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Abstract

This paper reports the findings of research on the strategic responses of established retailers
to the challenges and opportunities offered by the Internet and the development of electronic
commerce. The paper identifies a range of factors that influence the adoption of Internet
retailing and presents a simple framework for categorising Internet strategies based on six
case studies of New Zealand retailing companies.
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| ntr oduction

Electronic commerce offers the posshility of extending or reinventing existing business modds as
well as cresting new ways of doing business, based on the openness and connectivity of the Internet
(Timmers, 1999). Many of the opportunities in eectronic commerce lie in the gpplication of
information, communication and network technologies to the different stages of the vadue chain
involved in the production and digtribution of products to customers, and to the linkages between
them. Innovative Strategies exploit these technologies to create new vaue propositions for customers
(Kaakota and Robinson, 2001).

Firms compete dong five dimensons of commerce (Riggins 1999): time, distance (geography),
product (or service), relationships (with suppliers, customers and competitors), and the nature of the
interaction for the customer. The various well-espoused festures of the Internet and World Wide
Web, such as red-time communication, cogt-€effectiveness, ubiquity and globa reach, information
richness and multimedia capability, and user-friendly interface, dlow “e-enabled” firms to impact
and dter each of these dimensons. Riggins (1999) describes some fifteen ways in which firms can
use dectronic commerce to create new vaue, based on the generation of efficiency, effectiveness
and drategic benefits, across the five dimengons.
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For ingtance, firms could atempt to add vadue by eiminating time lags in product ddivery or
providing 24x7 customer service, by removing geographic barriers to customer transactions, by
providing completely new products or services, by removing intermediaries or establishing closer
customer relationships, or providing new types of user interaction. The emphas's on vaue cregtion
reflects an increasingly pervasive sentiment that dectronic commerce involves a shift in orientation or
focus from the product to the customer. By performing these vaue-added activities at alower cost
than those of competitors or in such away as to differentiate its product or service, afirm can gain
competitive advantage over itsrivas (Porter and Millar 1985).

Retallers are increasingly using the Internet to market either conventiond or digita products. Some
merchants operate exclusvely over the Internet, while others complement their physica didtribution
channels with a virtud sorefront. It is these latter, so-called “bricks and clicks’ or “clicks and
mortar” merchants, which form the main subject of this study. The research studies the reaction of
established New Zedand retalers to eectronic commerce. Theintention is gain an understanding of
organisational strategies with respect to eectronic commerce through the experiences of these New
Zedand companies. Six established retailers were studied.

The gtructure of the paper is asfollows. Firg, existing literature on Internet retailing is reviewed. The
method used in the Sudy is presented, and then the case studies conducted are briefly summarised.
An andyss of the factors that were influentia in the companies’ development of an Internet retailing
presence follows. Findly, based on the findings of the case dudies, a tentative framework is
developed that categorises Internet retailing strategies dong two dimensions.

Inter net Retailing

The recent trend in business-to-consumer dectronic commerce has involved many exigting retailers
developing an online retaling presence (Elliot, 2002). Partly this rdates to the tightening of venture
capitd avallability in the wake of the “dot com” crash, and partly to the relaively dow awareness of
these established companies to the potentid use of the Internet as aretalling channd.

Many established retailers are developing Internet- based channds by which to market and sdll their
goods. In doing so, they gain the ability to use this new channd while retaining their existing physca
presence in thelir market. Exigting retailers may be best placed to make the move into eectronic
commerce. Unsugtainable “pure play” Internet retailing business models are disappearing as virtud
enterprises with viable drategies consolidate or form dliances with traditiond retall partners. Many
are adding additiond, physica, channds. Multichanne retalling is becoming the dominant model

(Barsh et d., 2000; Dennis et d., 2002).

Edablished retalers bring with them many advantages in going online. Becoming multichannd
retailers dlows them to leverage their exigting brands and customer base. Available resources,
whether financid or in terms of market knowledge, are likely to be higher than Internet start-ups.
The high cost incurred by an Internet-only retaler in acquiring customers places them at a digtinct
disadvantage compared to exiding retallers when establishing themsdlves in the market. For
edtablished retailers, the opportunities for cross marketing between physical and virtud channels
helps to minimise this cost. Many of the competencies developed by an established company in its
traditiond retailing operation may aso be transferable to online retailing. This includes expertise and
experience in order fulfilment and a digtribution infrastructure.
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Of course, there are d <o difficulties in moving online for established retallers as wdl. Decisons on
the extent of product range to make available online, together with appropriate pricing strategies for
both Internet and traditiona channels, are two examples. Potentid channd conflict is another mgor
management issue for companies using both traditional and Internet-based channels.

