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ABSTRACT

The explanatory notes to the master thesis «Formation of complex logistics
customer service in the digital environment» comprises of 120 pages, 38 figures, 7

tables, 3 appendixes, 92 references.

KEY WORDS: CUSTOMER SERVICE, COMPLEX LOGISTICS
CUSTOMER SERVICE, FURNITURE COMPANY, FURNITURE MARKET,
DIGITAL TRANSFORMATION, CUSTOMER RELATIONSHIP
MANAGEMENT, SOCIAL CRM

The purpose of the research is to study the theoretical foundations and problems
of customer service in the digital environment and develop recommendations about
formation of complex logistics customer service in the digital environment.

The subject of the investigation is the forming the digital transformation of
logistics customer services for the company «Moidodyry», taking into account the
implementation of Social CRM.

The object of the research is the Ukrainian furniture market, as well as the
process of customer service of the furniture company «Moidodyr».

Methods of research are scientific inquiry, empirical, analysis and synthesis,
modeling, expert assessments, extrapolation of time series.

Materials of the thesis are recommended for use during scientific research, in the

educational process and in the practical work of specialists of logistics departments.
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NOTATION

BPMN  — Business Process Model and Notation;

CRM — Customer Relationship Management;

CSCM  — Customer Service Chain Management;
DCSP  — Distributed Constraints Satisfaction Problem;

ERP — Enterprise Resource Planning;
IVR — Interactive Voice Response;

IT — Information Technology;

GIS — Geographical Information System;
GPS — Global Positioning System;

KPI — Key Performance Indicators;

LLC — Limited Liability Company;

NPV — Net Present Value;

PDPTW - Pickup and Delivery Problem with Time Windows;
SCM — Supply Chain Management.



INTRODUCTION

In a market economy, the furniture industry, as well as companies in other
industries, feels its severe external influence. However, it should be emphasized that
the domestic economy has competitive products of domestic industrial enterprises.
High-quality upholstered and cabinet furniture has long been appreciated abroad. The
current period can be described as a period of accumulation of threats, so it is
advisable to identify features of both macro and microenvironment, which have a
significant impact on the activities of the furniture industry.

Today, furniture production is an industry that is developing, gradually reaching
the European level of quality and design. Therefore, it is extremely attractive to
operators and, accordingly, has a dynamic to increase the number of competitors.

Today, the Ukrainian furniture market is estimated at 330 million US dollars.
The analysis of the furniture market shows that consumers increasingly prefer
domestic manufacturers in their choice. The decline in interest in imported furniture
is primarily due to declining purchasing power. It is also worth noting that the
Ukrainian furniture market is not deprived of shadow production, which is focused on
the middle and cheap segment. Today the shadow furniture market in Ukraine is
35%.

More than 3,000 furniture manufacturers are engaged in furniture production in
Ukraine. Among them: large furniture factories that produce furniture in series,
medium-sized enterprises working on individual orders and small, of which about
30% — micro-enterprises.

Globalization and the new internet-based capabilities of ready informational
networking among companies impose and enable new value-added structures known
as bot-tom-up economy. The structure and process related nature of the bottom-up
economy is dramatically different from the top-down economy of the past in that it
follows a logic of cooperation among smaller, locally based value-added units

flexibly combining to form larger structures to generate complex products and
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services. This is referred to as open production by production managers and suggests
that new technical opportunities might give rise to structural changes also in the
logistics sector in future.

From the angle of small and medium-size furniture companies the challenge is
to be able to forge ties of cooperation with other service providers quickly and with
as little input of resources as possible in a situation in which the cooperative business
processes must be handled efficiently with the aim of providing joint services in the
market. The present stock of software used by small and medium-size furniture
companies systematically supports isolated internal functions and is not made for
easy and quick integration with the software applications of complementary partners
in the value-added process.

Innovative, co-operation-supporting and multitenant cooperation-enabling cloud
services, resp. hold out the promise of new opportunities for the short-term
establishment and termination of ties of cooperation without the need or risk of
investment associated with conventional software applications. Meanwhile the
integration issue between cooperation partners on the IT level can essentially be
cleared up by the usage of the same cloud software installation.

The problem at present is less that of the availability of the suitable cloud
services than the introduction of new approaches for the shared use of software

Some of furniture enterprises would be able to cooperate at lower costs and in a
shorter time by using multi-tenant cooperation-enabling cloud services. How-ever, a
part of furniture enterprises does not know about the advantaged and capabilities of
cloud services. They need an external suggestion to get know about cloud computing
and an external support for the implementation of cloud services in their own
companies.

The digital age is disrupting traditional customer service models — new customer
touchpoints are appearing the world over at breakneck speed and against a backdrop
of rising expectations.

In this thesis, we outline our perspective on the formation of complex logistics

customer service of the furniture companies in the digital environment.



A few years ago, digital customer service for Ukrainian businesses was at an
early stage of study and research. At the same time, most businesses lack qualified
digital customer service professionals who can use it practically effectively. They had
only the information and practical skills targeted at social networks, as well as the
techniques for choosing the right e-commerce sales channel.

In recent years, most companies have started to increase their digital
applications. Businesses began to view digital customer service as a lever of growth
and a source of competitive advantage.

Digital customer service (or digital marketing) is marketing that engages with
customers and business partners using digital information and communication
technologies and electronic devices.

There is a view that digital customer service is a type of marketing activity that,
through digital channels, allows digital methods to interact with target market
segments in virtual and real environments. In other words, it is modern marketing,
which is characterized by a duality because of its hybrid nature: some of the functions
are performed online and some are offline.

The digital marketing system must fulfill the same goals, objectives and
functions as the traditional marketing system, while at the same time, the
methodological basis and means of achieving marketing tactical and strategic goals
are fundamentally changing.

Digital marketing promotes [82]:

— increasing of conversion — when the image accompanies advertising;

— increasing the number of visitors to website of a company — existing and
potential consumer users, when there is a video or animated video on the homepage;

— enhancing the company's image and reputation — when it offers free photo and
video sharing services;

— increasing sales of specific products and sales in general — when the company
is present on social networks and has blogs that are run by company executives and
its best professionals.
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Digital marketing uses Internet marketing technologies, mobile technologies,
cloud technologies, business analytics based on digital technologies, social media,
namely [82]:

— contextual advertising;

— Big Date technologies — large volumes of data;

— retargeting;

— mobile marketing;

— Email;

— viral marketing;

— real-time bidding (RTB),

— social media marketing (SMM));

— social media optimization (SMO);

— search engine optimization (SEO)

— and all kinds of online media resources.

Among recent trends in digital marketing, it is advisable to highlight those that
have been actively used in recent years in Ukraine [57].

1. Online video is a great way to stand out from the crowd. According to The
Wall Street Journal, online video consumption has increased tenfold between 2011
and 2016, and this rapid growth will not slow.

2. Native (natural) advertising. Organic content ads are more likely to be read by
the user because it seems more natural to them. It should be noted that native
advertising is especially effective on smart devices that continue to replace traditional
desktops and laptops. Today, digital marketers need to focus on creating natural
advertising for consumer interest.

3. Personalized content. Content is a way to attract more visitors to your site and
turn them into customers. This is why Google's algorithms should value and submit
high-ranking content on the web.

4. Reasonable advertising with big data. Big data has always been instrumental
in advertising since its inception, but the development of big data has allowed more

advertisers to take advantage of insights about potential buyers that weren't available
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before. Big data allows advertisers to define their audience more precisely, to spend
less money on advertising aimed at those consumers who do not respond to it. Big
data provides a thorough analysis that helps advertisers more closely track conversion
rates and other factors.

5. Community development. Internet users create more content than ever before,
and their words, photos, videos, and other content can make a big difference in your
brand and your sales growth. People can create content without encouragement, but
support will help build a team of thought leaders. Another strategy is to pay bloggers
and other thought leaders to discuss a product or service.

Therefore, the use of digital marketing in modern conditions is becoming
necessary and effective. According to [57] the main advantages of using digital
marketing are that:

— a wider target audience is aware of the brand, which is buyers willing to pay
money for the product; attracting their attention through communication and
networking;

— buyers find out the information about a product in a very short time, and the
sooner they find out, the sooner they will buy;

— through the use of various channels to disseminate information about your
brand that will literally "blindfold" and crash into the memory of the audience, the
chances of choosing your products at the time of purchase increase;

— begin to learn about the product, study it more closely, look at it, advise it to
friends;

— digital marketing costs less than regular advertising;

— the results of a marketing campaign can be measured, analyzed, then
concluded and corrected.

A customer service reformation is taking place. It’s radical, it’s far-reaching and
it’s being driven by customers. The digital age has transformed the way customers
shop and share their experiences. Today, customers are driving the buying process
using websites, blogs, vlogs and social platforms. By the time they enter a store or

become visible in the sales funnel, they know what they want to buy and how much
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they want to pay. It doesn’t stop there. Once the sale is closed, customers use those
same channels to join forces and name and shame those that disappoint.

On the face of it, it seems a concerning development for businesses. But there’s
a bright side to these changes. New channels and technologies open up fresh
opportunities that can make a company stand out from the rest of the crowd.
Opportunities to build an ongoing dialogue with customers. Opportunities to learn
from customers and to increase the relevance of products and services. So it’s time
for every business to start seeking and fostering enduring relationships with their
customers — a relationship that goes far beyond the initial sale.

All this determines the relevance of the chosen topic of the research.

Thus, the purpose of the research is to study and generalize theoretical
approaches, as well as to develop practical recommendations for the formation of
complex logistics customer service in the digital environment.

The object of the research is the Ukrainian furniture market, as well as the
process of customer service of the furniture company «Moidodyr».

The subject of the investigation is the forming the digital transformation of
logistics customer services for the company «Moidodyr», taking into account the
implementation of Social CRM.

Scientific innovations:

— conceptual model of digital transformation of furniture enterprises;

— forming the digital transformation of logistics customer services for the
furniture company;

— implementation of Social CRM as a basic of complex logistics customer
service of the furniture company.

To achieve this goal, the following tasks were set:

— to explore the essence of logistics customer services;

to research the basic elements of the customer service;

to research the importance of logistics customer service;

— to consider the communication with customers in a digital environment;

to analyze the Ukrainian furniture market;
13



— to analyze the activity of LLC «Moidodyr» in the Ukrainian market;

— to identify the main problems and prospects for the development of the
furniture market in Ukraine;

— to develop the conceptual model of digital transformation of furniture
enterprises;

— to provide recommendations for digital transformation of logistics customer
services for the company «Moidodyry;

— to provide implementation of Social CRM as a basic of complex logistics
customer service of the company «Moidodyr»;

— to calculate the economic effect of the proposed solutions.

During the writing the thesis were used the materials of internal reporting of the
enterprise, data of statistical directories and materials of practicing specialists in the
field of logistics and management, placed in periodicals, monographs, textbooks and

electronic sources, etc.
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CHAPTER 1
THEORETICAL PRINCIPLES OF LOGISTICS CUSTOMER SERVICE
FORMATION IN THE DIGITAL ENVIRONMENT

1.1 The essence of logistics customer services

An important concept within logistics systems operations is logistics customer
service. This concept is based on the overall scope of the supply chain. Traditionally
it has been difficult for components of the supply chain to define their role in the
overall customer service delivered to end-users. However, the growing trend is for a
larger awareness of «their role not only with reference to trading partners but also to
the end customer and at the point to the fact that logistics customer service in the
supply chain functions as communicating vessels» [11]. This is difficult when you
consider that companies within the supply chain serve a dual role. They function as
customers of the preceding entity within the supply chain then in turn serve as
suppliers for the next link in the supply chain. This has resulted in companies
planning strategically with the end-user in mind. «It is the end customer who decides
whether the creation and functioning of the entire supply chain are justified» [11].
The design of the supply chain is justified by customer sales.

This concept becomes more critical in times of economic difficulty. This can
complicate logistics operations for all entities within the supply chain. «Today,
shippers expect their logistics providers to take a ‘cradle-to-grave’ approach to
customer service, providing, insight, strategic guidance, and a wide range of
capabilities from the very beginning to the very end of the supply chainy [45].

Customer service is a broad term that holds many elements ranging from
product availability to after-sale maintenance. Looking at logistics perspective,
customer service is the outcome of all logistics activities or supply chain processes.

Corresponding costs for the logistics system and revenue created from logistics
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services determine the profits for the company. Those profits widely depend on the
customer service offered by the company.

There are some strategies involved in the operation of logistics process that
include inventory strategies such as forecasting, inventory decisions, purchasing and
supply scheduling decisions, storage decisions, etc., the transport strategies such as
transport planning, scheduling, and modal selection. There are also strategies
involving location analysis and the networking planning. All these strategies are

critical for an effective logistics customer service (Fig. 1.1) [33].

Figure 1.1 — Planning of logistics customer service

Logistics planners need to focus on certain approaches and features to ensure a
good customer service experience. Such approaches include building up a strategic
process to provide highly valued services to the customers, on-time deliveries,
ensuring trade-off between costs and services, maintaining a harmonious relationship
among all supply chain partners, continuously improving customer loyalty, and
customer satisfaction as well as bringing the competitive environment in the market
(Fig. 1.2) [33].
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Develop strategy to deliver high quality services to the
customer

Providing security between cost and service dealing

Maintaining aggregable and cooperative relationship
among all the value chain personnel

l Maintaining customer satisfaction and loyalty

\ Creating competitive environment in the market as well as

| focusing on improved sales and profits.

Figure 1.2 — Features of customer services

Logistics customer service is a part of a firm’s overall customer service offering,
customer service elements that are specific to logistics operations including
fulfillment, speed, quality, and cost. The term fulfillment process has been described
as the entire process of filling the customer’s order. The process includes the receipt
of the order, managing the payment, picking and packing the goods, shipping the
package, delivering the package, providing customer service for the end-user, and
handling the possible return of the goods.

The term «customer service» needs clear explanation in order to relate with
logistics. For example, manufacturers’ first concern always is with how efficiently
the cargo reaches its destination without any delay or any sort of complication. This
IS important because of the reputation of the company, which solely depends on
customer perception. Businesses flourish based on the manufacturer’s capability of

meeting these customer expectations. One approach to maintaining good logistical
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support and cutting costs is to concentrate on communication solutions such as
tracking shipment, status update, and accommodating last minute change request.
With the advancement of technology, many services are available to the customer by
limiting confusion, ambiguity, and inefficiency. As a result, these services such as
shipment tracking helps not only pushes away unnecessary expenses out of the
manufacturer’s existing operational exercises, but also increase the overall customer
experience and helps improve financial aspects. Some technology driven service
goals are described as follows [33]:

- automate timing/location updates, rate quotes, pick-up scheduling, current
transit times, or proof of delivery with interactive voice response (IVR) self-service;

— provide inquiries about updates regarding service and measures the needs of
service calls within the system;

- generate and deliver notifications, such as weather alerts, changes in
schedules, and more with campaign management tools to alert the respective
personnel;

— provide security of overall customer information and payment transactions
and minimize fraud;

- empower customers by providing information regarding the purchased
products so that they can express and communicate better their expectations;

- identify and predict customer interest to make every smooth interaction
between the customer service provider and the customer;

- show efficiency with shorter response time by improving contact center
visibility to the customer;

- meet and interact with clients and employees on mobile devices;

- continuously enhance policies and approaches through gathered customer
feedback data and analyze and make reports for executing better business strategies;

- ensure customer reliability and a consistent experience for clients by avoiding
unnecessary costs and improving workforce development.

