing situ-
ation is difficult. However, in order to meet the competition, the case company should
develop positioning strategy and based on it — design its marketing communications.
This will help it to make the target audience aware of the brands, present and reinforce
another approach to beer drinking, where the purpose is to enjoy the time spent with
friends while having a glass of a great beer rather than getting drunk. The brewery’s
slogan which is: “Beer brewed carefully, to be consumed with care”, can be used in
promotion of responsible drinking (Caste Brewery Van Honsebrouck 2014a). The com-
pany’ efforts to get closer to the ultimate consumers and earn their loyalty will help to

reduce the buyers’ bargaining power and threat of substitute products. These incentives
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will be welcomed by both distributors and retailers, and they will help the case company

to ‘stand out from the crowd’. All the recommendations are summarized in the table 14.

TABLE 14. Recommendations for the case company’s distribution strategy

From now and until the end of 2015

+ Keep the current distribution strategy unchanged,

« Consider sales promotion activities, which can be aimed at the distributors
and/or the ultimate customers;

»  “Sell” or prove the value of its partnership with the distributors;

» Discuss with the distributors the level of service provided by the retailers to
the end-customer;

» Consider and evaluate the possibility of entering new geographic locations;

« Think over a new product development, namely a beer gift package, which
can be sold in the off-trade.

From 2016 onward

» The decisions and plans made in 2015 may be implemented in 2016 if the
market situation in Russia improves;

« If the case company chooses to employ another (extra) distributor and/or a
retailer, it should take into account the ways the risk of conflicts can be low-
ered;

+ Inorder to meet the increasing competition, the case company should develop

positioning strategy and based on it — design its marketing communications.

Some of these recommendations have direct impact on the company’s distribution strat-
egy, some — indirect such as recommendations for sales promotion activities. However,
all these suggestions are believed to be the most suitable and right for the case com-
pany’s export to and operation in Russia in the coming years. Additionally, it is im-
portant to notice that the recommendations have relative timing accuracy. The favoura-
ble prognosis for the improvement of Russian market situation in 2016 may have some

timing variations.
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7.7 Quality of the research

The theoretical part of the thesis was formed on the basis of the studied theory regarding
the position of distribution within international marketing strategy, distribution man-
agement, diverse decisions concerning channels of distribution development and man-
agement, as well as various environmental forces affecting these decisions and chan-
nels’ performance. On the basis of the developed theoretical framework, the empirical
part of the research was structured. The researcher applied the theory in a clear and
logical manner. The achieved results are consistent with the theory. Concerning quality
of the research, the research was based on the analyses of both interviews and data col-
lected by reviewing electronic sources. The main focus was kept on the qualitative re-
search, however, for deep and profound examination of the topic quantitative techniques

were used in the study.

The quality of the primary and secondary data collected in qualitative research via con-
ducting semi-structured interviews and doing content analysis is judged through trust-
worthiness using alternative criteria: credibility, transferability, dependability, and con-
formability (Daymone & Holloway 2011, 85). Credibility of the research was achieved
by conducting two semi-structured interviews and reviewing electronic sources. The
sufficient data was collected. Moreover, ‘member check’ was undertaken. During the
interviews the researcher was summarizing information and asking the interviewees’
interpretation of some data in order to let the participants to comment, give feedback,
and avoid misunderstanding of words of the participants. The researcher was familiar
with the topic to some extend due to the professional internship that had taken place in

a Belgian freight forwarder.

Concerning transferability to other situations or settings, it is hardly applicable as the
findings are context-specific, and there is no similar research available to compare the
results. Dependability is demonstrated by the logical structure of the study. The findings
are dependable, accurate and consistent. The processes of data collection and analysis
are described in detail. The decision-making process is clear, and its dependency on the
findings is evident. The researcher has demonstrated conformability of the study
through clear linkage between findings and interpretations to the data in the way that it

can be easily understood by others.
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Regarding quantitative research, the secondary data obtained by reviewing official sta-
tistics and doing content analysis, has limitations such as control over how that data was
collected and analyzed. Therefore, it is difficult to assess the reliability and validity of
the information. However, the researcher tried to use only trustworthy sources, and the
publishing date was always checked so that the findings could represent the current
and/or most recent situation. The quantitative research based on the secondary data can
be considered reliable, as the same results can be achieved under the same conditions
and with the same subjects. The study accurately assessed the phenomenon the re-

searcher intended to assess, thus the research is valid.