DeKare-Slver (2001) and Shaw (2000) present various channel management Strategies that retall
companies can adopt in order to enter the eectronic commerce area.  Each of these drategies
requires a different level of digital technology adoption and integration. A number of the Srategies
dlow for the integration of technology into the existing physica structure and some require that
reductions be made to the physical structure of the company. These strategiesinclude (1) use of the
Internet to enhance the marketing of existing channels; (2) using the Internet as a channd to expand
or explore new, often globa, markets, (3) adding new product lines only for the Internet in an effort
to avoid competition with existing digribution channds, (4) cregting a separate Internet-based
channd and rdaed infrastructure; (5) integrating the Internet channg with exiging channels and
operations 0 that customers can choose between complementary  channels; (6) collaborating in a
joint venture or aliance with an Internet-based company in order to gain multichannd synergies, and
(7) moving to Internet-only sales as the eectronic operation grows or to prevent a takeover in the
face of aperceived inevitable industry shift to eectronic commerce.

To take advantage of this new medium, established retailers need to adopt strategies that address
the Internet while retaining the commercid viability of ther exising operaions (DeKare-Siver
2000). The clear message to emerge from the literature is that for a company to develop a presence
in the online environment, careful consderation needs to be given to the direction, strategy and
expectations of performance before any development work is undertaken. Gulai and Garino
(2000), DeKare-Slver (2001) and Riggins (1999) agree that Strategy is at the core of any
successtul Internet retailing devel opment.

Movement into the Internet retalling area is not for al companies and product types. Companies
should take into account the suitability of their products to the online environment, especidly in the
way in which the products are presented and experienced in this virtud environment, as well asthe
percentage of their target consumers who are likely to have access to the Internet and be inclined to
shop online (DeKare-Silver, 2000). Managing the trade-offs between separation and integration is
an important requirement for exiging retailers moving online (Gulati and Garino 2000). Gulai and
Garino (2000) conclude that there are more advantages to be gained from integrating eectronic
commerceinto a“clicks and mortar” type structure than separating out this area of business.

Earl (2000) takes an evolutionary approach to the trandtion from traditiond business to an
electronic business. He presents a framework that includes a number of key steps undertaken by
companies when developing their business srategy to include the dectronic business environment.
Earl (2000) suggests that companies tend to begin with an externd communication focus, using the
Internet to create a static Web dite that provides company information and signals thet they can be a
“modern” company. Building on the knowledge gained from developing an externa Web dte,
companies often recognise the importance of developing an internd intranet, usng Internet
technologies to build interna communication channels.

With time, the focus changes to evolving the externd Internet presence from datic information
provision to an interactive eectronic commerce ste, providing a new channd for retailing products.
This eectronic commerce cgpability includes services such as online enquiries, order processing,
Web based payment services and order tracking. Having reached this stage a company has
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integrated Internet commerce into their drategic gpproach, with the main focus being on the
development of the customer base and the development of strategies to fully develop the potentia of
this new channd (McKay et d. 2000). Earl (2000) suggests that companies a this stage of
development need to develop a good channd drategy: “Rardly is this a question of sdecting ether
electronic or traditiond channds but of baance and rdative podtioning of both giving choice to
customers’ (p. 35).

Further development involves the re-design of business processes and the development of a
business modd that incorporates dl of the advances up to this sage. Much of the infragtructure
development is done a this stage, as companies are forced to examine their order fulfilment
cagpabilities. Ensuring that the company can provide the expected level of service and ddivery from
their customers is important. Indeed, this is one of the reasons that the virtud merchant,
Amazon.com, developed a physca presence, building an infrastructure of warehouse and
digribution centres in order to maintain quaity of cusomer service (Dhillon et d., 2001). Busness
process integration results involves the company “e-engineering” its key business processes to
integrate front office eectronic commerce technologies with back-office syssems and link core
busness systems to key trading partners using Internet technologies. The bringing together of
Internet commerce and IT systems) alows the company to develop a combined strategy to take the
company forward (McKay et a., 2000).

McKay e d. (2000) dso view the path towards totd integration of busness sysems as
evolutionary, with each step towards dectronic business maturity building on the previous step.
Information technology is seen as being at the core of the development. This gpproach is supported
by Venkatraman (1994) who defines information technology as being fundamentd to creating and
mantaining a flexible business network. A key aspect of McKay et d.’s (2000) approach is that
different areas of a company can be at different stages of development. Different levels of maturity
may exig for different components of information technology use. Only when a company becomes
an extended enterprise, do the various areas have to be totdly integrated. At this level of business
transformation, externd integration with the various trading partners needs to take place. Linking
the various parts of the supply chain together using Internet technologies is criticd at this Sage to
enable the company to become an Internetworked enterprise that can respond quickly and flexibly
to the changes in the market and make the most of the business opportunities that are presented
(McKay et a. 2000).