Logistics planners must understand all logistics services offered by the firm so

that they can articulate the benefits to the customer. If articulate properly, customer
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service could add significant value to create demand for the products and improve
customer loyalty. Customer service starts with order entry of the product from the
inventory to the transport of the final product to the desired destination. Well-
organized customer service logistics focuses on providing technical support as well as
required equipment service maintenance. As mentioned earlier that customer
satisfaction depends on the speed and efficiency of ensuring the availability of the
product ordered and delivered. The following sections describe the different elements

of customer service.

1.2 Research of basic elements of the customer service

Customer service has several integral parts, which are interconnected with each
other, such as price, product quality, and speed of service. For instance, the price goes
up with higher speed of service and vice versa. There are four valuable marketing
mixes such as product, price, promotion, and place, which are combinedly elaborated
as four Ps. The «place» is associated with physical distribution, which means it
involves customer service. A study on customer service by the National Council of
Physical Distribution Management identified these elements of customer service
according to when the transaction between the supplier and customer take place.
These elements are categorized as pretransaction, transection and posttransaction.

According to [28, 33], there are three elements to customer service. The first one
is the pretransaction element. This element establishes the business relationship
climate. Ideally, all terms of customer service policy are identified prior to shipment
of goods that establishes an expected level of customer service in the transaction. The
pretransaction element consists of returns policies, expected delivery time, and
contingency plans for problems that may occur during shipment. The expectations are
established during the pretransection stage, but it is important for companies to

adhere to established policies. The second element of customer service occurs during
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the transaction stage. This element is very simple. Companies must deliver the right
product to the correct location in the prescribed delivery time. Also, the product
received must be in good condition. LaLonde and Zinszer identified the third element
of customer service as posttransaction activities. These are the services provided to
customers following receiving their goods. These activities must be planned in the
pretransaction and transaction stages [2]. These elements are shown graphically
in Fig. 1.3 [33].

Customer
service

Pretransaction Transaction elements: Posttransaction
elements: e  Stockout level elements:
*  Statement of policy *  Backorder ability * [nstallation,

Customer
acknowledgement
Organizational
structure

Capacity flexibility

Order cycle time
Transhippment
System accuracy
Order convenience

warranty, repairs,
clc,

Product tracking
Customer claims
Product packaging

Product returns

Technical services °

Figure 1.3 — Elements of customer service

In the corporate business climate, all these elements are considered individual
components of the larger overall customer service. There have been several studies,
such as the works of Innis and LalLonde or Sterling—Lambert, which indicate that
while all these individual elements do make up the overall customer service, some
elements are considered more important than others. Innis and LalLonde concluded
that as much as 60% of desirable customer service attributes can be directly attributed
to logistics [28]. These include fill rates, frequency of delivery, and supply chain
visibility [28]. Researchers have consistently discovered that customer service is
highly dependent on logistics. Fig. 1.3 summarizes the most important customer
service elements as on-time delivery, order fill rate, product condition, and accurate
documentation.
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Pretransaction elements

Pretransaction elements of customer service mean to establish a climate for good
customer service. Which is basically a nonroutine activity. This element of services
deals with the service level and related activities in qualitative and quantitative terms.
Pretransaction elements provide the roadmap to the operating personnel regarding the
tactical and operational aspects of customer service activities of the company. For the
reverse logistics process, this phase is essential because it helps to shape the firm to
focus on customer such way to create influence the perception of the firm into the
customer’s mind.

Transaction elements

Transaction elements include everything between a order is received and
delivered to the customer. During the transaction phase of customer service, a firm
focusses on retrieving, packing, and delivering the order to the customer in a timely
and cost effective manner. This phase also includes scheduling of shipment,
communication with the customer, delivery tracking, and delivery confirmation.

Posttransaction elements

This phase represents the array of services needed to support the product in the
field; to protect consumers from defective products; to provide for the return of
packages; and to handle claims, complaints, and returns. Corporate customer service
is the sum of all these elements because customers react to the overall experience.

According to studies, most of the industries show that buyers, customers, and
influencers of purchases of related industries mainly focus on variables including
product, price, promotion, physical distribution, and speed of delivery among others.

Sterling and Lambert clearly showed in their research that logistics customer
service is the critical factor for the office systems as well as plastic and furniture
factories. Factors such as high fill rate, frequent delivery, detailed inventory visibility,
estimated shipping date, and expected delivery time from the time of order placement
and order received are very important to the retail customers.

In the surveys of purchasing and distributing suppliers, presented by Shycon

Associates, there are several common service failures including late delivery, faulty
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products, damaged goods, and discontinued products. Late delivery is the most
critical issue, as it represents 44% of the entire customer complaints. Again, faulty
products fall around one-third of the total complaints. Fig. 1.4 shows some of the

most common customer service complaints noted by industrial surveys [33].

Customer service complaints

7.
= 40
7 6
L I .

Late dehvers FFaults in Damaged ¢ Othe Frequently cut

)

Calculated In 1 :

product guality iems

Variables

Figure 1.4 — Common customer complaints

The following are considered the most important logistics customer service
elements:

on-time delivery;

order fill rate;

- product condition;

accurate documentation.

In logistics, it is said that nothing happens until somebody orders something.
«Order Cycle Time is defined as the elapsed time between when a customer order,
purchase order, or service request is placed and when the product or service is

received by the customer» [2].
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Logisticians can affect the overall customer service level through efficient
management of operations. The cycle time of each order must be carefully monitored
to properly judge the efficiency within each cycle. Therefore order cycle time is
considered all the processes that must occur prior to the customer receiving their
product or service. Total order cycle time includes order transmittal time, order
processing and receiving time, stock acquisition time, and delivery time. Order
processing and receiving time includes the bill of lading preparation, credit clearance,
and order assembly times. However, the delivery time has three basic components:
shipping time from the plant, shipping time from the warehouse, and customer
shipment process. Fig. 1.5 shows the various components of a typical customer order
cycle [33].

Order placed by
customer

Supplier received Order delivered
the order to the customer

Order
processed by
the supplier

Order shipped
to customer

Order assembled
in the warehouse/
factory

Figure 1.5 — Components of a typical customer order cycle

Depending on the system used for communicating orders, the transmittal time
varies. The transmittal time includes transferring the order request from the origin to

the entry of the order for further processing. Order entry may be handled manually
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such as physically carrying the order or electronically via toll-free number, satellite
communication or via the internet. The manual processing is slow but inexpensive,
while the electronic methods are most reliable, accurate and fast but expensive.

The next important element of an order cycle is the steps required for order
processing and order assembly. These processes are involved steps like send
notifications to the buyer/supplier, updating inventory records, preparing and
scheduling shipping details for delivery, and communicating with customers as
priorities can affect or change the speed of order processing for delivery. To some
extent, order processing and assembly occurs concurrently to save time for both of
these operations. Unavailability of stock has a significant negative effect on total
order cycle time, as it takes searching for the stock items, reconciling missing items,
and delays in order assembly. The final primary element in the order cycle over
which the logistician has direct control is the delivery time, the time required to move
the order from the stocking point to the customer location.

Order cycle time can be adjusted for various reasons including the changes in
customer needs, order priorities, shipping capacities, promotions, among others. A
customer may choose to change the order delivery time by paying for an expedited
service any time after placing the order. It is normally assumed that the elements of
the order cycle have remain unaffected, but customer service policies and disruptions
may distort the normal order cycle time patterns. Such as priorities of order
processing, condition of the order, size of the order, natural disaster, etc.

Priorities of order processing are determined by factors including delivery time
and window, premiums paid by the customers, urgency of on time delivery,
consequence of late delivery, customer reputation, and many others. When backlogs
in the order cycle occur, it is required to distinguish orders from each other. An
individual customer may vary greatly from the company standard, depending on the
priority rules, or lack of them, that have been established for processing incoming
orders.

Typical order cycle time may change significantly for the goods delivered in

their destinations as damaged or unusable. In that situation order cycle time
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significantly increase as reorder, replacement, or repair has to happen. Depending on
the factors for setting standards for the packaged goods including design, returning
and replacing processes if needed for the incorrect, damaged goods, the cycle of order
time may vary. Also, there are specific standards established in any business to
monitor the quality of order and check the average order time and keep it steady.
Order constraints are preset expectations or requirements that prevent flexibility
in order processing and delivery. Due to the order constraints, the cost of order
processing and delivery can increase. The example of order constraints includes
minimum order size, fixed days for receiving order, maintained specifications for
order, etc. Order constraints also help with the order planning as the restrictions are
known ahead of time. According to the logistic planners, presetting the delivery
schedule, order conditions, packaging, etc. help the business to impose a organized
processing of order and improve the delivery to the customer on time in a great
extent. Presetting specifications also help low volume markets serve reliable and

efficiently in a continuous manner.

1.3 Importance of logistics customer service

Customer service is extremely important in the logistics world because of the
highly synchronized and detailed planning and execution that is required when
operating on a global scale. Multiple factors are critical in delivering high levels of
customer service and they include high rates of order fulfillment, speed and
frequency of delivery, inventory visibility, on-time delivery, condition of product on
delivery, and accurate documentation on PO’s and bill of ladings. It is a multi-faceted
concept of gaining and maintaining differentiation in the market-place. The customer
service must meet the needs of different customers. 'Perfect order' should form the
basis for measuring service performance and to develop new service standards.

Logistics management plays a vital role in enhancing the customer lifetime value by
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increasing customer satisfaction and enhanced customer retention. In any business,
especially in the transportation business, good customer service is a top priority. This
IS because customer satisfaction helps the business survive and grow simultaneously.
In any sort of logistics operation, providing good customer service for example,
monitoring shipments periodically from the warehouse until destination and notifying
customers if their orders are facing delay for any circumstances will elevate customer
satisfaction. Monitoring deliveries at every point and communicating with respective
personnel in need and sending notifications to the customer to brief them regarding
the issue and arranging adjustments increases the customer’s loyalty and thus sets the
business in a unique position compared to other competitors in the market.

Poor customer service will drive customers away from the brand. Customers
usually shares with others regarding product quality. If the product is good and they
are satisfied by the customer care service, they recommend the brand to others but if
they feel unsatisfied due to low quality or poor service, they tend to alert others,
which negatively affects the reputation of the company or brand. A negative
reputation could be very hard to erase and tends to degrade the share value of the
company. The relationship between customer service and sales is symbiotic. After
having a positive experience with a business, most of the customers are actually
willing to refer that company to another person. A positive experience in customer
service not only help retain customers, but also help with the acquisition of new
customers. Retained and loyal customers can help increase incremental growth of a
business. When comparing, retaining customers costs 4 to 10 times less than the cost
of acquiring new customers.

It is obvious that low-quality customer service has tremendous side effects in
any sort of business. Additionally, a business could lose the loyalty of the valued
customers and there are risks of losing the best employees because whenever
companies have a customer service problem. The best employees are obliged to fill
up the slack for other employees, so they search for better opportunities for their
talents. An industry survey revealed many penalties of bad customer service and their

significance on businesses. For instance, reduction of the Dbusiness volume
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contributed to almost one-third of the entire customer service related failures. Other
penalties include called in manager/salesman, cut-off of all purchases with suppliers,
significant number of items discontinued, deny of purchasing new items and refusal
to invest in promotion. Fig. 1.5 shows some significant customer service penalties
noted from an industry survey.

So how can businesses go about fixing bad customer service experiences? It is
very critical that business identify the root causes of bad customer service and
address them before it is too late. Before doing anything, business need to be more
informed about the situation and underlying causes. They can connect with the
employees and customers involved to identify the problems. Once root causes are
identified, business need to focus on addressing them applying various methods
including training employees, reviewing business practices and strategic partnership,
involving high level leadership, fixing the system, and compensating customer losses.
In short, there are several ways to fix a bad customer service situation but arguably
the best way is to prevent them from happening altogether. Make sure the businesses
have the right customer support infrastructure and consistently improve their
customer experiences.

To look at the importance of customer service is through the costs associated
with customer retention. Logistics customer service plays a critical role in
maintaining customer patronage and must be carefully set and consistently provided
if customers are to remain loyal to their supplier. On the average it is approximately
six times more expensive to develop a new customer than it is to keep a current
customer. Thus, from a financial point of view, resources invested in customer
service activities provide a substantially higher return than resources invested in
promotion and other customer development activities.

It is not always clear how important logistics customer service is until we
understand how logistics decision making would be enhanced if we knew more
precisely how sales change with changes in logistics customer service levels.
Business sales are related to customer experience and customer satisfaction. The

exact relationship between sales and customer service varies by industry and specific
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business. Generally, when customer service is poor, sales decline. As services
increase above the level offered by the competition, sales gain can be expected as
superior customer service increases the retention of existing customers and attract
new customers. When a firm’s customer service level reaches this threshold (level
offered by the competition), further service improvement relative to competition can
show good sales stimulation. It is possible that service improvements can be carried
too far, resulting in no substantial increase of sales.

Efficiency in customer service can result from the combined impact of
improving the elements of customer service, which has a quantitative effect on sales
for a company. This is referred to as the sales-service relationship. There are several
theories that conclude that if price and quality are equal a company must offer
customer service to approximately the same degree as their competitors in order to
maintain competitive advantage in a given market. The service level offering that is
offered by the competition in a market is considered the threshold service level. This
threshold service level assumes that a company cannot sustain themselves in any
market it they do not offer a base level of customer service greater than or equal to
their competitors. Once a company has reached the threshold service level, any
improvements above the threshold are expected to stimulate sales. These sales can
come from new and unexplored markets or customers converted from other
companies.

There are varios models that formulate the theoretical relationship between
sales/revenues and services. Usually, better service generates more sales. In some
cases, sales-service relationship for a given product may deviate from the theoretical
relationship. Following methods for modeling the actual relationship could be used in
those specific cases.

1. Two-point method

The two-point method involves establishing two points on the diminishing
return portion of the sales-service relationship through straight lines. The method is
based on the notion that multiple data points to accurately define the sales—service

curve would be expensive or unrealistic to obtain, and if data were available, it is not
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usually possible to describe the relationship with a great deal of accuracy. First, set
logistics customer service at a high level for a particular product and observing the
sales that can be achieved. Then the level is reduced to a low level and sales are again
noted. These limitations suggest that a careful selection of the situation to which it is
to be applied must be made if reasonable results are to be obtained. Fig. 1.6 shows
how the two-point method is used to correlate sales-service relations by establishing
two points and the area covered based on the relationship of product sales and logistic

customer service offered [33].

Sales

Level of logistic customer service

Figure 1.6 — Two-point method

2. Before/after experiments
The impact on sales/revenues to a change in service level may be all that is
needed to evaluate the effect on costs. The sales-service relationship over a wide
range of service choices may be unnecessary and impractical. Sales response is
determined either by inducing a service level change and monitoring the change in
sales. These experiments are easier to implement because the current service level
serves as the before data point. Before and after experiments of this type are subject
to the same methodological problems as the two points method described earlier.
29



3. Game playing

One problem in measuring the sales response to service changes is controlling
the business environment so that only the effect of the logistics customer service level
IS measured. One approach is to set up a laboratory simulation, or gaming situation,
where the participants make their decisions within a controlled environment. This
environment attempts to replicate the elements of demand uncertainty, competition,
logistics strategy, and others that are relevant to the situation. Game involves
decisions about logistics activity levels and hence service levels. By monitoring the
overall time period of game playing, extensive data is obtained to generate a sales-
service curve. The artificiality of the gaming environment will always lead to
questions about the relevance of the results to a particular firm or product situation.
Predictive value of the gaming process is established through validation procedures.

4. Buyer surveys

One of the popular methods for gathering customer service information is
surveying buyers or other people who influence purchases. Mail questionnaires and
personal interviews are frequently used because a large sample of information can be
obtained at a relatively low cost. Survey methods must be used with caution because
biases can occur. The questions must be carefully designed so as not to lead the
respondents or to bias their answers and yet capture the essence of service that the
buyers find important. The finding of survey can be used to model the relationship
between the cost and the customer service level.