On the whole, the researcher reckons that the right research methods have been used.
They enabled to collect the relevant information that was properly analysed and allowed
the researcher to answer the stated research questions and solve the problem in the best
possible way. However, it is important to mention that during the research process some
limitations have been faced. Limited access to the case company’s numerical data that
could have been used to evaluate its distribution channels’ efficiency made the precise
evaluation impossible. Due to privacy concerns, Bairos denied being interviewed, thus
detailed information regarding this distributor could not be generated. The micro-envi-
ronment analysis of the beer industry in general, and specialty beer in particular was
limited because of small number of reliable sources of information. The detailed indus-
try information can only be bought from the qualified Russian research agencies. There-

fore, there is a room for further study.

7.8 Suggestions for further research

Based on the research findings and the fact that the research had some limitations, sug-
gestions for further research can be developed. The precise and numerical evaluation
of the current distribution channels is suggested for further study. The researcher be-
lieves that it should be made by the case company’s employee because then there is
access to the needed data, and practically no risk of confidential information disclosure.
The evaluation of opportunities regarding exporting only fruit beers or addition of other
sorts of the brewery’s beers can be made. However, most likely the detailed industry
information, needed to make that evaluation, can be gathered only by professional re-
search agencies, thus the brewery might find it beneficial to buy this type of research

report.
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The development of the beer gift package should be considered and evaluated by the
case company, as it can be a valuable addition to the company’s products that are sold
in the off-trade (e.g. shops and boutiques). This issue should be discussed with the cur-
rent distributors because their experience may be useful in the package creation and
design. Another issue that should be thought in depth is the marketing activities aimed
at the end buyer. The positioning strategy should be developed, as well as the ways the
manufacturer can communicate to its ultimate customers about itself and the product
should be studied.

The identified by the researcher possible future export destinations are recommended
to be evaluated. The possibility of exploration of new geographic areas by the current
distributors and/or the chance of development of a new channel that can serve those

areas and its type should be studied.

8 CONCLUDING REMARKS

The process of thesis writing was challenging, and it required a lot of dedication and
persistence since the moment | started looking for the case company. The theoretical
knowledge acquired during the studies in Mikkeli and the exchange period in Antwerp
(Belgium) as well as the experience gained during the practical training in a freight
forwarder were very helpful and valuable to me in the research work. It is absolutely
true to say that during the thesis writing process | have significantly extended my
knowledge in the area of distribution organization. | have also acquired a lot of new
skills in collecting, sorting and prioritizing the information, applying techniques to data
analysis, and generating new and valuable knowledge. Conducting the interviews | have
practiced communication skills. Researching and analysing the results | have improved
my analytical and critical thinking.

Moreover, it has been a valuable learning experience to get involved in business opera-
tions of the Belgian company and its Russian partners. | have had a great opportunity
to link the theoretical knowledge to its practical application in the evolving market en-
vironment, and | have had a unique chance to realize the complexity and riskiness of
the international business. Overall, the knowledge and skills acquired during the process

have made a priceless contribution to my professional development.
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APPENDIX 1 (1).

The brands and varieties of the beers (Castle Brewery Van Honsebrouck 2014c)
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APPENDIX 2 (1).

Outline of the interview with the case company’s representative

Interviewee: Marc Schrauwen, Brewery Van Honsebrouck

Date and place: 7 October 2014, Mechelen, Belgium

Topic

Examples of questions

Organizational is-
sues

What is the company’s mission and vision state-
ments?

What are the company’s strategic goals in Russia?
How are the strategic planning and decision making
process organized?

Internationalization

What were the reasons of internationalization?

To what extend was the company involved in interna-
tional marketing activities? How was it organized?
Why did the company decide to go to Russian market
in 2012?

Market analysis

Were any environmental analysis made by the com-
pany before exporting to Russia?

What were the strategic goals and expectations of the
export activities?

Were the analyses regarding potential customers
made (before exporting)?

What was the decision regarding the distribution
scope?

Selling channels

Why did the company decide to work with distribu-
tors? How were they chosen (what criteria was used)?
How are the relationships with the middlemen orga-
nized? How often does the company communicate
with them?

What is the contract between them? What does it in-
clude?

To what extend does the company possess control
over the distributors’ operations?

[Continues]




APPENDIX 2 (2).

[Continues]

Topic

Examples of questions

Selling channels

May the brewery be interested in adding an extra sell-
ing channel? How often are goods being ordered? In
what volume?

What packaging is used (bottles, kegs, cans)?

Have there been any conflicts between the distribu-
tion channel members?

Physical distribu-
tion

What is the transportation mode used? (water, air,
road, rail)

How are the goods packed and transported?

Who is responsible for physical distribution and prep-
aration of export documents?

Does the company use services of freight forwarders?
(if yes: how often? (every time) what services are the
most valuable?)