The theoretica frameworks reviewed in the preceding discusson (DeKare-Silver 2001, Earl 2000,
McKay et d. 2000, Shaw 2000) provide a variety of prescriptions for Internet development by
edablished retallers. Often such prescriptions are stage models that assume companies moving
online start from a given point (usualy a static Web site) and progress to more advanced stages as
they evolve ther Internet strategies. Such a conception may have been vdid in the early days of
Internet retalling when organisationd learning occurred & a Smilar pace to advances in Internet
technologies and applications. However, today companies may acquire the experience or expertise
in aspects of Internet retailing that enable them to enter thisarena a ardatively advanced “stage’.

Despite thelr prescriptive nature and staged approach, these early frameworks provide some useful
indications of what is involved in the development of Internet retaling by edtablished retall
companies. For example, the Internet may be used for a range of functions, which may not
necessarily involve sdes transactions. Channe management is a common theme that arises — bothin
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terms of avoiding conflict with or cannibalisation of existing sdes channels, and the integration of an
Internet sales channd with the exising retail operation. Findly, some degree of business
transformation is likely to be necessary in order to leverage the benefits of online operations.

Rather than propose a unified framework from these e ements, the approach taken in this paper isto
avoid precription and indead inductively derive a framework from empirica research (abeit
sengtised by this prior theorisation) in established companies. The following section describes the
methods used to conduct this research.

M ethod

New Zedand is a country with a small domestic market and a high degree of technology adoption
when compared to the rest of the developed world (Wallace et d. 2001). Currently the New
Zedland retail sector is the most rapid adopter of Internet technology, making it an ided context for
this study. Six established retailing companies were sdlected for study to provide a range of retall
markets and business environments (Table 1). The companies sdected for this research needed to
be large enough in both turnover and supplier network for eectronic commerce to potentialy impact
their operations.

The research method used in the study involved semi-structured interviews of selected members of
the case study organisations who were in a postion to give a detailed account of the eectronic
commerce initiatives of their company. In most cases this was the senior manager responsible for
information systems (referred to in this paper as the ClO) or, if the company had designated such a
position, the manager responsible for dectronic commerce. Where possble, the person occupying
the same or equivdent podtion was re-interviewed a yearly intervas in order to acquire a
longitudina perspective on the companies Internet development. The interviews, conducted over a
three-year period from August 2000 to May 2003, are summarised in Table 1.

The interviews were structured around a series of questions related to the sStrategic gpproach of
each company towards Internet retailing, the pocess the company went through in deciding to
establish an online retailing presence, the people and events that helped shape that drategy, the
implementation process, issues that arose in moving retal operations online, any changes to the
organisation sructure as a result of moving online, lessons learned by the company from its venture
into eectronic commerce, and the company’ s future intentions and plans for ther Internet retailing
initigtive.

In most cases the interviews were recorded and subsequently transcribed. A review of avalable
organisationad documents and relevant documentation in the public domain was used to supplement
the interviews and provide a degree of triangulation. Data andys's involved the identification of key
categories emerging from repeated study of the transcripts and documentation. These categories
were then compared between cases and synthesised into common themes.

Company Retail sector ~ Turnover  Products Interviewee Date
NZ$million online
AlphaCo Apparel 100 600 E-Commerce Manager Aug 2000
Chief Information Officer Dec 2001
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BetaCo Consumer 130 10,000 Chief Information Officer Sep 2000
electronics Chief Information Officer Nov 2001
Chief Information Officer Jan 2003
GammaCo General 1,800 2500 Chief Information Officer Nov 2001
merchandise
DetaCo Groceries 1,600 14500 E-Commerce Manager Dec 2001
E-Commerce Manager Feb 2003
EpsilonCo General 800 600 Chief Financia Officer Dec 2001
merchandise E-Commerce Manager Jan 2003
Webmaster Jan 2003
ZetaCo Engineering 60 20,000 Chief Information Officer May 2003
supplies Information Systems Manager  May 2003
Marketing Manager May 2003

Table 1. Data collection

Case Studies

A brief description and summary of each of the six case studies conducted is now presented. Based
on these findings, factors that influenced the development of an online retalling presence in the
companies are presented and a framework for categorisng Internet strategies for established
retailersis synthessed.

AlphaCo

AlphaCo is a successful gppard retailer that has developed from a catalogue-based background.
The mgority of the company’s turnover is generated from its origind mail-based catalogue sales
market, dthough the company now has four physica stores, indicating a stronger move into the
physicd retailing area. AlphaCo started with a conservetive gpproach to the Internet, their strategy
being to develop a basc Web dte for the purposes of testing the market and raising brand
awareness.