There is a cost associated with providing the logistics customer services. As the
level of customer service goes up, the cost associated with providing that service also
goes up. For example, a business has to spend more money to improve order
fulfillment rate from 90% to 95%. The most critical question for a logistics manager
is where they choose to be in relation to cost and customer service levels. As activity
levels are increased to meet higher customer service levels, costs increase at an
increasing rate. This is a general phenomenon observed in most economic activities
as they are forced beyond their point of maximum efficiency. The diminishing returns

in the sales-service relationship and the increasing cost-service curve results in a
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profit curve. The profit contribution curve results from the difference between
revenue and costs at various service levels. Because there is a point on the profit
contribution curve where profit is maximized, it is this ideal service level that is

sought in planning the logistics system.

1.4 Communication with customers in a digital environment

Technology and innovation has changed customer expectations and the way that
companies communicate. While businesses have become more accessible by having a
digital presence, the need is to successfully communicate with customers to meet
their needs. Various online mediums are also being used by businesses to market
their products and services.

We'll describe different scenarios for the redesign of a company’s internal IT
landscape due to the use of digital environment. The scenarios of using cloud services
most frequently cited include the following [3, 41]:

1. Higher flexibility of software use by the faster and simpler provision of
software applications via the internet (on-demand) or outsourcing of software
applications so far used internally, e.g., order management, enterprise resource
planning (ERP), supply chain management (SCM) and customer relationship
management (CRM) systems.

2. Improvement of the cost variability of software use by more flexible
accounting models (pay-per-use).

3. Further development and augmentation of the internal business model by the
ability of offering complementary IT services to available company services (e.g.,
easier IT integration of customers and value-added partners by linking them to the
cloud service).

4. Protection of critical business processes, business applications and business

data by shifting them to a cloud environment with very high security requirements.

31



Many of the application scenarios of digital services discussed so far aim at
providing internal/company-focused advantages of cloud usage. In contrast with that,
explicitly cooperation focused application scenarios are discussed much less
frequently today. The benefits of the multitenant capability of SaaS applications (e.g.,
cost sharing, risk sharing, internet-based access, and constant availability) are in the
focus of attention whereas multitenant cooperation by means of SaaS applications has
received less attention. The joint use of multitenant cooperation logistics cloud
services could mean that logistics willing to cooperate develop a higher degree of
ability to work together than with the applications they have been using so far.

Unlike local integration of all with all applications («mesh networking») among
all network partners, the investment in IT for integration and interface development
in the case of a central SaaS application with shared use is limited to the number of
applications needing integration («hub and-spoke network»).

The approach model comprises of totally six main activities each with three or
four intermediate activities which, in turn, are divided into sub-tasks. Fig. 1.7 shows
the main activities of the process model using the business process model and
notation (BPMN).

The process model combines, in its activities, a multitude of procedures,
techniques and methods of other engineering disciplines, e.g. business engineering,
systems, engineering, software engineering, service engineering, integration
engineering, and requirements engineering.

The assignment of roles, results and techniques to the activities is described in
detail in reference [41] as well as the techniques and results of all activities and their
sub-activities.

The transport requirements in modern society are becoming more and more
important. The transport services need to be more and more advanced and better
designed to meet the needs of users. A significant part of costs of many goods are
transport costs. The size of the market of transport services as well as the sales

volume and derived profits intensify competition.
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Figure 1.7 — Model of digital Logistics Cooperation Development [41]
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Therefore, a reduction of costs and better adaptation of strategies to the demand
require better planning and scheduling tools for available resources of transport
companies. Computer systems can be a useful tool for transport companies. They
may support a rapid creation of effective transport plans and schedules or enable
simulation research leading to the correct selection of company organization, vehicles
and capacities or locations of depots.

The dynamic Pickup and Delivery problem with Time Windows and capacity
constraints (PDPTW).

PDPTW is defined as follows: there is a set of transport requests, which should
be performed by a fleet of vehicles at the lowest possible cost expressed by the
number of vehicles, total travel distance and total travel time. Each request is
described by two locations: pickup and delivery, and two time windows, the time
window for the pickup operation and the one for the delivery operation. Both the
request pickup and delivery places should be visited by the same vehicle in the proper
order. The time window is a period of time, when the service may be started. The
time window is described by the start time and due time. A vehicle has to arrive at
some location before the due time, and must wait if it arrives before the start time,
then it performs its services. Each request has a load and each vehicle has a
maximum capacity which cannot be exceeded by the total load of goods transported.
In the dynamic PDPTW, the difference with the static case is that the request input
set now vary dynamically and that the optimization process has to take place in real
time as new input requests arrive.

The nature of the problem, which involves distributed entities as vehicles in
communication with the company controllers dealing with environment uncertainty
and random demands, leads us to use a multi agent approach. A multi agent system
following the RIO (Roles, Interactions, Organization) [18] method ology allows to
specify the system at the level of role, interaction and organization, and by using the
Contract Net Protocol [48] as an interaction schema. The aim is to exploit the

physical distribution among vehicles and a central company in order to distribute
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computations and solve collectively the optimization problem. Another advantage of
the proposed approach is its flexibility that is its capacity to be easily extended.

The multi agent approach concerns the development of systems consisting of
many autonomous entities which are able to create plans and choose actions to reach
their goals [31]. Because of different locations of vehicles, the transport planning and
scheduling problem may be considered as a typical example of a problem with a
distributed domain, which are very suitable for a multi agent methodology. The multi
agent approach allows autonomous, goal driven agents, which represent company or
vehicles, to be taken into consideration. Each agent vehicle manages its route. An
agent estimates a request taking into consideration its feasibility, the payment it
obtains and the expenses. Thus, in multi agent approaches, the natural distribution
between physical entities (vehicles and company) is exploited in order to achieve
distributed computations and optimization.

In the literature, the multi agent approach to transport problems focuses mostly
on complex cargo shipping problems, sometimes taking into consideration trans
shipments and transport multimodality as the MARS (Modeling Autonomous
CoopeRating Shipping Companies) platform [13] or TeleTruck system [4].
TeleTruck is an extended implementation of the MARS system. While agents of
MARS repre sent homogenous trucks, the TeleTruck approach models the basic
physical objects (drivers, trucks, trailers, containers) by basic agents which join
together and form holonic agents that act in a corporated way. Some multi agent
systems are specifically targeted for vehicle routing problems and very few on
transport on demand problems [15].

Apart from the approaches based on Contract Net protocol and simulated
trading, there are also solutions used which take advantage of the algorithms solving
the DCSP (Distributed Constraints Satisfaction Problem) which has been widely
researched in the domain of the multi agent research problem [39]. Among recent
results related to the application of multi agent approaches in solving transport
problems, it is worth mentioning the AS/ATN (Living Systems Adaptive

Transportation Networks) system [40].
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A model of a multi agent system or transport planning is composed of the
following main entities (Fig 1.8):

— environment: it is a transport network, a graph describing road connections;

— agents: customer agent responsible for the generation of transport requests,
agent company, representing a transport company, and agent vehicles, representing

single vehicles like minibuses.

([ Customer | Population
\ﬂ_ f_/ of agents
Request l o
) v _h\k
{  Company
Request ! Request
— \
|"lI Answer Arnswer l".,
|I o - - T I|
Ik.x / Vehicle |\\I._- Fropess /" Venicle | N I|
| I". . | ,'I fll
&\-.___l_f'/ Answer e - f.'___--,//r'l /-'
—\ o ,i"I— — - _
Location ', Location .-“f ranspo
/ network

Figure 1.8 — Multi-agent system model: structure and main interactions [31]

Each agent vehicle has a representation of the transport network and of its

successive positions on roads assuming, that a vehicle uses a geographical
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information system (GIS) and geolocalizes itself using satellite positioning as GPS

(Global Positioning System) system. The agents vehicle communicate with the agent

company or directly one to each other. The system organization is described using the

RIO framework previously defined in [18]. This framework is based on three

interrelated concepts: role, interaction and organization. Roles are generic behaviors.

These behaviors can interact mutually according to interaction pattern. Such a pattern

groups generic behaviors and their interactions into an organization. Organizations

are thus descriptions of coordination structures. In this context, an agent is an active

communicative entity which plays roles.

Fig. 1.9 describes the organizations of the system.
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Figure 1.9 — System organization [31]
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There are two organizations, one specifying the Contract Net protocol and one

specifying the interactions between clients and pickup and delivery service providers.
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The former organization is composed of three roles: Manager, Bidder and Contractor.
This organization specifies a Contract Net based negotiation between a Manager
which proposes pick up and delivery requests, some Bidders which are able to realize
these requests and among these Bidders a Contractor who eventually realizes this
request. The Manager role is played by the agent company and the Bidder and
Contractor roles are played by agents vehicles. The latter organization specifies two
roles: Provider and Client. The Client role represents virtual clients that send a
request of pickup and delivery to a virtual Provider that accepts these requests and
answers with an offer. The Provider role is played by the agent company. Agents
instantiate organizations (roles and interactions). They always exhibit behaviors
defined by the organization’s roles. Each time they play one or more roles and they
act executing predefined associated protocols. The different protocols coordinate
actions in order to favor distributed optimization. Conversely, a role may be
instantiated by one or more agents. Furthermore, roles are basic protocol components
that are assigned or deleted in a dynamic way, depending on events received and
actions performed.

Following are some additional ideas for effective communication with online
customers [25].

1. Communicating Through Social Networking Websites

Social media has grown with time and is now being used as an information
sharing medium by customers as well as businesses. There are 2.03 billion active
social media users and the figures would increase in the coming years.

2. Facebook

Facebook provides a powerful yet systematic way to increase sales which gives
businesses the ability to reach targeted customers. Anyone can sign up and start
promoting their products but if the aim is to establish the company as a reliable brand
and increase your engagement with followers, you need to approach things
differently. You have to know the importance of quality content, how and when to
present it. Facebook’s page insights can help companies establish strategies as to how

and when to engage with fans and followers and can also help in experimenting what
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works best for the business. While communicating with customers on Facebook,
understand who your target audience is and what they would want.

3. Twitter

This social media platform is used by businesses to constantly update customers
and engage with them in one-to-one conversations. Twitter allows business to be
precise and responsive at the same. It can also be used as a platform to advertise as it
caters to an average of 236 million active members per month. Companies can make
the most of this by engaging with customers regularly and responding to them in a
timely manner. This would enhance the brand image and the company will also come
across as responsible and reliable.

4. Instagram

After Twitter and Facebook, Instagram is appearing to be the next big platform
for customer engagement. Engagement rate on Instagram is 15 times higher than
Facebook and the videos are twice as popular as compared to pictures.

Businesses can not only use this platform to create hype for their products and
services but, can also post behind the scenes footage, create catchy hashtags or come
up with brilliant captions to get their customer’s attention. Companies can engage with
customers through the comments section and answer any queries they might have.

5. Communicating with Live Chat

Live chat service has seen a lot of growth and popularity in recent years. It is
being integrated on websites of various companies because businesses have begun to
understand the importance of customer engagement in real time. According to a
survey conducted by EConsultancy, 73% of the customers experience a higher level
of satisfaction using live chat as compared to email and phone. For getting the most
out of your live chat it is vital to respond in a timely manner, understand the needs of
your customer and provide the service 24/7 in multiple languages. Live chat
technology is also a great way to assess customer satisfaction and gather feedback
about products and services.

6. Webinars and Videos
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ClickMeeting created an infographic which explained that 68% businesses run at
least one webinar a month. Webinars are seminars which are arranged online.
Executives, today, are signing up for creating webinars because it means instant
access to the public and if the people like what you say, you become an instant
success. Webinars can be used to promote the ideology of the company and this can
also help the company create a positive image for itself by helping and guiding
customers. According to the Content Marketing Institute, more than 60% marketers
are using webinars as part of their marketing content.

Videos are another great way to engage customers. For example, YouTube has
more than 1 billion users and millions of views are being generated every day. A
large number of people use YouTube to research and discover services/products that
they’re interested in purchasing. Businesses can create «how-to» videos, product
reviews, etc. to attract new customers while effectively serving existing customers.
This would help them gain popularity and the company would also be able to
reinforce itself in a subtle manner.

These practices help businesses improve customer engagement via digital
channels. It is essential to keep in mind that the digital environment is constantly
expanding and businesses need to keep up with the latest trends and innovations in

order to facilitate their customers.

1.5 Chapter summary

This chapter deals with the theoretical principles of logistics customer service
formation in the digital environment.

Customer service is a broad term that holds many elements ranging from
product availability to after-sale maintenance. Looking at logistics perspective,
customer service is the outcome of all logistics activities or supply chain processes.

Corresponding costs for the logistics system and revenue created from logistics
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services determine the profits for the company. Those profits widely depend on the
customer service offered by the company.

Logistics customer service is a part of a firm’s overall customer service offering,
customer service elements that are specific to logistics operations including
fulfillment, speed, quality, and cost. The term fulfillment process has been described
as the entire process of filling the customer’s order. The process includes the receipt
of the order, managing the payment, picking and packing the goods, shipping the
package, delivering the package, providing customer service for the end-user, and
handling the possible return of the goods.

Logistics planners must understand all logistics services offered by the firm so
that they can articulate the benefits to the customer. If articulate properly, customer
service could add significant value to create demand for the products and improve
customer loyalty.

We considered process model for logistics collaboration development based on
logistics digital services.

We also noticed that the transport requirements in modern society are becoming
more and more important. The transport services need to be more and more advanced
and better designed to meet the needs of users. A significant part of costs of many
goods are transport costs. The size of the market of transport services as well as the
sales volume and derived profits intensify competition. Therefore, a reduction of costs
and better adaptation of strategies to the demand require better planning and scheduling
tools for available resources of transport companies. Computer systems can be a useful
tool for transport companies. They may support a rapid creation of eff ective transport
plans and schedules or enable simulation research leading to the correct selection of
company organization, vehicles and capacities or locations of depots.

So we can say that technology and innovation has changed customer

expectations and the way that companies communicate.
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CHAPTER 2
ANALYSIS OF THE UKRAINIAN FURNITURE MARKET AND
IDENTIFICATION OF THE MAIN TRENDS OF ITS DEVELOPMENT

2.1 Analysis of the Ukrainian furniture market

Today, furniture production is an industry that is developing, gradually reaching
the European level of quality and design. Therefore, it is extremely attractive to
operators and, accordingly, has a dynamic to increase the number of competitors.

The furniture market is showing positive growth and this is largely due to the
increase in domestic production. One of the main trends today is the focus of mostly
buyers on furniture from Ukrainian manufacturers, which reflects the fact of
increasing consumer confidence in domestic products. The increase in the share of
sales in the middle and lower price segments and the refusal of most consumers to
buy imported furniture is primarily due to a decrease in the purchasing power of the
population and the orientation of most furniture manufacturers to the demands of the
domestic market.

Today, the Ukrainian furniture market is estimated at 330 million US dollars.

The analysis of the furniture market shows that consumers increasingly prefer
domestic manufacturers in their choice. The decline in interest in imported furniture
is primarily due to declining purchasing power. It is also worth noting that the
Ukrainian furniture market is not deprived of shadow production, which is focused on
the middle and cheap segment. Today the shadow furniture market in Ukraine is
about 35%.

More than 3,000 furniture manufacturers are engaged in furniture production in
Ukraine. Among them: large furniture factories that produce furniture in series,
medium-sized enterprises working on individual orders and small, among which

about 30% — micro-enterprises.
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We will analyze the dynamics and structure of the number of business entities in
terms of large, medium, small and micro-enterprises in the field of furniture
production to fully understand the situation as a whole. For this purpose, the data of
the State Statistics Service in Ukraine [62] on the number of business entities, by

size, are grouped in Table 2.1.