Does the company use Incoterms rules? (if yes: which
one(s) and why?)

What are difficulties in exporting to Russia?




APPENDIX 3.

Outline of the interview with the case company’s distributor in St. Petersburg

Interviewee: Evgenia Kovchinnikova, distributor Astonex

Date: 29 October 2014

Topic

Examples of questions

Organizational issues

What criteria does the company generally use in or-
der select a brewery located overseas?

In case a foreign brewery contacts Astonex itself,
what are Astonex’ requirements to that brewery?

By what means and how often does Astonex com-
municate with its foreign partners?

In what sequence are orders placed? (Astonex takes
orders from its clients, then it contacts breweries
overseas and places orders for beers, then when the
goods arrive, Astonex picks them up and places in its
warehouse until they are received by the clients)

Services e What services in the Russian market does Astonex
offer to foreign breweries?
¢ In what geographic area are the goods being distrib-
uted?
Retailers e What types of companies are the clients of Astonex?

What are requirements to a possible client (e.g. pub,
restaurant, retailer) to start run a business together?

Beer business in Rus-
sia

In what phase is the Russian beer market at the mo-
ment?

Do you expect it to grow?

How can a foreign brewery strengthen its position
and expand the business in Russia?

What are the current limitations for beer business
growth in Russia?

Assuming a foreign brewing company is planning to
go to Russian market, what can you advise that brew-
ery? What does that brewery should be beware of?
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Outline of the interview with the case company’s distributor in Moscow

Interviewee: distributor Bairos

Date: 30 October 2014

Topic

Examples of questions

Organizational issues

What criteria does the company generally use in or-
der select a brewery located overseas?

In case a foreign brewery contacts Bairos itself, what
are Bairos’ requirements to that brewery (e.g. sales
volumes, origin)?

By what means and how often does Bairos communi-
cate with its foreign partners (e.g. e-mail, telephone,
personal visits)?

In what sequence are orders placed? (Bairos takes or-
ders from its clients, then it contacts breweries over-
seas and places orders for beers, then when the goods
arrive, Bairos picks them up and places in its ware-
house until they are received by the clients)

Services e What services in the Russian market does Bairos of-
fer to foreign breweries (e.g. marketing activities)?
Retailers e What are requirements to a possible client (e.g. pub,

restaurant, retailer) to start run a business together?

Beer business in Rus-
sia

In what phase is the Russian beer market at the mo-
ment?

Do you expect it to grow? If yes: why yes? If no: why
not?

How can a foreign brewery strengthen its position
and expand the business in Russia?

What are the current limitations for beer business
growth in Russia?

Assuming a foreign brewing company is planning to
go to Russian market, what can you advise that brew-
ery? What does that brewery should be beware of?
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Supplemental Agreement on the extension of the Contract (Schrauwen 2014c)
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anmpern 2011 r o

«Brouwerij Van Honscbroucks B.V.B.A.T—mrnymoy'l
incorporated and cxisting under the laws of Beigium,
horeinafier referred 10 as “the Seller”, repuesented by
Xavier Van Honsebrouck., acting on the basis of General
Director, on (he one part, and

?wm existing under the laws
of the ian Foderation (code 643), hercinafter refeared to

as “the Buyer”, represented by General Direétor

@ o<ting on the basis of the Charter, on tic'ofher part,
hereinafter jointly seferred to as “the Patics”, and
wsmmfmmmmww
wn&cwr«bll/&uf‘lfrmmnm

«Cropamur HewnwCioust pyr 0T apyra. TTpeacrasurers
FUIACICE CAMOCTORTOMMIGIM  NDHIEMCCKIN JOROM.,

HEOXECREAYIOMEM:
I, n12 Kompaxm Ne 11/4-2 or «l5» ampeas 2011 r. 1 Point 1.2 Contract No 11/4-2 of “15” April 2011 scad 35
YnTaTs B CHCAYIOWCH PCAAKIN. follow:

Representative is an indcpendent legal entity. and s
scpamated from the Company in its activity. The
memmmwfaﬂddﬁkm
wmmmwwmmqmodwtd
um.muwemmmmu
represented as “the exclusive representative” of the
Comgpany in the Termitory of the Russian Foderatian.»