In the 1990s, the company identified that interaction with both suppliers and customers usng
Internet technologies was a critical area of development if the company was to grow on both aloca
and globa scade while keeping costs down. Supplier interaction was necessary if the company was
to reduce the infrastructure costs incurred as a consequence of dedling with these suppliers, and
customer interaction through an Internet retail channel offered a valuable opportunity to develop into
the electronic commerce areawhile generating revenue. The company felt it was well placed to take
advantage of the Internet through leveraging the existing supply and didtribution infrastructure
established for its traditiond sdes channds However, an initid review found that the interna
information technology infragtructure within the company was unable to support a move into
€lectronic commerce.

To solve this lack of technical development, re-engineering of the business processes was identified
as being required if any integration of Internet functiondity into the existing business structure wasto
be carried out. Re-engineering of the business processes required a large capitd investment, o
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initidly, a smple Web ste presence was developed to investigate this emerging area and to raise
exiging customers awareness of the Internet and the possibility of a new sdes channd. The
company viewed alack of computer literacy among its core customer base (women aged between
30 — 45 years) as alimiting factor that could affect growth. Rather than educate its core customers,
the company has chosen to dlow the naturd development of skills to take place in the market.

By 2001, the focus shifted towards infrastructure development to support the Internet development.
The company initiated a project tha involved the replacement of the exiding internd systems with
modern systems that would alow the company to operate as an integrated channe retaler.
Becoming an integrated retailer included the development of the physicd, Internet and cdl centre
channels aong with the development of systems that alow for integration with the company’ s supply
chain. Recent acquidition of a large offshore customer database that contained a large Web-based
sdes percentage provided justification for capital to be spent in the area.

The latest strategic development has been to develop the company’s Web dte into a complete
online sales channd, integrating it within the existing retail presence and subsuming it into the exigting
business dtrategy. The company views its Internet sdes channd as complementary to its direct-mal
business. Approximately ten percent of the tota turnover is generated through the Internet saes
channd. Capturing additiond customers and shifting existing customers from the catdogue to
Internet also proved to be benefits of this gpproach.

BetaCo

BetaCo started as a cata ogue-based company and has evolved into the largest physical retailer of
consumer dectronics in New Zedand, with some fifty stores naionwide. The company has a
conservative approach to the adoption of new technology and wanted to observe the shifts and
changes occurring in the area of dectronic commerce before moving forward. The company
identified the Internet as a chance to give a large potentid customer base access to information
about its product range. It purchased an off-the-shelf eectronic commerce application to establish a
presence on the Internet quickly and chegply. This application was provided by the same
manufacturer as the existing legacy systems hardware and was able to be integrated into the exigting
system with little additiond codt.

The primary objective of this implementation was to provide a product information resource using
Internet technologies that the existing customer base could access irrespective of location. As a
result of this product information being provided via the Internet, both revenue in the stores and the
gze of the customer base increased. Customers frequently use the Web ste to gather information
about the products before using the physical stores to examine and purchase the products:

The benefit to us is not directly in online sdes. It's through increased sdes through our
stores and reduced support requirements in terms of those customers who have found the
information out for themsalves on our Web ste. (Interview with CIO, BetaCo, November
2001)

As the number of people accessing the company’ s Web site increased, customers started to enquire
about using the Internet rather than the mail-based catalogue channd for non-store purchases. The
company decided to rethink its strategy about the use of the Internet, and consequently went
through a process of development to take advantage of an Internet retailing channel. The company
leveraged its existing mail order infrastructure to build the new Internet-based channd. This system

7th Pacific Asia Conference on Information Systems, 10-13 July 2003, Adelaide, South Australia Page 7



Doolin B, McQueen B & Watton M A Framework of Internet Strategies

was currently handling orders from a variety of channds — fax, phone and emal — and little
modification was required to dlow the addition of online ordering. Developed from the origina basic
Web dte, new leves of functionality were added alowing for better search response, current stock
availability and the ability to purchase some ten thousand products online.

By subsuming this new channd into their existing sdes infrastructure, BetaCo dlowed the Internet
channd to take much of the prior mail-based cata ogue turnover. Exigting catal ogue customers were
encouraged to use this new eectronic commerce system. While the company has acknowledged
that it needs to provide some degree of Internet retailing presence for the group of its customers that
want to use this sarvice, it dso remains focused on the initiad objective to use the Internet asatoal to
provide information to customers with the intention of getting them into the stores:

We had a pretty good fed or technica understanding of what the Internet could be used for,
and redidticaly for us it was dways another medium for publishing our cataogue and getting
product information out before the customers [0 they can| research our products. That
focus has continued and, as we expected, sales are constantly picking up and progressing.
It's probably following the traditiond curve of uptake and acceptance and confidence and
sarvice. (Interview with CIO, BetaCo, November 2001)

With the development of the eectronic commerce gpplication to a leve that satisfies the company
drategic requirements, BetaCo has now turned its attention to developing Internet- based interaction
with their suppliers. The company is aware of the savings that can be gained from adopting an
electronic supply chain approach.