Table 2.1 — Number of large, medium, small and micro-enterprises by industry

«Furniture manufacturing» [based on 56]

Ne| Years | Total, units | Large, units Medium, Small, units From thern
units micro, units

1 2 3 4 5 6 7

1| 2010 11228 1 137 11090 10624

2| 2011 8399 1 135 8263 7787

3| 2012 9124 2 138 8984 8527

4| 2013 9462 2 128 9332 8897

5| 2014 10534 2 120 10412 10033

6| 2015 10625 1 113 10501 10226

71 2016 9759 1 108 9650 9356

8| 2017 9066 1 116 8949 8633

9| 2018 8937 1 120 8816 8440

10| 2019 9243 1 124 9118 8762

The dynamics of the total number of enterprises by industry «Furniture
manufacturing is presented in Fig. 2.1.

Large manufacturers have better equipment, which provides them with large,
compared to medium and small enterprises, production volumes. At the same time,
large manufacturers have less production flexibility and cannot respond quickly to
changing tastes, styles and design trends. To a lesser extent, such manufacturers can
satisfy individual requests, which are successfully carried out by medium and small

businesses in the furniture industry.
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Figure 2.1 — Dynamics of the total number of the furniture enterprises in

Ukraine

To enter the more expensive segment of luxury furniture, some Ukrainian
manufacturers assemble products using imported components, which, accordingly,
affects the price.

The main players in the Ukrainian furniture market were formed from 1991 to
2000. A significant market share is occupied by Enran, MERX, Sterkh, LIVS,
Gerbor, Kukhni Ukrainy, Ekmi-mebli and others.

Today, the furniture market in Ukraine has its leaders (Fig. 2.2) [based on 73]. A
significant market share is occupied by such companies as: "Enran", MERX,
"Sterkh", LIVS, "Gerbor", "Kitchens of Ukraine", "Ekmi-mebel" and others.
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Figure 2.2 — Positions of furniture companies in the Ukrainian market

The main competitive advantages are possessed by the enterprises — leaders of
the branch which work not only in the Ukrainian market, but also abroad. Small
furniture stores and small industries are trying to resist large networks. The highest
level of competition is observed among medium and small businesses in the furniture
industry, which focus on the economy segment.

There is also growing competition among online furniture stores. The most
popular among them are: "Sofas for nirvana"”, "Fine furniture", "Furniture”, "Oak",
"Sofine", "Furniture”, "Stool", etc. Among the ways of competition — improving the
quality of products and services, different designs, lower prices, flexible system of
discounts, as well as convenient production times.

Table 2.2 groups the data on the volume of sales in terms of enterprises
according to their size in the period 2010-2019 [based on 56].

As we can see from Table 2.2, medium-sized businesses account for about 60%
of sales, although they account for only 1% of the total number of enterprises in the

furniture industry.
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1%

Table 2.2 — The volume of sold products of large, medium and small enterprises in the field of «Furniture manufacturingy

Subjects of Subjects of Subjects of
_ From them
large medium In % small _ _ Total,
_ In % to _ _ In % to | subjects of micro- | In % to
No|  Years business, business, | tothe | business, _ thousand
) the total the total | entrepreneurship, |the total
thousand thousand | total thousand UAH
thousand UAH
UAH UAH UAH

1 2 3 4 5 6 7 8 9 10 11

1 2010 928749,3 | 14,84 | 3595584,9 | 57,44 | 1735650,3 27,73 1418662,7 22,70 | 62599845
2 2011 821337,5 | 10,50 | 4927323,3 | 63,00 | 2073601,0 26,50 1358692,3 17,40 | 7822261,8
3 2012 1386647,8 | 14,50 | 5193697,8 | 54,20 | 2982742,9 31,30 1976998,9 20,70 | 9563088,5
4 2013 1410330,6 | 14,80 | 4883515,2 | 51,20 | 3235415,0 34,00 2114233,5 22,20 | 9529260,8
5 2014 1808777,3 | 16,00 | 6248529,0 | 55,30 | 3247551,7 28,70 2006802,4 17,80 |11304858,0
6 2015 1122170,4 | 8,20 | 8553459,9 | 62,50 | 4009375,0 29,30 2506118,4 18,30 | 13685005,3
7 2016 1443819,7 | 8,90 | 9845636,9 | 60,70 | 4933236,2 30,40 3144865,9 19,40 |16222692,8
8 2017 1737566,0 | 8,50 |129644155 | 63,40 | 57399714 28,10 3633016,6 17,80 |20441952,9
9 2018 2075240,0 | 8,20 |15441066,6 | 61,00 | 7791498,2 30,80 4657115,0 18,40 | 25307804,8
10 2019 2389577,6 | 8,45 |17150855,0| 60,67 | 8726478,0 30,87 5264805,1 18,60 |28266910,6




On average, one medium-sized business generates about 138,313,000 hryvnias.
the volume of sales per year (for example, 2019). At the same time, 40% of the
volume of sold products is accounted for by small and micro enterprises, which also
include natural persons-entrepreneurs. Accordingly, one small business entity
generates an average of UAH 883 thousand, and one micro-business entity — UAH
600 thousand. per year.

The dynamics of the volume of sold products in the field of «Furniture

manufacturing» is presented in Fig. 2.3.
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Figure 2.3 — Dynamics of the volume of sold products in the field of «Furniture

manufacturing

As we can see from the Fig. 2.5, the dynamics of sales of the furniture industry
has a rapidly growing character in the period from 2015 to 2019, which coincides
with the period of the moratorium. For example, in 2016 there is an increase of 15%
compared to last year, in 2017 such an increase is already 32%, in 2018 — an increase
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of about 19%, and in 2019 about 11%. That is, in general, there is an increase of 2
times compared to the volume of sales in 2015.

According to the State Statistics Service, in the period 2013-2017, furniture
production in Ukraine was characterized by unstable dynamics. Indicators of sales of
furniture in physical terms tended to decrease, while in monetary terms, since 2016,
there has been some growth, which rather indicates the impact of rising prices for
furniture.

After analyzing the dynamics of sales of furniture products in Ukraine, it is
advisable to study the direction of sales of such products in terms of domestic or
foreign markets. Graphically, this distribution is shown in Fig. 2.4 (data are given in
UAH million, excluding VAT and excise duty) [based on 56].
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Figure 2.4 — Dynamics of sold products of furniture industry in Ukraine and

abroad

As can be seen from Fig. 2.4 in the field of furniture production during 2014-
2019, exports accounted for about half of sales. In 2019, furniture companies sold
industrial products worth UAH 9.4 billion outside the country, which was 51.1% of
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total sales. Accordingly, it can be concluded that the size of exports of the furniture
industry increased in proportion to the total volume of sold products and amounted to
almost half of it. However, it should be borne in mind that a significant share of local
furniture production is not included in official statistics, so the real share of exports is
smaller. For example, neighboring Slovakia and Lithuania, where the furniture
industry is about the same size as in Ukraine, exports four times more.

For a long time, Ukraine was a net importer of furniture, but since 2014-2015
due to a significant devaluation of the local currency, which, in turn, has made
furniture imports more expensive for Ukrainian consumers and Ukrainian exports
cheaper for foreign buyers, the trade balance in the furniture sector is positive.

Graphically, the dynamics of exports and imports of furniture is shown in Fig. 2.5.
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Figure 2.5 — Dynamics of exports and imports of furniture products
[based on 56]

It should be noted that the growth of exports of furniture products is also
accompanied by a fairly low import of these products. If in 2015 the value of imports

of such furniture amounted to 162.1 million US dollars, in 2019 this figure was about
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372.9 million US dollars. Thus, the value of furniture exports exceeded the value of
imports in 2015 by 145%, in 2016 — 87%, and in 2019 — 81%.

The maximum volumes of furniture sales in 2017 fall on Odessa,
Dnipropetrovsk, L’viv, Kharkiv, Kyiv regions and the city of Kyiv (about 64.2%).
Demand for furniture in Kiev is higher than in other cities, as 60% of all new
buildings in Ukraine are located in the capital [73].

In the structure of the furniture market, the largest share is occupied by the
segment of furniture for dining rooms and living rooms, as well as kitchen furniture.

In general, 48% of home furniture consists of cabinet furniture. Upholstered
furniture accounts for 29% of the total, kitchen — 25% [79].

Demand for business furniture depends on the growth of existing businesses and
the opening of new ones. It should be noted that in the period 2013-2017, the number
of business entities in Ukraine increased by 8.3%, which was mainly due to an
increase in the number of small entrepreneurs. Also, the production of office furniture
in 2017 increased by 6.3% compared to 2016, and furniture for trade enterprises — by
52%. This indicates the interest of Ukrainian business in the use of domestic furniture
[73].

Fashion trends and world trends are a significant factor that has a significant
impact on the level of demand in the furniture market. One of the global trends in the
furniture industry is an increase in demand for home offices, libraries, desks, shelves
and cabinets, which is associated with an increase in the number of people working
remotely. Analysts forecast a 5-7% increase in global sales of the home office
furniture segment by 2019 [79].

Another global trend in the furniture industry is trends in the real estate market
(small apartments) and demographic trends (small families of 2-3 people). As a
result, there is an increase in demand for multifunctional, transformed furniture of
small size.

According to market analysts, by 2019 online furniture sales will grow to 17-
20%. Already today, furniture companies seek to establish a service that allows you

to deliver and assemble furniture when buying online on the day of ordering.
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Another global trend is the growth of sales in the segment of luxury furniture
(both for home and office), the largest market of which is European.

It is also worth noting the growing global demand for environmentally friendly
furniture, despite the fact that its cost is higher than conventional.

In the structure of the cost of furniture, the main components are raw materials,
as well as the cost of development and implementation of models, wages, energy
resources, logistics, advertising and overhead costs.

Until 2014, the main market for Ukrainian furniture was Russia and the post-
Soviet world adjacent to it. The so-called countries of the former CIS consumed 69%
of all modest Ukrainian furniture exports [65].

After the start of Russia's military campaign, a systemic rift occurred in Ukraine.
However, Ukrainian producers have found a replacement for the traditional post-
Soviet market. Found where previously not very much and searched. And in 2020,
Russia accounted for about 3% of Ukrainian furniture exports, while Poland — 35%,
Germany — 19% [65].

A powerful player in the e-commerce market, the German company Oscar now
sells Ukrainian furniture via e-bay at a rate of 40 trucks per month. The average cost
of such cargo is $ 25 thousand, and these volumes are growing rapidly. And here is
the result: since 2014, for the first time in the recent history of Ukraine, furniture
exports have exceeded furniture imports. The trade surplus is growing year by year,
and this process seems inevitable. Commodity structure of furniture exports of
Ukraine is presented in Fig. 2.6.

And in 2021 the so-called free trade zone of Ukraine with Israel started working,
which means either zeroing or partial reduction of fiscal barriers. For example, now
you do not have to pay 12% import duty on furniture, and this is a decent concession.
Israel is a small but insatiable country: consumer markets there do not know the word
"enough”. The population is four times lower than in Ukraine, and GDP is almost
three times higher.

Today we see the following situation, when a significant part of the national and

world economy has not just shrunk in quantitative terms, but "paused for a long time"
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or "shutdown". In the situation of "shutdown" was the furniture industry of Ukraine
since March 2020.
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Figure 2.6 — Commodity structure of furniture exports of Ukraine [65]

Consumption of products in various segments of furniture decreased from 30%
to 70%. In some segments such as HORECA and the entertainment industry, which
have been hit by the most severe quarantine measures, furniture consumption has
fallen to 90%.

The kitchen and residential furniture sector of the cheap and medium segments,
where the population planned purchases and was forced to postpone them until a
calmer period, also suffered significantly.

This is due not only to the quarantine situation in Ukraine, but also to the
consequences of the domestic political crisis and unprofessional economic policy.

Which in the period from September 2019 to the current period 2020 hit hard on
the profitable part of the population and forced many households to review and

redistribute their family budgets.
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Foreign business also did not stay aside and continued to curtail assets and exit
the Ukrainian economy.

The main market that affects the production of furniture and wooden decorative
components is the market of wood processing and production of wood products.

The main problems of the woodworking industry analysts include the reduction
of logging in Ukraine (by 2.5% in 2017) and rising prices for major types of
unprocessed wood. According to the Ukrainian Universal Exchange, the cost of
plywood raw materials from alder ranged from 1260 UAH. / M3 up to UAH 1320. /
M3, and from birch — from 1280 UAH. / M3 up to UAH 1,400. / M3. Raw materials
for chipboard from pine are on sale for 380-500 UAH. / M3, and from birch for 460-
470 UAH. / M3 [65].

According to experts, in the near future interruptions in the supply of lumber and
other wood products are expected, due to the lack of effective organization of the
purchase of raw wood at auction.

The real estate market plays a significant role in the development of the
Ukrainian furniture market. According to the State Statistics Service, in Ukraine the
rate of housing commissioning in 2017 increased by 9% compared to 2016 and
amounted to 10.2 million m2. There is a direct link between real estate growth and
furniture production, so demand for both residential and business furniture should
also be expected to increase.

The growth rate of construction is associated with an increase in demand for
design services. The most capacious segment is the market of services for design and
interior design of residential buildings and the public environment. The peculiarity of
this market is that professional contacts between the designer, the client and the
performer are carried out through the so-called "sundress radio”, on the
recommendation of relatives or acquaintances.

In the Ukrainian market, interior design services are provided by design studios
or private designers. Many of them provide a range of services, from architectural
design to decoration, furniture design and landscaping, with the idea of a weak

aesthetic level of the majority of designers.
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An important direction in the development of the market of design services in
Ukraine is the establishment of partnerships between designers and companies that
provide furniture services. The characteristic feature is the regional specifics of the
work, as well as the clients themselves. The spread of prices for the same services is

quite large.

2.2 Analysis of the activity of LLC «Moidodyr» in the Ukrainian market

LLC «Moidodyr» is a factory which has been producing bathroom furniture
since 1999. «Moidodyr» furniture is made on the modern European equipment. The
factory products have high quality and modern design. Moidodyr cooperates with the
Italian design bureau Soniboninidesign. Due to this, Moydodir bathroom furniture
has a high level of functionality and comfort. Bathroom furniture «Moidodyr» is
made with high precision cutting, reliable gluing of an edge, qualitative coloring and
a first coat. High-quality materials from European manufacturers are used for
furniture production.

— facades — laminated MDF "Kronospan" (Slovakia);

— facade coating — waterproof paints "SIRCA" and "SAYERLACK" (Italy);

— case — moisture-resistant bilateral chipboard "Egger" (Romania);

— mirrors — moisture-resistant cloth with silver amalgam "GLAVERBEL"
(Belgium);

— accessories — "Hafele" (Germany) and "Blum" (Austria);

— washbasins — "VITRA" (Turkey), Colombo (Ukraine), Cersanit (Poland),
Vidima (Bulgaria Keramin (Belarus), "UNISAN" (Spain);

«Moidodyry is a distributor in Russia, Kazakhstan, Lithuania and Georgia. As
for Ukraine, there is a widely developed distribution network. Production is provided
with the latest equipment of European brands, which allows to provide excellent

quality, timely and fast production of orders.
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In Fig. 2.7 shows the organizational structure of the company «Moidodyr».

CEO
Head of Head of the Chief Head of Head of
Logistics brokerage Accountant Marketing Legal
Department department Department || Department
L Trucking Customs
specialists brokers

Figure 2.7 — Organizational structure of LLC «Moidodyr»

Today LLC «Moidodyr» is at the stage of the life cycle — "growth stage".
Because the company is rapidly gaining momentum in its activities, constantly
improving relationships and expanding relationships with customers, suppliers, enters
the international market.