Mpexcransremo
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Ustrars » creyiomel paaKimn follow: .
«Konmannes NPEAOCTARARET « The Company gives (o the Reproscniative an exclusive

mumdum'swmm
m‘rydwwmwmu
the Territory) for ion of the Goods of the Company
~drfibeerss of thw Yavhecf reeld .
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UnraTh 8 CRCAYIGIICH POARKIIN,

«Hacrommee Corsamesne scrymacr s oury ¢ Jam™
NOBMMCAID X SeReToyer 10 31.12.2018 ro

3. Point 3,1 Contract No 11/4-2 of “15” Apnl 201] read as '
foliow: :

« This Contract comes into force on the date of its signing
and is valid until Decomber 31, 2018»

4. 0518 Kompasra M 11/4-2 or «15» anpexs 2011 r.
Tirarts 5 CACYIOMCH POAAKIDON,
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Famuss Koswasom 3a 2015 rog,
2 maa Kosoasom 33 2016 rot,

WP 'n mmaa Kosnasoo: 3 2017 rog,
@ 1 mea Kommarom sa 2018 roas

3. Point 5.1.8 Contract No 11/4-2 of “15” April 2011 read
as follow:

« During this contract the Representative has an;object 1o
reach following volumes of the Goods: 2

@ Hecloliters of beer of the Company in 2014,
@I Hectoliters of beer of the Company in 2015,
@ Becioliters of beer of the Company in 2016
@ Hectoliters of beer of the Company in 2017,

S Hectoliters of beer of the Company in 2018.»

o Nogeou duflrah™
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6. Hacrommee J{omomisreasnoe COTNAMERNE COCTABNCHO B
ABYX FKICMNIIPAX WA PYCCROM W ARTIORRCKOM SIEMCAX, MO
omony wm kawaod w3 Cropon. Ilpw srom ofa
IKIEMIUIAPA HMCIOT OJRFAEOBYIO KPHAMNYCCKYIO CHAY.

6 This Supplemcnial Agrecment is signed im two |
counierparts cach made in English and in Russin, One for
cach of the Partics. Both countcrparts of the Rupplcumul

Agreement arc cqually icgally binding.

AJIPECA W IHATEXHARKE PEKBHSATH CTOPOH.

ADDRFSSES AND PAVMENT DETAN S,

KOMIARAS/THE COMPANY:

NOKYNATEJIL/BUYER:




APPENDIX 6 (1).
The case company’s SWOT Matrix

M = magnitude of the element, | = importance of the element, R = total rating of the

element. Magnitude scale ranges from 1 (low magnitude) to 3 (high magnitude). Im-

portance scale ranges from 1 (low importance) to 3 (high importance).

ical control over the goods after they leave its warehouse

Strengths M R
1) Construction of a new brewery with doubled production capac- ) 6
ity enable the company to handle growing demand

2) Wide range of high quality specialty beers 2 6
3) Continuous R&D activities for new product development 2 4
4) The company regularly communicates and makes annual visits 5 6
to the distributors

5) The company has practically no risks and responsibilities in ) 6
export (Ex Works rules)

6) The brewery restrains the distribution costs by working di- 3 9
rectly with the distributors located overseas

7) Marketing activities can be discussed and planned together 3 9
with the distributors

8) The target audience is with high incomes, and low price 3 9
sensitivity

9) Focus of the largest Russian cities 3

Weaknesses M R
1) Large investments required for building the new brewery, 5 .
hence, less money may be spend on other needs, e.g. marketing

2) The company has to manage the distribution in Russia remotely | -1 -1
3) Communication with the distributors: cultural differences, e.g. 1 5
language

4) The manufacturer cannot select, manage, and control the retail- 5 4
ers

5) The use of Ex Works Incoterms rule gives the brewery no phys- 5 5

[Continues]
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[Continues]

Weaknesses M R
6) Strong reliance on the distributors (e.g. selection of retail-

ers, storage of goods, etc.) 3 A
Opportunities M R
1) Improvement of Russian economy, expected in 2016, with

price deceleration, and increase of the consumer demand will | 3 9
lead to the company’s sales growth

2) Specialty beer market is still new, the brewery can try to gain

a bigger market share : °
3) The company may invest in marketing activities aimed at the

end-customers to increase the company’s brands awareness ’ °
4) The company can search for new geographic locations

within Russia ’ °
5) A new product packaging development, for example, a gift beer

pack : :
Threats M R
1) Complication of the political situation: strained relations with

the EU (sanctions) have negative impact on the countries’ eco- | -2 -6
nomics and trade

2) Rouble devaluation and high inflation level will restrain

consumer demand A °
3) Obligatory licencing, restrictions and other the state’s lim-

itations related to beer business will lead to increase of prices | -3 9
and that may decrease the demand

4) The four Russian beer market leaders start importing specialty

beers 1 A
5) As a reaction to increased prices on specialty beers people may 5 4
switch to substitute products

6) With the time the competition in the specialty beer market will ) A

increase