GammaCo

This company is a large New Zedland retall group conssting of five distinct businesses. Its two
largest New Zedand operations are a chain of some eighty genera merchandise stores and asmaller
retail operation based around MRO office supplies. Each of the five businesses runs on a different
business model. Collectively, the group has adopted an experimenta gpproach to the chalenge
presented by the Internet and Internet retailing. It deliberately chose to develop an eectronic
commerce srategy in one part of its operations — the office supplies business. The rationde for
sdecting this particular busness centred on the opportunity to enter a new market segment in
corporate sales using the Internet (previoudy the focus had been on the smal officelhome office
market segment).

Within the office supplies operation, an integrated channel strategy was adopted. Customers can
interact with the business by telephone, the Internet or in any of over thirty stores around New
Zedand. Customer relationship marketing (CRM) applications are used to track how customers are
interacting with the business across the multiple channels. Order status can be checked across any
of the channdls, irrespective of the initid mode of customer contact:

The redity isit's the about customer choice. Y ou make it convenient to the customer. One
day they fed like coming through the call centre, then another day they want to go on the
Web, and another day they want to go into the store. All the systems are designed to reflect
that. (Interview with CIO, GammaCo, November 2001)

Alongside the integrated retailing strategy, is the use of éectronic commerce technology to manage
the supply side of the business, increasing supplier collaboration in forecasting and reducing order
times. The intention was to build a multi-channe and supply chain management capability for the
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group. The advantages of the experimental gpproach were seen as rdating to the learning process,
the ability to incrementally implement the strategy in financidly feasible areas, and the rapid pace of
technologicd change in ectronic commerce:

From quite smal beginnings we've gone through a learning process, got used to the
technologies, and we may want to scade them to [other operations] and start providing
business capability therein avery integrated way ... The knowledge we ve gained alows us
to leverage those skill sets. (Interview with CIO, GammaCo, November 2001)

DeltaCo

DdtaCo is a well-established grocery retailer with a lrge chain of over eighty stores throughout
New Zedand. DeltaCo recognised the potentid of the Internet, and has developed into the largest
online food retaller in New Zedand. Their initid foray into eectronic commerce utilised a third party
Web development company that had put together a virtud mall and required a large retaler to
anchor the ste. DeltaCo became involved because they saw the Internet as an emerging channd,
one they wanted to examine and understand o that they could develop an appropriate strategy in
relation to it. Working together with the mal development company (who had performed much of
the prior development work), the company released a smple online store to market is product
range. The infrastructure to support the site was provided by the mal vendor, with the company
providing limited product information. This was a cheap and cost effective way for the company to
develop a presence within the market at little risk to their existing business.

After two years, the decison was made to withdraw from the business partnership with the mall
developer and develop their online presence in-house. In doing so, the company was able to build
on the experience it had gained during the two year period spent in the virtud mal:

We got alot of learning out of it in terms of the management of remote orders, what the
customers are thinking about, what was good and what was bad, what the costs were
involved in it, how the business modd needed to take shape in terms of moving it forward
for this to work both for our customers and for our business. (Interview with E-Commerce
Manager, DeltaCo, December 2001)

The initid online gpplication required the customer to indal software off a CDROM onto their
personal computer. There were a number of problems with this method, so the decision was taken
to develop a new front-end interface that required only a Web browser to function. A devel opment
partner was used to develop the application to functiond specifications from DetaCo. The
application proved to be acceptable, but over time the number of customers grew to a point where
the value propostion of faster, quicker, and easer, was no longer being met. The company
gppointed a second loca development partner, and a new strategy was developed, usng loca
teams and building upon loca market knowledge. The company had a well-established system for
capturing customer feedback, which was then used to develop the requirements for the ste. The
company found that as a new verson of the dte incorporating the changes gathered from the
customer feedback was released, utilisation of the Site increased, coinciding with an increase in
turnover.

In developing its online presence, DeltaCo decided to leverage its existing infrastructure and use the
physca stores for order fulfilment and delivery. The company had aready established thet the keys
to success in the industry were a rdiable supply infrastructure and wide product range. Only by
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giving online customers a product sdection that was equa to hat which they would find in the
gores, and a reliable infrastructure, could customer satisfaction be guaranteed. This use of loca
digributors differs from the gpproach followed by many of the large online food retallers to use
centralised dispatch plants that service huge geographic areas with limited success.