Distribution of goods to stores is carried out by road. This method of
transportation is the most flexible and allows you to easily prescribe the routes of
freight flows of the enterprise and calculate traffic schedules.

Reputation is the basis of the philosophy of LLC «Moidodyr». For the company,
the reputation is associated primarily with customer satisfaction from cooperation.
That is why the work relies primarily on professionalism and quality of services
provided. Moidodyr's activity is based on building long-term relationships with its
customers, providing the full range of services at all stages of product sales.
Reputation directly depends on customer satisfaction, which is why the company
strives to be as flexible as possible in working with customers, constantly changing

and adapting to their requests.
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LLC «Moidodyr» builds its business processes and relationships with customers
taking into account their needs and expectations, both now and taking into account
the growth of their business in the future. As a customer-oriented company, the
company adheres to the following principles: analysis, a clear understanding of the
tasks and needs of the client and an individual approach.

Based on the above, the company «Moidodyr» improves its range to meet
customer needs.

The percentage of regular customers is quite low, so it is necessary to pay
considerable attention to establishing long-term relationships with existing customers
by improving the level of logistics services, as it is known from the theory and
practice of logistics that attracting new customers requires more costs than
maintaining existing ones.

When assessing the financial and economic condition of the enterprise analyzed
the relevant information base of the enterprise, namely: report on financial
performance and balance sheet — the final synthetic document on the composition of
the enterprise (organization) and sources of their formation in cash on certain date

(end of quarter, year) (Table 2.3).

Table 2.3 — The main performance indicators of LLC «Moidodyr»

No Vears Total revenues, Total expenses, Operation profit,
thousand UAH thousand UAH thousand UAH

1 2 3 4 5

1 2015 365,76 312,46 53,30

2 2016 807,60 740,40 67,20

3 2017 1466,40 1265,76 200,64

4 2018 2492,88 2088,50 404,38

5 2019 4611,83 3968,16 643,67

6 2020 3689,46 3372,93 316,53

56




It is possible to trace dynamics of development of the enterprise for the last three
years on Fig. 2.8. Profit expresses the absolute effect without taking into account the

resources used.
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Figure 2.8 — Diagram of the dynamics of revenues, expenses and profit of LLC

«Moidodyr»

We can see that the dynamics of the company's performance coincides with the
general Ukrainian dynamics.

In any organization there are both basic and auxiliary processes. The main
processes are the processes of the company's current activity, the result of which is
the production of services required by an external client. Auxiliary processes ensure
the existence of primary processes. In Fig. 2.9 shows a diagram of business processes
of the company "Moidodyr".

As the company provides two types of services (online ordering and

transportation of goods to stores), each service has its own cycle of logistics services.
57



Business processes >

Basic business Supporting Business process
processes business management
processes
Export cargo to Administrative Strategic
destination and economic —| management
B support
Financial
Import cargo to IT support and — management
—1 the destination communication
: Business
: Security support process
Execution of | management
services for
| registration of cargo
to the destination Legal support Personnel
— management

Figure 2.9 — Scheme of business processes of LLC «Moidodyr»

Logistics service is related to the execution of the order from its receipt to the
receipt of the ordered product or service by the consumer. Logistics service process —
a systematic set of repetitive actions or operations that convert initial resources into
the final product or service in accordance with established rules and requirements of
consumers.

Moidodyr strives to be as flexible as possible in working with customers,
constantly changing and adapting to their requests. Moidodyr builds its business
processes and relationships with customers taking into account their needs and
expectations, both now and taking into account the growth of their business in the
future. As a customer-oriented company, it adheres to the following principles: in-
depth analysis of the customer's business processes, a clear understanding of its tasks

and needs, an individual approach.
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Order planning is carried out in order to smooth out irregularities in the receipt
of orders from consumers, because the presence of peak times can lead to delays in
the processing of consumer orders. The result can be an increase in order execution
time and a decrease in the level of service. To smooth out irregularities in the receipt
of orders, the company uses its own sales managers.

Order transfer is a procedure that takes place in the period from the moment the
consumer sends the order to the moment the company receives the order. At the stage
of order transfer, the company receives orders from its customers depending on their
needs.

Then the order is processed, clarified, checked for completeness and accuracy,
entering the order into the service system. The necessary vehicle is searched, a flight
is formed and in case of mutually beneficial conditions of transportation for all
parties the company signs all necessary contracts. In particular: where all the
conditions of the expedition, forms of payment, obligations, rights, terms of delivery,
conditions of delay in the execution of the order, the responsibility of the parties, etc.
are stipulated.

Delivery of the order to the final recipient. After delivery of the goods there are
mutual settlements between the parties to the agreements. Payments must be made by
non-cash payments within no more than 2 banking days.

In Fig. 2.10 schematically shows a diagram of the process of processing
customer orders.

Therefore, as can be seen from the diagram, the organization of interaction with
customers and ensuring customer retention and loyalty are key elements in effective
work on order processing, such elements are both at the beginning of the request and
at the end, to further analyze, plan and improve service delivery.

In modern conditions, the company must pay great attention to ensuring a high
level of service quality. The quality of logistics service is to meet the needs of
customers and is expressed in the proper execution of orders, avoidance of errors,
failures, inconsistencies, efficient provision of services and providing the required

level of service in accordance with the standards and conditions of contracts.
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Figure 2.10 — Scheme of the customer order processing

The competitiveness of the company depends on the quality of delivery. Service
quality management should be based on a systems approach. To implement a
systematic approach, it is proposed to build in the organization of such a quality
management system, which would cover all activities of the organization and would
provide quality management at all stages of the service life cycle.

In order to assess the quality of services of the company «Moidodyr» we will
highlight a certain system of criteria, which are an integral part of the activity.

The first is the availability of information about the company providing services,
and consequently the availability of prices for services.

The second criterion is the ability of the company's employee to enter the
position of the client, to speak his language, ie the so-called communicativeness.

The next important criterion is the reliability of the company, ie clear fulfillment
of obligations undertaken for this transportation of goods (deliver the goods on time),

taking into account all customer requirements.
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It is very important that all employees are competent in their work, i.e. be able to
professionally offer a certain package of services, choose the best information about
the product and delivery.

And last, in modern conditions the most important criterion is the automation of
processes aimed at attracting and retaining the most profitable customers,
personalization of customer relationships, which minimizes operational,
administrative and other costs, as well as information support that makes the

company more competitive.

2.3 The main problems and prospects for the development of the furniture

market in Ukraine

Furniture market experts highlight the following trends in its development in
Ukraine in 2019 [79]:

— the production of home furniture is developing at the most active pace, while
in the economy segment the leading sales positions are occupied by Ukrainian
manufacturers;

— the production of office furniture is developing rapidly, which contributes to
the growing popularity of the use of office design;

— the emergence of multi-brand furniture hypermarkets;

— active growth in the popularity of online sales among most manufacturers;

— reorientation of domestic manufacturers from the same type of furniture to
create unique offers.

Experts are among the main restraining factors in the development of furniture
production in Ukraine [79]:

— increasing the cost of raw materials and components;

— lack of qualified personnel;

— growth in the share of unsold products;
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— additional costs in the form of storage and logistics costs;

— lack of financial and credit resources, as well as lack of investment.

The global economic crisis and the COVID-19 epidemic began in the winter of
2020 in the world and in Ukraine to sever all ties and interactions in the ecosystems
of global consumer, corporate and commodity markets [84].

A clear interdependence of the chain has come to the surface: raw materials /
logistics / production / sales / consumption.

"Small ecosystems" depend on "global ecosystems™ and, conversely, "global
ecosystems™ are interdependent on "small ecosystems".

Repeated breaks in the ecosystems of various scales caused by quarantine
restrictions have stopped more than just individual companies or sectors of the
economy in individual countries.

Such global gaps in "economic ecosystems™ have led to the shutdown of the
world's largest industries and a series of bankruptcies or the preservation of the
world's largest companies. With this in mind, we can say that the Ukrainian furniture
business has approached the point of "zeroing". Which essentially means a complete
restart of the furniture industry and the creation of new values and rules of the game
in domestic and foreign markets.

Ukrainian furniture companies have lost more than 80% of their solvent
customer base due to a three-month quarantine lockdown. Demand for furniture in
most sales channels has become zero or close to it [84].

The cost of maintaining a viable production is not covered by the volume and
margin of the remaining orders.

The practical shutdown of the HORECA sector, the RETAL sector and the
Office sector has significantly affected most Ukrainian system furniture companies
producing serial or contract furniture.

Orders decreased significantly in the B2G sector, where the state of Ukraine
purchased from furniture companies for kindergartens, schools and educational

institutions.
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Exports of furniture to foreign markets have also stopped, many foreign retail
chains and shops are closed, it is just as difficult to make contactless delivery of a
sofa or kitchen to the end consumer in the EU market.

Temporary restrictions on transportation, mass layoffs, pay cuts and the closure
of other businesses in various segments have reduced the already not very large base
of private furniture consumers for the Home Furniture segment in the B2C and E-
commerce channels.

A small surge in active furniture purchases was observed only in the segment
"Home Office Furniture" and Sofas.

We will briefly walk through the points to understand what the current situation
Is in the Ukrainian furniture business.

External factors World market.

Rich countries are beginning to rebuild their economies, using the method of
direct and indirect financial assistance to businesses and the public.

The USA, EC countries, England, Australia, Israel are actively looking for
opportunities to import substitute products from China.

There are several ways these countries will follow:

— resumption of own production;

— procurement from nearby neighbors;

— search for new supplier countries.

Internal factors Ukrainian market:

— temporary reduction of furniture consumers even after the quarantine
restrictions are eased;

— long-term recovery of economic sectors that are drivers of growth for the
furniture business in Ukraine;

— deterioration of the legal framework, economic climate and prolonged
political crisis that significantly affect the recovery of the consumer market and the
economy of Ukraine in general and the Furniture Business in particular.

How did the crisis affect furniture companies:

1. Microbusiness 1-5 people (such companies in Ukraine are about 5000-7000):
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— the most stable format in the conditions of global uncertainty and any crises;

— lots of small work that medium and large firms can't afford,;

— there is no large load of rent and loans; everything fits in 2-3 shipping
containers and a backpack;

— high competition and dumping;

— lack of a "financial cushion";

— it's just "wolf feet fed" work is, but it does not pay much.

2. Small business 5-50 people (such companies in Ukraine are about 2500-3000):

— risky format as not all companies own production space;

— high dependence on the receipt of orders and relatively weak "commercial
communication™ and the system all under the customer's order makes such a business
model very risky in a shortage of solvent customers;

— high dependence on the "quality of staff", which greatly affects the crisis;

— no modern effective "digital sales channels” and "boxed versions of
products™;

— "financial pillow" in a very small number of companies and it will be enough
for a maximum of 1-2 months;

— the situation is very different for everyone, someone does not work
completely, works 2-3 days a week.

3. The average business of 50-350 people (such companies in Ukraine are about
300-500):

— the most risky format in it is already capitalization, but the credit load is also
present. there are also rents for retail locations;

— relatively large staff that is difficult to maintain with a rapid reduction in
orders;

— high dependence on the efficiency of the sales department and personal
managers. dependence on efficiency and "quality" of trade locations and showrooms;

— many non-productive and production losses due to "archaic management" and

not "high culture of production”;
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— lack of understanding of marketing 4.0 in digital sales channels and not built
truly "working" digital sales channels;

— most owners have a personal "financial cushion"”, but on the scale of the
enterprise it does not significantly affect;

— this format is also complex and everything is similar to the previous one.

4. Big business 350-5000 people (such companies in Ukraine are about 20-30):

— the format is the least risky as the fixed capitalization and fixed assets are
owned for a long time;

— the credit load is there, but it is controlled and the bank will restructure it for a
valuable customer with a long history;

— the scale of business and multichannel works where the loss of even 60% of
all employees will not stop production and sales;

— such companies have a lot of staff, even with a small insurance reserve for
turnover, but their salaries are not very high;

— a product portfolio and structured sales channels have been formed, including
2.0-3.0 digital sales channels with built-in online stores;

— high risks of business closure due to insufficient orders to maintain the
planned level of cost recovery and profitability;

— risks in the supply chains of raw materials and components as the main
supplier is China or the countries of Southeast Asia;

— the owners have formed a personal "financial cushion” and have a small
reserve fund, just in case which is usually enough for 2-3 months;

— some companies have temporarily suspended their quarantine;

— long annual supply contracts in DIY retail chains are very helpful.

We will also analyze other players in the furniture market:

1. Furniture retail.

Represented by large players, medium and small.

Almost all shopping malls throughout Ukraine where there were small and

medium-sized shops of furniture companies were closed for quarantine.
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Only the Epicenter worked in quarantine, which led to a kind of "accidental
monopoly" and, on the one hand, continued sales and movement of money for
furniture products, which for some companies was a "breath of fresh air."

On the other hand, most market players and furniture retailers were in "not equal
to market conditions."

Furniture retail, in general, despite the "features of a single operator", as well as
all market participants in non-food products suffered significantly during the
quarantine period.

In the future, the issue of resuming consumer traffic to shopping centers in the
next 6-18 months will be acute.

The question of the number of customers who have the opportunity and desire to
buy furniture in a physical store or DIY supermarket will be acute.

In our opinion, the quantitative reduction of furniture retail is inevitable, and the
areas of existing furniture stores and sections in DIY supermarkets will also be
revised to some extent.

We understand that with the reduction of the number of outlets, in theory, the
quality of retail space and exposure in furniture retail should increase "but this is not
true."”

Unequivocally, we will see in the near future and the change of outdated model
lines of most trading companies and branded retail retailers of furniture manufacturers.

And in this matter we can not do without interaction with Ukrainian Subject
Designers.

2. Furniture e-commerce.

In this segment there are many operators of different scales and specializations.
From national marketplaces to specialized niche online stores.

The main struggle for the consumer and his money was conducted on the
Internet and it is clear that the main winner is the market leader ROZETKA.

Although the furniture does not rank in the top sales, but some categories have
really given a significant short-term increase it, computer desks and chairs for Home
Office and Sofas, bed group.

66



The explanations are quite simple; consumers urgently organized jobs at home
and moved with their families to dachas and country houses.

When the first wave of excitement subsided, the sales curve began to subside
and decrease.

Demanding customer with high income did not ignore domestic producers in the
upper price segment.

Realizing that Italian upholstered furniture and kitchens will be unavailable in
the next 3 months, and the apartment must be entered urgently, they placed orders for
the complete set of objects from Ukrainian furniture companies.

In general, we can say that the persistent struggle for the consumer on the
Internet is just beginning and this channel is waiting for big and dynamic
transformations in a very short time.

Now let's perform an express SWOT (Fig. 2.11).

Based on the above, we can draw the following conclusions about the current
state of the Furniture Business in Ukraine.

1. Significant reduction of consumers in B2B channels | B2G | B2C has put most
Ukrainian furniture companies on the brink of extinction and has essentially "zeroed
the market".

2. The Ukrainian consumer market will recover for a long time, even to the level
of the end of 2019, it may take from 9 to 24 months.

3. External factors occurring in the world market and economy will significantly
affect Ukraine and the speed of its recovery.

4. There are hidden reserves even now, but many companies are in a state of
"frozen™ and buried their heads in the sand.

5. The active position of the company and its leader significantly affects the
survival "in an era of total change™ this time of new leaders, strategic alliances and
collaboration.

6. Digital communication channels and Marketing 4.0 are our everything, but we

must also remember that the consumer already wants a "New Socially Oriented
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Product" that takes into account the reality of living and working in a dynamically

changing environment. Develop and test the product now.

Strengths

Weaknesses

. There

. The furniture industry in Ukraine is not
overloaded with consumer orders production
capacity, which can significantly load Export
products.

is a great untapped potential of
Ukrainian Subject Designers, who have long
been successfully creating a "commercial
product” for foreign manufacturers and their
own “personal product line" enter the
international markets.

Geographical position of Ukraine, developed
transport network and proximity to the large
European Market, which we do not use 100%.
. The human potential of workers and engineers
in Ukraine is high enough to fight for a place
in the TOP-5 world furniture manufacturers.

. There is an opportunity for potential growth
of the Furniture Industrial Cluster of Ukraine
as one of the drivers of Ukraine's economy on
a national scale. Availability of natural
resources, free territories, developed urban
infrastructure, energy capacity.

. The level of "business culture and modern

management systems" does not allow to reach
new horizons of thinking and building
modern business models relevant to the
hyper-competitive ~ World Market and
INDUSTRY 4.0.

Management human resources at the level of
C-level and M-level on the principle of
"easier and cheaper" does not allow
companies to reach a qualitatively new level
of management decisions and business
transformation.

. There are no available financial and credit

resources for the furniture sector for a long
time.

. Worn out and obsolete equipment park of

most furniture factories which is at the stage
of INDUSTRY 2.5 resulting in a lag behind
the main competitors in the world market to
implement the production of INDUSTRY 4.0.
Restrictions on raw materials in the cheap and
medium price segment in Ukraine there is no
developed production cluster of furniture
accessories and components.

Ukrainian production capacities in board
materials from wood fibers and shavings, as
well as plywood are also limited.

Opportunities

Threats

. Opportunities to enter foreign markets and
take their place in the World Market and the
World Ranking of Furniture Manufacturers.
"European Design and Quality at an
Affordable Price".
Promotion of the umbrella national brand
"Made in Ukraine" as an element with greater
confidence in reliability and quality in
addition to the personal "Brand" of the
manufacturer.
The emergence of a pronounced "Ukrainian
Furniture Design" as a competitive advantage
and distinctive feature in the international
furniture market.

. The closure of

"Uncertainty of transformation™ of world
consumer and raw materials markets.

Political and, as a consequence, external
political crisis in Ukraine.

Government economic policy in the next 4
years.

Declining domestic consumer demand and
very slow growth.

foreign
protectionist and restrictive laws.
Increasing the cost of delivery of goods due to
risks.

markets by

Figure 2.11 — Express SWOT analysis of the Ukrainian furniture market
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7. "Personnel decide everything" It should be understood that Al will make a
"new product"” for you tomorrow and will not conduct "Analysis and Research" of the
opened niche and foreign market.

Identify the core of professionals who make up "the very essence of your
company and business." They need to be supported by an adequate salary fund with
another can and should be said goodbye.

8. Solve business problems in several scenarios at once, this will allow you to
quickly adapt to change by applying and modifying ready-made developments.

9. It is already necessary to prepare for export to the US and the EU, "tomorrow,
the day after tomorrow™" it will be too late to go there.

Our competitors can take the place of Ukrainian furniture companies: Poland,
Vietnam, Malaysia, Mexico, Brazil.

Tomorrow we need to sell "a new product to new markets™ and there will simply
be no time to "wash down a new product in a year."

Studies of the behavior of furniture buyers have revealed some features of
consumer preferences. Buyers of furniture in the economy segment, choosing
furniture, first interested in its price, then pay attention to quality, appearance, and
only then — on its origin.

Buyers with high income, when choosing furniture are based not so much on
their own aesthetic preferences, but on what furniture, which company or country of
manufacture is prestigious in their social environment. Therefore, the priority in the
structure of consumer preferences is, to a greater extent, the origin of furniture
products, then equally design and quality, and finally — the price.

There is also a tendency to increase buyers' interest in furniture made of natural
materials, including solid wood. This material becomes the basis for various design
solutions, which allows you to expand the possibilities of providing services and meet
different complexity of requests.

Most consumers already have some idea of what furniture should be in terms of
its design, quality of materials and fittings, construction, convenience, etc. All this

forms in the minds of consumers a certain style of furniture. Today, the buyer, having
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studied the furniture market on the Internet, is able without the help of sellers, in
appearance to determine the stylistic affiliation of the furniture. Most buyers in
Ukraine on equal terms will prefer furniture of imported origin, as there is no clear,
branded style of domestic.

The following trends are revealed in the behavior of furniture buyers (Fig. 2.12).

Trends in the behavior of furniture buyers

E— More thoughtful decisions prevail at purchase

E— The value of the individual approach increases

) Attitude to certain brands is formed
E— Social media play an important role
E— The need for self-expression increases

— Individuality and creativity prevail over boasting and the
desire to impress

Figure 2.12 — Trends in the behavior of furniture buyers

A significant factor influencing the purchasing decision is also the availability of
service and additional services.
The main trend of consumer preferences for both homeowners and public space
IS the growing need to attract the services of designers for interior design. This is due
to the following factors:
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— features of the premises that do not allow the use of models available on the
market;

— the desire to individualize the space, make it different from the interiors of
acquaintances, relatives, etc.;

— the need or desire to use furniture that has design features other than standard;

— lack of time to search for information about fashion styles and furniture
manufacturers;

— desire to make more rational use of space and financial resources for its
design;

— ignorance of the features and characteristics of the materials from which the
furniture is made;

— recommendations of acquaintances and relatives who used the services of
designers and were approved.

The designer, as a rule, works "in connection” with the architect and the
designer, quality of performance of works which influences results. In working with
customers, the designer, first of all, focuses on the wishes of the end user. However,
there are frequent cases of imposing the designer's idea on the client, careless attitude
to the customer's needs, unwillingness to take into account psychological aspects
when working with the client, neglect of details that contribute to maximum customer
comfort. At the same time, customer dissatisfaction is often directed at the furniture
manufacturer, which "undermines" its image.

Summing up, we can talk about the significant potential of the Ukrainian
furniture market today and in the future. The development and differentiation of
various spheres of human life, the introduction of new technologies in the global
furniture industry will open new opportunities for domestic furniture manufacturers
and promote the formation of new "niches". Strengthening the interest of Western
consumers in Ukrainian furniture will expand the possibilities of sales channels and

will strengthen the position of domestic manufacturers in foreign markets.

71



2.4 Chapter summary

This chapter deals with the analysis of the Ukrainian furniture market and
identification of the main trends of its development.

The furniture market is showing positive growth and this is largely due to the
increase in domestic production. One of the main trends today is the focus of mostly
buyers on furniture from Ukrainian manufacturers, which reflects the fact of
increasing consumer confidence in domestic products. More than 3,000 furniture
manufacturers are engaged in furniture production in Ukraine. Among them: large
furniture factories that produce furniture in series, medium-sized enterprises working
on individual orders and small, among which about 30% — micro-enterprises.

The main competitive advantages are possessed by the enterprises — leaders of
the branch which work not only in the Ukrainian market, but also abroad. Small
furniture stores and small industries are trying to resist large networks. The highest
level of competition is observed among medium and small businesses in the furniture
industry, which focus on the economy segment.

Next, an analysis of production, economic and logistics activities of the company
«Moidodyr» was conducted. The «Moidodyr» factory has been producing bathroom
furniture since 1999. «Moidodyr» furniture is made on the modern European
equipment. The factory products have high quality and modern design.

All research was focused on finding bottlenecks in the operation of the enterprise,
identifying problem situations through a comprehensive analysis of both internal and
external environment of the company.

It was concluded, that in modern conditions the most important criterion is the
automation of processes aimed at attracting and retaining the most profitable
customers, personalization of customer relationships, which minimizes operational,
administrative and other costs, as well as information support that makes the

company more competitive.
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CHAPTER 3
DEVELOPMENT RECOMMENDATIONS FOR THE FORMATION OF
COMPLEX LOGISTICS CUSTOMER SERVICE FOR THE COMPANY
«MOIDODYR» IN THE DIGITAL ENVIRONMENT

3.1 Conceptual model of digital transformation of furniture enterprises

The market today is very dynamic. At the same time, the requirements of
customers are growing more and more every day. Previous models and business
processes become ineffective, old communication methods do not work.
Consumption patterns for products and services are changing. In such conditions,
communication begins to become one of the most important factors.

Today, almost everyone, to one degree or another, uses gadgets and modern
digital services, ranging from social networks, television and entertainment, to
government services. It is not surprising that in this new digital economy, business
will not be able to operate according to the old model, with traditional processes and
with the same efficiency. The driver of change is the modern consumer and his
changes in the preferences and form of consumption of goods and services. And the
furniture market is no exception.

Digital transformation today, in fact, is one of the most important fundamental
topics for business development.

The main driver of change is the modern consumer — business is changing under
the influence of new factors. That is why digital transformation is not a service of
consulting companies, but an inevitable process that global business is going through,
adapting to the new conditions and preferences of the digital economy society.

In general, digital transformation is not so much about technology as about

changing thinking in the new conditions of the new digital economy.
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Our methodology for developing a digital transformation strategy is built on
several modules (arears) that are present in the business of every modern company
(Fig. 3.1) [based on 78].

=

(Data Governance)

B

(Partner Centricity)

Areas of
digital
transformation

@

(Digital Culture)

Figure 3.1 — The main areas of digital transformation of the furniture business

Let's take a closer look at these areas.

1. Customer Service (Customer Centricity).

It is to understand your consumer in the furniture business that you need to
implement omni-channel tools, analytics, variability, scoring, adaptability and
forecasting. Only with this approach can one be effective tomorrow, react to tectonic
and reactive changes in the market. The client today is where he will be provided

with a product or service in time, conveniently, comfortably and quickly.
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Accordingly, business needs all the tools and the ability to adapt to the rapidly
changing culture of consumption and communication.

If in the traditional communication model furniture companies used
communication channels as a broadcasting tool to a wide audience, today furniture
companies should become a part of the consumer communication system, a content
provider, an interactive element.

2. Partnerships and Collaborations (Partner Centricity).

Digital transformation is based on the principle of developing infrastructure as a
platform or the whole eco-system of a company. An important component in this
concept is the principle of open API and flexible integration. This will allow furniture
companies to find new non-standard breakthrough solutions in the development of
their products and services through collaborations and integrations with other
services and partner companies. Today it becomes ineffective and takes a long time
to develop on its basis any heavy service, it is enough to have the ability to integrate
and the strategy of a joint product.

Digital partnership is becoming one of the important factors of scaling, which
allows companies, regardless of the geography of their presence, to conduct business
anywhere in the world.

3. Working with data (Data Governance).

Big Data is no longer just a trend, but a working tool, without which it is
impossible to imagine the work of a modern company. Based on the data, today it
models customer behavior, predicts demand, forms preferences, and even adapts
products and services.

Major stages in the evolution of data are three main strategic periods in the
development of the IT infrastructure of a furniture company:

— collection and sorting of melons;

— analysis and evaluation of data for decision-making;

— use of data and implementation in the daily activities of the company.

All three stages are quite laborious and important, therefore, they can take some

time, which is important to consider when forming a digital transformation strategy.
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4. Implementation of innovations (Research and Development — R&D).

The word "innovation" today sounds from everywhere — everyone wants to get a
ready-made successful case that will solve all problems. But few people think about
the nature of these very innovations. Thanks to digital technology, businesses are
experiencing a transition from a pre-design model to a model of continuous
experimentation. Whereas previously the product was the result of a lot of
preliminary marketing research and expert formulation, today the possibilities of
digital technologies and the speed of changes in the markets force businesses to
constantly try and test their solutions. Thanks to modern methods of project
management and analytics, companies can form innovation centers (research &
development), the essence of which is to regularly search and test new directions for
business development, products and solutions.

5. Value

Using digital will transform the customer value of your product. Everyone can
see how the way of consuming services is changing. It becomes fundamentally
important for the client to purchase products and services fully and remotely, to
receive operational support around the clock and without visiting offices.

Along with this, the economic model, business structure and scaling model are
changing. The furniture business now has access to new opportunities for rapid
development without building regional offices and points of sale.

For the modern client, digital is becoming a value.

6. HR strategy and culture of innovation (Digital culture).

The main obstacle on the way to successful business transformation is the team's
lack of readiness — lack of motivation and lack of expertise. In the process of
transformation in business, fundamental things change:

— the approach to business is changing;

— companies are moving from a projected marketing model to a customer-
centric system;

— there is a need for continuous development, education and professional

development of employees.
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The basis for the digital transformation strategy of a furniture company should
be developed, the implementation of which involves the development of these six
areas (Fig. 3.2).

Top Business Trends

9 { ) 1 ™
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Leadership - : :
CEO leading Digital education and Better Integration of
digital transformation skill building of workers digital Initiatives
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Workers B Ve 280
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Digital Change
9 Digital regulation Improved leadership  Scaling digital change
Agents as headwind communication more sustainably
Open Digital Top Tech Trends
Ecosystem ———
50 <
e X0,
Digital Systems g-ls 58,
Strong enterprise Investment to Refining and updating
data foundation reduce technical debt cloud strategy
Data Foundation # 9 _ -
W *a%};’)a.
Delivering on CX Adopting emerging Betting on analytics
faster and better tech even faster to the highest degree

The Furniture Enterprise

Figure 3.2 — Strategy for digital transformation of the furniture business

The digital transformation strategy of the furniture business can look different. It
IS necessary to take into account both typical approaches to developing IT strategies
and approaches to developing business strategies.

That is, digital transformation of business processes and accounting for new IT
technologies must be added to the IT strategy. And if we proceed from business
strategies, then we must add to them the digital transformation of business processes
and the main elements of IT. Since it is planned to introduce new IT technologies,
they must be integrated with existing information systems, IT infrastructure, IT
management.

Based on the studied theoretical material, the structure of digital transformation
was developed (Fig. 3.3).
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Figure 3.3 — Digital transformation framework

This structure consists of three main blocks:
1. Transforming the customer experience:

— understanding of customers;

— revenue growth;

— points of contact with the client.

2. Transformation of operational processes:
— digitalization process;

— realization of the employee's capabilities;

performance management.



3. Business model transformation:

— new digital companies;

— digital globalization;

— digital modified companies.

Analyzing the individual elements of this Framework, we can single out those
components that are more in demand for furniture companies, and those that have not
yet found their application in companies.

First of all, the focus of furniture companies in terms of digital transformation
should be aimed at transforming operational processes (block 2), in order to reduce
existing costs. Information systems are used to automate routine procedures
(digitalization process); as well as transfer employees to remote forms of work and
use collaboration tools (realization of employee capabilities).

There are many examples where companies are moving to a virtual office as part
of their operations. Employees work from home, while the efficiency of business
processes does not deteriorate.

An additional trend in digital transformation is the use of technologies to
improve operational efficiency (performance management), for example, in the sales
process of many furniture companies, automated systems for monitoring the
effectiveness of sales managers with detailed reporting for managers are being
introduced, which allows increasing operational efficiency.

Secondly, furniture companies should strive to transform the customer
experience (block 1). This is primarily an analysis of customer activities in social
networks (customer understanding). There are examples when companies, by
switching from using paper documents to electronic documents, not only minimized
the costs of printing, but also ensured an increase in sales (revenue growth).

Recently, many furniture companies have already found new channels of contact
with the client, in social networks or through expert communities (point of contact
with the client).

But with the transformation of the business model (block 3), most likely, there
will be a hitch.
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To date, there are still no large-scale techniques for a digital modified company,

new digital companies and digital globalization.

The main difficulties of digital transformation of the furniture business are
presented in Table 3.1 [based on 61].

Table 3.1 — The main difficulties of digital business transformation

No The name Description

1 2 3

1 |[Critical shortage of [ The main skill of digital transformation specialists is the
competent constant updating of knowledge and tools, lifelong learning.
specialists No technology, let alone digital, lives forever. Up-to-date

fundamental education plus the ability to quickly relearn are
the main success factors in the digital era.