The current business modd has the online business operating as a separate channd, resulting in

some degree of channel conflict. To address this issue of channd conflict, each online transaction is
processed and delivered by a local store. The store receives the income from this transaction,

providing the motivation to support this new channd. Also the turnover from each of the stores can
be separated into physicd and online components, preventing poor performance figures from
impacting on the wrong business channd.

DdtaCo has chosen to follow a conservative gpproach to developing an e commerce solution.
Initial developments were low cost and low risk. The company developed the strategy further over
time, tregting the online service as another business channd with the costs and revenues gained from
this channel being monitored separately. Thought has been given to the development of a separate
virtua business out of the online divison of the company in the future if the consumer interest risesto
a leve cgpable of sudtaining this type of enterprise. The company may even enter other retall
markets in the future, but only after careful consderation of the effects on their core busness. The
company is in the process of developing their information technology systems up to aleved that are
able to better support their eectronic commerce presence. Future eectronic business devel opment
may need to wait until the exigting systems are improved.

EpsilonCo

EpslonCo is an established genera merchandise retailer with some sixty stores located throughout
New Zedand. The company has been trading for over ninety years and sdlls a range of products
from apparel to gppliances and furniture. EpslonCo was dow to react to the Internet, developing a
sample Web presence in the late 1990s only in response to ingtructions from its overseas owners:

If you go back to the early days of the Web emerging there was afairly big discord between
the sort of oak-pandled executive offices ... and this new-fangled Web thing. And we were
dow off the mark, | think, during that phase when people thought the Internet was going to
change the world as we know it ... The thing that dowed us down was more the fact that
we were a ninety-year old retailing company ... In fact, the then chief executive was
something of a technophobe. (Interview with E-Commerce Manager, EpsilonCo, January
2001)

The Web dte was initidly desgned as a dtatic “brochureware’ ste and offered no transactiond
capability. Asthe Web site was marketed widely in other aspects of the company’s operations, this
led to a degree of unfulfilled customer expectations. The geographic coverage of the company’s
retall stores and the department store nature of their customers shopping (browsing for multiple
products as opposed to shopping for a specific known product) provided little incentive to sl
products online.

In 2000, EpsilonCo formulated a new drategy towards Internet retailing. In this drategy, the
primary objectives of the company’s Web site were to support the existing physica retail operation
by increasing the number of customers through the chain of stores, and to retain customers through
better customer relationship management. Increasing overdl sdes through the introduction of online
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sales was present, but a less important objective. A limited range of products were offered for sde
onling, including a range of specids that matched those didributed in promotiond mail-outs
throughout the country. The number of product lines available has only recently increased from one
hundred to Sx hundred.

The rdatively smdl numbers of online sales use the same order fulfilment process as the company’s
phone-based mail-out sales, with goods being dispatched from loca stores (if in stock) or shipped
from esawhere in the country. Control of the Web Ste has subsequently been brought in-house, and
a content management system ingaled to dlow dynamic changes to product availability and pricing
to be made. Ricing is the same across dl sdes channds, as the main objective continues to be
increasing customer traffic through the company’s network of physical stores.

Interndly imposed financid condraints limited the development of an Internet retailing chamnd within
EpsilonCo. A consarvative approach to the Internet, reinforced by much publicised Internet venture
failures overseas, contributed to this Stuation. Return on investment is strongly emphasised within the
company. Increased sales through the Web site would need to be generated, or the effectiveness of
the Web dte in increasing store saes demondtrated, before further investment was made available.

ZetaCo

ZetaCo is an eighty-year-old multi-channd engineering supplies company that markets awide range
of products across a large number of industry sectors. It has a chain of more than 20 stores
throughout New Zedland and operates a team of sales representatives who vist mgor clients. In
addition, the company regularly mails out a catdogue containing a reduced product range to its
customer base. ZetaCo is a raively late adopter of Internet technology, only establishing a Web
gtein 2001. Although this Web site had transactiond capability from the outset, sales revenue from
the ste is amal, with over haf of sdes resulting from in-store purchases. Telephone and fax orders,
and saes through the sales representatives, account for most of the remaining saes.

As a MRO (maintenance, repairs and operations) supplier across many industries, ZetaCo sdisa
large and varied product range. Updating catalogues for its chain of stores and providing up-to-date
information to traveling sales representatives is a costly operation. The company seesthe Internet as
a way of achieving this in a more codt-effective way, and is in the process of placing technica
support informetion for its products online.