2 | Conversion Rate
Limitations

The organization does not transform overnight, and for some
time digital products exist in parallel with analog ones. The
operating model of the organization should allow work in
both classic and innovative modes, so that changes will take
place with minimal risks. Competition often arises between
the digital and traditional departments of a company. The
responsibility for solving the problem lies with professional
management.

3 | Top management
conservatism

Digital transformation involves additional spending of time,
effort and money, and not everyone is ready for this. And the
main KPIs, on which bonuses also depend, are often aimed at
achieving immediate financial results. The key to success is
leadership flexibility and a willingness to empower those
employees who have the required digital competencies. And
it is very important, real, and not in words, understanding of
the potential of disruptive technologies and the inevitability
of transformation.

Thus, we see that the digital transformation of the furniture business is a long,

complex and expensive process. But its effect on productivity and business efficiency

can justify all the costs. Up-to-date skills and tools, coupled with professional and

flexible leadership, are the keys to a successful market transformation. The main

thing is to remember that it is always easier to invest in the development of a

company when there are still resources for this.
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3.2 Recommendations for digital transformation of logistics customer

services for the company «Moidodyr»

According to the analysis, not all companies are ready or able to work in the
digital transformation, namely in digital sales and communication channels.
Therefore, the management of Moidodyr, first of all, needs to prepare to solve
possible problems in communication with customers. General recommendations:

1. Choose the product or service that will be necessary, useful and high quality,
even in this difficult time.

2. Make content that "sells™ your products (product + content = product).

3. Make a site that is set up to sell a product that has a quality image and
infographics, description, features, price, availability or delivery time.

4. Go with the product in the partner e-commerce ROZETKA and others.

5. Promote Website, Company, Brand, Products by all possible and impossible
means in the Internet channels Google, Facebook, Instagram, Linkedin, You Tube,
Pinterest constantly every day.

6. Communicate with your partners and customers; offer, enter into a dialogue
find a solution.

7. Create new products and show them to the consumer.

8. After you have completed the first five steps, you need to prepare the product
for export.

9. Take into account past "mistakes" of building production on the basis of mass
cheap labor and invest in automation.

10. Improve processes, product and service even during this difficult period.

Recommendations for digital transformation of logistics services for Moidodyr
customers are presented in Fig. 3.4.

In order to implement the above recommendations, the furniture company

Moidodyr cannot do without narrowly special outsourcing companies.
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Recom

mendations for the digital transformation of logistics
customer service

Adopt progressive techniques of leaders of highly
competitive digital markets

Build effective departments that create content and targeted
customer traffic

Build a "sustainable system" with its adaptive capabilities
and "flexible command platforms"

Learn not only to produce a good product, but to create
content that sells

Learn to drive traffic, optimize the cost of ice and
consumer conversion

Learn to work with brand engagement, loyalty and
advocacy

Create key communications with the consumer on the
YouTube platform, where the company or brand can build
a relationship of trust with the customer and convince him

of its competence

Go to affiliate marketplaces and buy services, services and
competencies from specialized companies or create full-
fledged departments of content, digital marketing, e-
commerce within the business

E—

It is important not only to "close the deal” and sell, but also
very important to get positive feedback and a good
professional rating in a related social environment

Figure 3.4 — Recommendations for digital transformation of logistics services

for Moidodyr’s customers
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The furniture market is evolving as demographics shift and consumers’ buying
habits change. Having great products and stellar service isn’t enough to compete.
You need to be top of mind at the right time and provide a buying experience that
compels shoppers to complete the sale.

There are 5 steps which will help the company "Moidodyr" to carry out digital

transformation of the customer service process (Fig. 3.5).

Steps for digital transformation of the customer service process
) 1 Step — 1 Understand customer's demands
) 2 Step ——) Map customers' buyer's journey
) 3 Step > Provide an omnichannel experience
——) 4 Step ——) Leverage social media
E— 5 Step ) Don't neglect website

Figure 3.5 — Steps for digital transformation of the customer service process

It doesn’t matter if the company focusing on furniture shop display ideas,
furniture store advertising, creative ways to increase retail sales, or product display
strategies — each component of digital transformation should find a way to solve a
customer pain point and meet their demands.

So, the first and most important step in building your business strategy is to

know the company’s customers.
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According to the analytics of search engines, the average age of an active user of
Internet resources is 25 — 34 years. The audience of Internet sites is growing daily. A
new culture of searching for services and purchasing goods is being formed by a viral
effect. It becomes difficult and expensive to attract a client to a store, a salon, an
exhibition pavilion (rent, renovation, salaries, exhibition goods, advertising, etc.). But
90% of consumers will first of all look for an answer to their question on the Internet.
Without leaving home, you can find goods and services, find out the cost, get
answers. The time of markets, small retail outlets is passing away. Customers are
well aware of all the disadvantages of going to shops and markets, they are
increasingly moving to orders and purchases via the Internet and social networks.

We suggest using Strategyzer's Value Proposition Canvas [24] to map out your
customers' jobs-to-be-done, pains, and gains first and then matching your products'
with those findings (Fig. 3.6).

Q

Gain creators

Yo

Products Customer
& Services job(s)

Pains Relievers

dep

Figure 3.6 — Understanding the customer's demands

The point that the customer first discovers, searches for a product of the
company is the beginning of the customer buyer journey. Throughout the buyer
journey, the customer will arrive at various touchpoints relevant to the product and
brand of the company. This can consist of website, a Google review, a social media
page, furniture showroom, a chat with a customer service representative, etc.
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All together, these touchpoints form the customer journey map (Fig. 3.7). This
map should be designed as part of digital transformation of the customer service
process, with each touchpoint focusing on providing a positive customer experience
and providing information or a solution to a customer pain point. This is what keeps
the customer actively pursuing product and moving along the map, until at such point

they make their purchase decision.

User journey Awareness Consideration Decision Promote / Refer

Attract Convert Delight

Identify Connect Explore Advise Grow

Prospect Lead MQL SQL Opportunity Customer

Figure 3.7 — Map customers' buyer's journey

If, at any touchpoint, they receive a poor experience, such as not finding the
information they seek or having an unsatisfactory conversation with a sales rep, they
may leave your customer journey map and instead begin a new journey on a
competitor’s map.

Online is the entry point for almost half of those who want to buy furniture.
Only a quarter of people trust their friends or shop assistant when buying furniture.
The rest learn about products on the web (search, brand sites, videos), while online
advertising and TV account for only 3%.

Every 5-6th customer begins to get acquainted with a new product through a
search or the website of a brand or retailer. Therefore, when planning your

advertising campaign budget, you should first focus on search engine optimization
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(and search advertising), then on adapting the site to all platforms and good content,
and then look at social media, video and online advertising.

First of all, searching for and buying furniture on the Internet helps to save time.
Less than half said it was convenient for them to buy online. And almost the same
number of respondents noted that it is convenient for them to compare prices online.

It is important for only a third of buyers to compare the parameters of goods on
the network. A quarter of the surveyed users are looking for information on the
Internet, so they prefer to make a purchase on the site. The same number of people
noted that only online they can get a product that is not in stores, but which they can
bring from another city or warehouse.

The main disadvantage of online, which was noted by more than half of the
respondents, is that they cannot see and touch the product before buying.

In order to understand which tools are best to use at each stage of the buyer's

journey, we will depict them in the form of Fig. 3.8.

Potential
customers

Figure 3.8 — Using tools at each stage of the buyer's journey
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An important component of the customer buyer journey is being sure that the
customer can find you, wherever they might be looking. This can be done through

omnichannels (Fig. 3.9).
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Figure 3.9 — Providing an omnichannel experience

Having a comprehensive strategy for furniture business will help the company
"Moidodyr" determine who its ideal customers are and how to provide the
experiences they crave where they crave them. Also it will help to understand how to
cultivate relationships that lead to long-term customer engagement, and how to do all
of the above while managing its business.

This guide will show how to build a digital strategy that will help the company
"Moidodyr" increase furniture sales (Fig 3.10).

Build a strong brand of the company "Moidodyr" identity that makes your
furniture — and the spaces they create — easy to remember. To really make a stand-out
impression, use 3D, augmented reality, and virtual reality tools to help prospective

customers get up close and personal with your products.
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The guide for building a digital strategy for the furniture company

Step 1:
Understand
Who’s Buying
Your Furniture

i

How you market to your customers depends on who your
customers are

You’ll sell more furniture if you can identify who those
people are

and Meet Conduct m-s?otre ancic onllnt_adsurlvegs to help create a
ST e picture of your ideal shopper
They Are Once you know who your audience is, there are various
ways to reach them in today’s omnichannel environment
Your website needs to be a core pillar of your furniture
marketing strategy
Keep Up Appearance:
make your website a place that customers come for ideas,
even if they are not (yet) looking to buy
Step 2: Don’t Be Difficult:
Make _YOUl’ make sure your website is easy for customers to navigate
Website as

Gorgeous as
Your Furniture

But Do Be Comfortable:
make sure that your web design is comfortable to use in
all formats, web browsers, tablets, and smartphones

Stay With the Times:
even if your brand is more traditional, a refresh will show
customers that your business is modern and relevant

Create Furniture Experiences, Not Just Products

Step 3:
Close (More)
Furniture
Sales

Make It Easy to Say “Yes!”:
use social platforms to promote your product

Look for ways to make it easy for potential customers to
buy from you instead of from someone else

Make sure that your sales and showroom staff are
comfortable talking about your incentives and empower
them to share the information with customers

Develop a Customer Retention Strategy:
retaining the customers you have costs less, and
generate more profits, than acquiring new ones

N N | e D I (0 O R

Once a customer has purchased from you, give them a
reason to continue engaging with you

Figure 3.10 — The guide for building a digital strategy for the furniture company
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Nothing makes a connection better than seeing how a sleek new table would
look in your own dining room (Fig. 3.11 and 3.12).

Figure 3.11 — Example of using 3D and virtual reality tools to help customers
get up close and personal with products [14]

Get going with a simple chat Select products from IKEA's collections

HIGHLIGHTS

VIMLE
Collection

Figure 3.12 — Example of using virtual in IKEA [27]

89



Thus, we can offer the company «Moidodyr» to leverage its social media
platforms. Invite customers to participate in surveys or to share their favorite photos
showecasing your products in their homes. Consider offering personalized discounts or

promotional offers as a perk of being connected to company "Moidodyr".

3.3 Implementation of Social CRM as a basic of complex logistics customer

service of the company «Moidodyr»

Websites, social media, email lists — all promoting dozens or even hundreds of
products and variants across multiple product lines. That’s a lot of information to
collect, store, and distribute. The best way to manage all that data while still having
time to manage business of the company "Moidodyr" is to adopt a product
information management platform. It can be done during integration of CRM and
social media, named Social CRM.

Social CRM or social customer relationship management is the integration of
social media channels into Customer Relationship Management (CRM) platforms
[54]. Increasingly, CRM platforms support social media alongside traditional
channels so customers can interact with businesses via their preferred channels. This
means better customer service and greater marketing insight gathered from customer
social media data.

The difference between Traditional CRM and Social CRM is presented in
Fig. 3.13 [50].

The Social Media phenomenon is forcing organizations to build a more
customer-centered focus. The use of Social Media tools is driving organizations to
leverage Social Media information. Social Media information is being used

extensively for organizations’ CRM efforts.
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Figure 3.13 — Difference between Traditional CRM and Social CRM

Social CRM Process is presented in Fig. 3.14.

Integration of CRM with social media allows preventing the loss of leads and
processing all incoming requests. View detailed reports on company processes in real
time. Correct the work of managers and optimize the internal processes of the

enterprise.
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Social CRM Process
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Figure 3.14 — Social CRM Process [17]

A detailed analysis of possible suppliers of the CRM system showed that there
are not so many social CRM systems. Therefore, we have chosen and offered to
cooperate with the company "Moidodyr" is the company Qsystem and its
QsystemCRM [43].

CRM Qsystem is a system for working in a small or medium-sized online store
of any profile.

It allows to automate all processes of the manager's operational work, work
remotely, and monitor sales. The implementation of CRM will make the order
fulfillment process as short as possible in terms of time and actions: received the
order — confirmed — registered — sent, while most of the actions are carried out in one
click of the mouse (Fig. 3.15) [43].

Leaders will be able not only to monitor the work of subordinates, but also to
receive statistical and financial information about the work of the online store for any
period of time.

Cooperation with suppliers is also simplified as much as possible. CRM will
automatically inform customers about completed orders, or convey other information

using SMS and email notifications.
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Figure 3.15 — Social CRM from QsystemCRM

The structure of CRM Qsystem includes several modules, each of which is

responsible for automating certain processes in the work of a manager or head of an

online store.

The Standard module is the main element of the CRM. Maintaining orders,

customer base, processing applications to the online store, bringing each application

to the completed order, tracking sent parcels, accounting for the range and control of

the product range.

"Delivery Services" — an integrated module with the popular delivery services

"Nova Poshta" and "Ukrpochta”, allows you to register and print courier declarations

directly from the order, as well as monitor the status of shipments.
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"Work with customers" — thanks to this module, the history of all customer
relationships with the online store, all orders and requests are saved.

"Supplier order creation” — receiving in one click of the mouse the generated
application to suppliers under the specified conditions.

"Organizer" — a built-in task manager that allows you to plan things, perform
tasks, monitor progress. The manager will be able to identify the effectiveness of
employees. The manager can perform all customer orders and other tasks, promptly
informing the system about the progress.

"Multilevel access" — a module that allows you to connect to the system more
than 3 employees with different rights and access to information in the CRM system.

"SMS mailing” — a function that automatically informs customers about the
specified events in the CRM (declaration number, bank details, etc.).

"Warehouse accounting” — a module that allows you to organize quantitative
accounting of the nomenclature and control settlements with suppliers. Processing
and accounting of incoming invoices, automatic change of balances, convenient
sorting and segmentation. Full accounting of all transactions of arrival from suppliers
with automatic accounting of mutual settlements.

Qsystem CRM integration is carried out with most of the well-known and
popular engines (CMS) used in online stores in the CIS countries.

This system has the following peculiarities:

1. Orders are taken from all sources.

Orders can be collected from different online stores (if the company has several
of them), from the Prom.ua and All.biz services, from different forms on the website,
from landing pages, from online consultants.

Integration with online stores and trading platforms.

The ability to exchange product catalogs, prices, availability and orders.

You can download the catalog of an online store or trading platform with prices
and availability in the CRM system, and then accept and process all incoming orders
from different places in one window of the CRM system (app. A).

2. All work and processes in one window.
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All the work of managers in one window of the CRM system — ordering,
availability and prices of goods in stock, sending SMS, integration with delivery
services.

Integration with a warehouse or your own ERP. The ability to integrate with 1C
for the exchange of the catalog of goods, prices, balances and orders. Or work with
an embedded ERP system (app. A).

Dropshipping for suppliers and sellers.

Now there is no need to puzzle over how to take into account all transactions
and settlements. The problem of settlements with suppliers and delivery of orders to
customers is completely resolved, all interactions are thought out to the smallest
detail in the new Dropshipping module (app. B).

3. Integration with delivery services.

You can issue delivery declarations at the touch of a button. Getting information
about the delivery status and invoice number on the order monitor. The New Mail
API is connected.

Integration with delivery services and SMS sending.

All delivery declarations are generated directly in QsystemCRM, you can also
immediately send SMS with a notification (app. C).

With QsystemCRM the company «Moidodyr» will not need to make
declarations for the shipment of goods in separate programs and send SMS from a
third-party website or phone. QsystemCRM allows you to do all this in one window.
In addition, the Moidodyr company receives the functionality of tracking the status of
cargo delivery and sending SMS.

The advantages of implementing QsystemCRM are presented in the Table 3.2.

Speaking about the economic effect of the implementation of the QsystemCRM
in the activities of the company "Moidodyr", it can be calculated as a reduction in the
time of certain operations carried out by employees of the company during the day.

As a possible saving of time per day, we take the following values: 10, 15, 20,

etc. up to 45 minutes a day.
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Table 3.2 — Benefits of implementing QsystemCRM

No Benefits Description
2 3
1 |Flexible and easy |Ease of implementation in your business system and ease of
automation use. Fast staff training and customization for business
processes. Full automation of online trading.
2 |Improving Managers will be able to very quickly respond to incoming

customer loyalty |calls, wishes and complaints from customers. Not a single
client and his wishes will be forgotten.

3 |All Phone calls, sending and receiving mail, sending notifications
communications |[and promotions via SMS are now managed and work in one
are connected into |system.

one whole
4 |Increase in Employees will be able to significantly increase productivity
productivity by reducing many routine operations when working with

clients.

5 |Conversion growth | Thanks to the increased productivity and quality of service, the
conversion grows from 30% to 100% of the initial one.

6 |Sales growth Thanks to the control of the implementation of contacts with
clients, we get the opportunity to offer each client exactly what
he needs on time.

To convert these minutes into annual time savings, you need to divide the daily
savings in minutes by 60 (this is the number of minutes per hour), and then multiply
the value by 22 (this is the number of working days per month) and 12 (this is the
number of months per year).

Assume that the average salary of 1 employee of the company "Moidodyr" is
18,000 UAH per month.

In the calculations, we assume that in one month are 22 working days, and
during one day the company's employees work for about 8 hours.

Thus, the cost of 1 hour of working time of 1 employee is:

18000/22/8 = 102.3 UAH / hour.

Now we can calculate the possible cost savings from the implementation of the
QsystemCRM. The results of the calculation of the total possible cost savings of the

company "Moidodyr" are presented in Table 3.3.
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Table 3.3 — Calculations of possible cost savings from the implementation of the

QsystemCRM
. Possible values of saving time during the day, minutes
Ne| - Indicators 10 | 15 | 20 | 25 | 30 | 35 | 40 | 45
1 2 3 4 5 6 7 8 9 10
Possible values of
1 |Saving time 46,0 | 69,0 | 92,0 | 1150 | 138,0 | 161,0 | 184,0 | 207,0
during the year,
hours
Cost of 1 hour of
2 |1 employee, 102,3 | 102,3 | 102,3 | 102,3 | 102,3 | 102,3 | 102,3 | 102,3
UAH
Number of
3 |employees, 30 30 30 30 30 30 30 30
persons
Total possible
4 |savings costs per |141136|211705|282273|352841|423409 493977564545 |635114
year, UAH

Let us now consider the components of the costs for the implementation of the
QsystemCRM (Table 3.4).

Table 3.4 — Costs of QsystemCRM implementation

No Cost components vears
2022 2023 2024

1 2 3 4 5

1 |Expenses for the preparatory process, UAH 20 000 - -

2 |Costs for system development, UAH 150 000 - -

3 |Costs for system implementation, UAH 150 000 - -

4 |User training, UAH 75000 - -

5 |Costs for technical support, UAH 0 72 000 72 000
6 |Total expenses for the year, UAH 395000 | 72000 72 000

Next, we calculate the NPV of the project for different discount rates (10% and

15%), as well as for three possible forecasts:
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1. For a pessimistic forecast, we’ll take the possible cost savings by saving 15
minutes per day (see Table 3.3).

2. For a realistic forecast, we’ll take the possible cost savings by saving 25
minutes per day (see Table 3.3).

3. For an optimistic forecast, we’ll take the possible cost savings while saving
40 minutes per day (see Table 3.3).

Net present value (NPV) is the sum of discounted values of the flow of
payments reduced to the date [52]. The NPV is the difference between all cash
inflows and outflows brought to the current point in time (the moment of evaluation
of the investment project). It shows the amount of money that the investor expects to
receive from the project, after the cash inflows pay off its initial investment costs and
periodic cash outflows associated with the project. Because cash payments are valued
based on their time value and risks, NPVs can be interpreted as the value added by
the project. It can also be interpreted as the total profit of the investor.

Calculation of the project NPV for a pessimistic forecast is presented in
Table 3.5.

Table 3.5 — NPV of the project for pessimistic forecast
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Calculation of the project NPV for a realistic forecast is presented in Table 3.6.

Table 3.6 — NPV of the project for realistic forecast
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Calculation of the project NPV for an optimistic forecast is shown in Table 3.7.
Table 3.7 — NPV of the project for optimistic forecast
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According to our calculations, the NPV of the project is positive at two discount
rates and three forecasts. Thus, this project is cost-effective and can be recommended
for implementation.

Now let's calculate the payback period of investment in the project. To do this, it
IS necessary to summarize the net benefits of the project for the entire period under
review at different discount rates (Fig. 3.16 and 3.17).

As can be seen from figures:

— according to the pessimistic forecast, the payback period of the project is 1.5

year;

— according to the realistic forecast, the payback period of the project is 1.1
year;

— according to the optimistic forecast, the payback period of the project is less
than 1 year.

Discount rate 10%
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Figure 3.16 — Finding the payback period of the project (at discount rate 10%)
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Discount rate 15%
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Figure 3.17 — Finding the payback period of the project (at discount rate 15%)

Given the fact that the Social CRM system cannot be implemented in one single
company, we consider it appropriate that the partners of Moidodyr also take part in its
implementation. So, this will be a network solution. On the one hand, this will
increase the number of participants, which will increase the total cost. However, on
the other hand, investment in the project can also be shared among all stakeholders

and will pay off much faster.

3.4 Chapter summary

This chapter deals with the development recommendations for the formation of
complex logistics customer service for the company «Moidodyr» in the digital
environment. It was noticed that the market today is very dynamic. At the same time,
the requirements of customers are growing more and more every day. Previous
models and business processes become ineffective, old communication methods do
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not work. Consumption patterns for products and services are changing. In such
conditions, communication begins to become one of the most important factors.

The driver of change is the modern consumer and his changes in the preferences
and form of consumption of goods and services. And the furniture market is no
exception. Digital transformation today, in fact, is one of the most important
fundamental topics for business development.

Our methodology for developing a digital transformation strategy was built on
several modules that are present in the business of every modern company. The basis
for the digital transformation strategy of a furniture company was developed, the
implementation of which involves the development of these six modules.

There are 5 steps which will help the company «Moidodyr» to carry out digital
transformation of the customer service process.

Thus, we offered the company «Moidodyr» to leverage its social media
platforms. Websites, social media, email lists — all promoting dozens or even
hundreds of products and variants across multiple product lines. That’s a lot of
information to collect, store, and distribute. The best way to manage all that data of
the company «Moidodyr» is to adopt a product information management platform. It
can be done during integration of CRM and social media, named Social CRM.

Social CRM or social customer relationship management is the integration of
social media channels into Customer Relationship Management (CRM) platforms.
Increasingly, CRM platforms support social media alongside traditional channels so
customers can interact with businesses via their preferred channels. This means better
customer service and greater marketing insight gathered from customer social media
data. Integration of CRM with social media allows preventing the loss of leads and
processing all incoming requests. View detailed reports on company processes in real
time. Correct the work of managers and optimize the internal processes of the

enterprise.
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CONCLUSIONS AND RECOMMENDATIONS

The first chapter deals with the theoretical principles of logistics customer
service formation in the digital environment.

Customer service is a broad term that holds many elements ranging from
product availability to after-sale maintenance. Looking at logistics perspective,
customer service is the outcome of all logistics activities or supply chain processes.
Corresponding costs for the logistics system and revenue created from logistics
services determine the profits for the company. Those profits widely depend on the
customer service offered by the company.

Logistics customer service is a part of a firm’s overall customer service offering,
customer service elements that are specific to logistics operations including
fulfillment, speed, quality, and cost. The term fulfillment process has been described
as the entire process of filling the customer’s order. The process includes the receipt
of the order, managing the payment, picking and packing the goods, shipping the
package, delivering the package, providing customer service for the end-user, and
handling the possible return of the goods.

Logistics planners must understand all logistics services offered by the firm so
that they can articulate the benefits to the customer. If articulate properly, customer
service could add significant value to create demand for the products and improve
customer loyalty.

We considered process model for logistics collaboration development based on
logistics digital services.

We also noticed that the transport requirements in modern society are becoming
more and more important. The transport services need to be more and more advanced
and better designed to meet the needs of users. A significant part of costs of many
goods are transport costs. The size of the market of transport services as well as the
sales volume and derived profits intensify competition. Therefore, a reduction of costs

and better adaptation of strategies to the demand require better planning and scheduling
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tools for available resources of transport companies. Computer systems can be a useful
tool for transport companies. They may support a rapid creation of eff ective transport
plans and schedules or enable simulation research leading to the correct selection of
company organization, vehicles and capacities or locations of depots.

So we can say that technology and innovation has changed customer
expectations and the way that companies communicate.

The second chapter deals with the analysis of the Ukrainian furniture market and
identification of the main trends of its development.

The furniture market is showing positive growth and this is largely due to the
increase in domestic production. One of the main trends today is the focus of mostly
buyers on furniture from Ukrainian manufacturers, which reflects the fact of
increasing consumer confidence in domestic products. More than 3,000 furniture
manufacturers are engaged in furniture production in Ukraine. Among them: large
furniture factories that produce furniture in series, medium-sized enterprises working
on individual orders and small, among which about 30% — micro-enterprises.

The main competitive advantages are possessed by the enterprises — leaders of
the branch which work not only in the Ukrainian market, but also abroad. Small
furniture stores and small industries are trying to resist large networks. The highest
level of competition is observed among medium and small businesses in the furniture
industry, which focus on the economy segment.

Next, an analysis of production, economic and logistics activities of the company
«Moidodyr» was conducted. The «Moidodyr» factory has been producing bathroom
furniture since 1999. «Moidodyr» furniture is made on the modern European
equipment. The factory products have high quality and modern design.

All research was focused on finding bottlenecks in the operation of the enterprise,
identifying problem situations through a comprehensive analysis of both internal and
external environment of the company.

It was concluded, that in modern conditions the most important criterion is the
automation of processes aimed at attracting and retaining the most profitable

customers, personalization of customer relationships, which minimizes operational,
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administrative and other costs, as well as information support that makes the
company more competitive.

The third chapter deals with the development recommendations for the
formation of complex logistics customer service for the company «Moidodyr» in the
digital environment.

It was noticed that the market today is very dynamic. At the same time, the
requirements of customers are growing more and more every day. Previous models
and business processes become ineffective, old communication methods do not work.
Consumption patterns for products and services are changing. In such conditions,
communication begins to become one of the most important factors.

The driver of change is the modern consumer and his changes in the preferences
and form of consumption of goods and services. And the furniture market is no
exception. Digital transformation today, in fact, is one of the most important
fundamental topics for business development.

Our methodology for developing a digital transformation strategy was built on
several modules that are present in the business of every modern company. The basis
for the digital transformation strategy of a furniture company was developed, the
implementation of which involves the development of these six modules.

The digital transformation strategy of the furniture business can look different. It
IS necessary to take into account both typical approaches to developing IT strategies
and approaches to developing business strategies.

Based on the studied theoretical material, the structure of digital transformation
was developed. This structure consists of three main blocks:

1. Transforming the customer experience:

— understanding of customers;

— revenue growth;

points of contact with the client.
2. Transformation of operational processes:
— digitalization process;

— realization of the employee's capabilities;
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— performance management.

3. Business model transformation:

— new digital companies;

— digital globalization;

— digital modified companies.

The main difficulties of digital transformation of the furniture business were
presented.

Thus, we see that the digital transformation of the furniture business is a long,
complex and expensive process. But its effect on productivity and business efficiency
can justify all the costs. Up-to-date skills and tools, coupled with professional and
flexible leadership, are the keys to a successful market transformation. The main
thing is to remember that it is always easier to invest in the development of a
company when there are still resources for this.

According to the analysis, not all companies are ready or able to work in the
digital transformation, namely in digital sales and communication channels.
Therefore, the management of «Moidodyr», first of all, needs to prepare to solve
possible problems in communication with customers.

Recommendations for digital transformation of logistics services for
«Moidodyry customers were made.

The furniture market is evolving as demographics shift and consumers’ buying
habits change. Having great products and stellar service isn’t enough to compete.
You need to be top of mind at the right time and provide a buying experience that
compels shoppers to complete the sale.

There are 5 steps which will help the company «Moidodyr» to carry out digital
transformation of the customer service process.

According to the analytics of search engines, the average age of an active user of
Internet resources is 25 — 34 years. The audience of Internet sites is growing daily. A
new culture of searching for services and purchasing goods is being formed by a viral
effect. It becomes difficult and expensive to attract a client to a store, a salon, an

exhibition pavilion (rent, renovation, salaries, exhibition goods, advertising, etc.). But
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90% of consumers will first of all look for an answer to their question on the Internet.
Without leaving home, you can find goods and services, find out the cost, get
answers. The time of markets, small retail outlets is passing away. Customers are
well aware of all the disadvantages of going to shops and markets, they are
increasingly moving to orders and purchases via the Internet and social networks.

It was proposed the guide which would show how to build a digital strategy that
will help the company «Moidodyr» increase furniture sales. It was proposed to build
a strong brand of the company «Moidodyr» identity that makes its furniture — and the
spaces they create — easy to remember. To really make a stand-out impression, they
need to use 3D, augmented reality, and virtual reality tools to help prospective
customers get up close and personal with products.

Thus, we offered the company «Moidodyr» to leverage its social media
platforms. Invite customers to participate in surveys or to share their favorite photos
showecasing your products in their homes. Consider offering personalized discounts or
promotional offers as a perk of being connected to company "Moidodyr".

Websites, social media, email lists — all promoting dozens or even hundreds of
products and variants across multiple product lines. That’s a lot of information to
collect, store, and distribute. The best way to manage all that data of the company
"Moidodyr" is to adopt a product information management platform. It can be done
during integration of CRM and social media, named Social CRM.

Social CRM or social customer relationship management is the integration of
social media channels into Customer Relationship Management (CRM) platforms.
Increasingly, CRM platforms support social media alongside traditional channels so
customers can interact with businesses via their preferred channels. This means better
customer service and greater marketing insight gathered from customer social media
data.

The Social Media phenomenon is forcing organizations to build a more
customer-centered focus. The use of Social Media tools is driving organizations to
leverage Social Media information. Social Media information is being used

extensively for organizations’ CRM efforts.
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Integration of CRM with social media allows preventing the loss of leads and
processing all incoming requests. View detailed reports on company processes in real
time. Correct the work of managers and optimize the internal processes of the
enterprise.

A detailed analysis of possible suppliers of the CRM system showed that there
are not so many social CRM systems. Therefore, we have chosen and offered to
cooperate with the company «Moidodyr» is the company Qsystem and its
QsystemCRM.

This system has the following peculiarities:

1. Orders are taken from all sources.

2. All work and processes in one window.

3. Integration with delivery services.

According to our calculations, the NPV of the project is positive at two discount
rates and three forecasts. According to the pessimistic forecast, the payback period of
the project is 1.5 year. According to the realistic forecast, the payback period of the
project is 1.1 year. According to the optimistic forecast, the payback period of the
project is less than 1 year. Thus, this project is cost-effective and can be

recommended for implementation.
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APPENDIX A
An example of collecting orders from different sources in CRM Qsystem
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APPENDIX B
An example of dropshipping in CRM Qsystem
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APPENDIX C

An example of integration with delivery services in CRM Qsystem
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