ZetaCo's perception is that they operate in a“staid” industry in which customers lack the experience
or infrastructure to purchase online. Ordering via the Internet tends to increase the number of steps
involved in the procurement process for most of their organizational customers. Although a Web-
based form may provide a convenient order mechanism, various details of the transaction need to be
manudly entered by the customer into their interna information systems:

We have a gut fed that it's to do with the market — the fact that we're dedling with old
engineers that don't normally use PCs. And then there are al sorts of other inhibitors that Sit
behind that ... Back office systems that they have to duplicate orders on. Things like that.
So we've got afair idea of why we're not getting the business on the Web. And it's redly
just breaking that barrier. (Interview with Information Systems Manager, ZetaCo, May
2003)

Nevertheless, the nature of their products and the expense involved in gaffing their chain of physica
gtores has led ZetaCo to invest in an Internet-based operation. The intention is to both reduce
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transaction costs by converting traditiona store sales into online sales and to increase their market
share. In doing so, they are working closdy with sdected customers to provide an integrated
procurement solution:

The space we are supplying is ... bits and pieces to fix their machines to keep them going,
and not anything that's core to thelr busness. So it tends to be the last thing that they
consder when they're looking at efficiencies and everything dse. | suppose what we're
trying to promote is how usng e-commerce they can get some redly big gans and
efficiencies out of good supply chain management of the MRO-type products. WEe re trying
to do it on a multi-tier approach, deding with bigger corporates on a very close and
customised basis ... through to the generd market. (Interview with Chief Information
Officer, ZetaCo, May 2003)

Discussion

Six New Zedand companies were studied in order to gain an understanding of their development
towards integrated eectronic busness. Andysis of the data from these companies highlighted a
number of factors ha were influentid in their decison to develop an Internet retalling presence.
Consgent with Elliot (2002), these factors included both drivers and inhibitors of the Internet
ventures. The factors are summarised in Table 2.

Drivers Inhibitors

1. Overseas trends and firms (A,G,D,E,Z) 1. Consumer or market characteristics (A,D,E,Z)

2. In-house technical expertise or technologica 2. Conservative approach to new technology (A,

scanning (B,G,D,Z) B,E)

3. Parent company directive or support (D,E) 3. Perceived risk of new technological
development (D,G)

4. Approach by third-party provider (B,D) 4. Published Internet retailing failures (B,E)

5. Leveraging existing brand (B,E) 5. Lack of in-house technical expertise (A,E)

6. Acquiring Web-based operation (A) 6. Inadequate I T infrastructure (A,D)

7. Product characteristics (B,2) 7. Limitations of available technology (G)

8. Customer perception or demand (B) 8. Channel conflict (D)

9. Cost savings (2) 9. Capita congtraints (E)
10. Internal staff resistance (2)

Key: A = AlphaCo, B = BetaCo, G = GammaCo, D = DdtaCo, E = EpsilonCo, Z = ZetaCo

Table 2. Factors influencing Internet adoption by established retailers

The companies studied tended to be followers, rather than leaders, in Internet retailing. The example
of overseas companies who pioneered or led Internet retailing in a particular sector was a mgjor
influence in four of the companies studied. For example, the decison of grocery retailer DeltaCo to
atempt Internet retalling was influenced by early developments in the US such as PeaPod,
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EpslonCo and GammaCo were very aware of WaMart's Internet operations, while AlphaCo
closdly followed the progress of large US catdogue retailer, Land’s End. ZetaCo also monitored a
comparable US company.

The presence of in-house technica expertise or active scanning of the environment for new
technologicd opportunities was another important factor facilitating the development of an online
retailing capability in haf of the companies sudied (BetaCo, GammaCo, DdltaCo). For instance, the
exigence of gaff within BetaCo who had “ played around with the Internet way back” meant that the
company had a “good fed or technicad understanding of what the internet could be used for”
(Interview with Chief Information Officer, BetaCo, November 2001).

Other drivers included the support (DeltaCo) or direction (EpsilonCo) of a parent company, the
unsolicited avalability of a third-party provider as a patner in developing an Internet retalling
channd (BetaCo, DdltaCo), the acquisition of a\Web-based operation overseas (AlphaCo), and the
opportunity to leverage a brand that was wdl-established in more traditiona sdes channds
(BetaCo, EpsilonCo). ZetaCo anticipated sgnificant cost savings from their use of the Internet, in
terms of transactiond costs, technicd information publishing cogts, and human resource codts in the
physica sde of ther retail operation. For consumer eectronics retailer, BetaCo, the information+
intensve nature of therr technica products and customer demand for online purchesng were
important drivers in moving online. Also influentia was the “need to be seen to be leading in
technology”:

We are atechnical company, and we understand that in the market perspective people see
us as technicd, and therefore expect alevd of technica awareness. (Interview with Chief
Information Officer, BetaCo, September 2000)

Technology was a mgor inhibitor or barrier that needed to be overcome by the companies in the
sudy in moving online. For example, alack of in-house technical expertise was important influence
in deaying the development of an online retailing cgpability in AlphaCo and EpslonCo. Smilarly, the
limitations of the exising information technology infrastructure inhibited Internet retailing in DeltaCo
and in AlphaCo. The need to integrate the Web dte with backend systems in order to reflect
changes in product lines, prices and availability was an important constraint in the case of AlphaCo:

Web development ... [and] the maintenance of that is outsourced. At the moment we just
could not handle it ... We are building up in-house knowledge of the system at the present,
athough we are not actudly doing the work ourselves. We are following [technology as it
moves aong]. We probably don’t want to be on the edge, mainly because our backend isa
legacy system and it does limit us to wha we can do. (Interview with Chief Information
Officer, AlphaCo, December 2001)

A number of factors inhibiting Internet channd development were associated with attitudes towards
new technology. Data collected from two of the companies studied (DetaCo, GammaCo)
suggested that the percelved risk associated with developing new technologica gpplications was a
ggnificant barrier to participating in Internet retailing. Company management of AlphaCo, BetaCo
and EpsilonCo gpparently had a conservative gpproach to adopting new technology. The Chief
Information Officer of BetaCo further suggested that the dot com “crash” meant that a more
cautious andysis of the potentid benefits from eectronic commerce initiatives was required in the
company. Similarly, any Internet sdes channd in EpsilonCo needed to prove its viability before
sgnificant resources would be invested.
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In the case of ZetaCo, a potential barrier to the growth of Internet sdles channel was internd and
related to human resources. The company assessed their staff’s awareness of eectronic commerce
and found thet it was generdly low. Attitudind and behavioura change was perceived as necessary
with both store staff, who tended to be wary of the technology, and saes representatives, many of
whom fdt that their jobs were threatened. ZetaCo has embarked on an educationa initiative to
improve staff acceptance of the Internet and of the possibilities for enhanced steff roles:

Part of that is an interna problem. We ve been trying to educate our sdes people ... trying
to get them to not fed threatened by this. You know, we're not taking work away from
them. What we're doing is taking the boring stuff away from them. And letting them become
account managers. (Interview with Chief Information Officer, ZetaCo, May 2003)

The characteristics of a company’s target market were important inhibitors in four of the companies
studied. Grocery retailer, DeltaCo, was constrained by the smal New Zedand market, while
AlphaCo fdt that the relatively low percentage of its target consumers who were online shoppers
limited the growth of its Internet sdles channel. A focus on domestic customers, the rdaively smal

number of customers who could not access a company store, and the type of shopping those
customers performed, discouraged development of an Internet retailing channe for EpsilonCo. Lack
of experience or information technology infrastructure in many of ZetaCo's customers is limiting the
growth of Internet sales. Other barriers or inhibitors reported in the study included the limitations of

the technology available a the time (GammaCo) and the risk of channel conflict (DdtaCo).

The principa objective of this sudy was to develop a framework for categorisng how established
retail companies are adopting Internet technologies. Based on the findings presented earlier, asmple
two-dimensiond framework can be congructed. One dimension is related the degree of Internet
channd integration involved in the Internet retalling strategy adopted. Three mgor gpproaches to
channd management were identified from the case dudies: (1) the use of the Internet as a marketing
channd to support and reinforce existing traditiond saes chamnes, (2) the separate development of
an Internet- based sales channd, recognising the different competencies required for Internet retailing
or to explait a different product; and (3) the integration of Internet-based sdesinto the exigting retall
operation, providing customers with a seamless retail storefront that enables them to move from one
channd to another.

The second dimengion relates to the degree of business trandformation involved in the Internet
retaling srategy adopted. Again, three mgjor approaches were identified: (1) evolutionary change,
in which the company takes a conservative approach to the Internet, largely in response to changes
in technology or customer requirements, (2) an experimenta drategy, in which the company
deliberately chooses to adopt a less cautious approach, but one constrained by product range or
business unit, in order to learn by experience; and (3) revolutionary change, in which the company
undergoes a more radicd trandformation of business processes or even business scope (cf.
Venkatraman, 1994).

The resultant framework is shown in Figure 1. Each of the six established retailing companies
gudied is shown in the appropriate part of the framework corresponding to its Internet retailing
drategy. The findings from the case studies suggest that a company can reposition its Internet
retailing strategy over time. Thisis shown in Figure 1 using broad arrows.
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Figure 1. A framework for categorisng Internet strategies for established retailers

For example, BetaCo continued its evolutionary gpproach to the Internet, building on its initid
support role for the Internet channe to include online sdles in an integrated retal busness srategy.
EpsilonCo followed a smilar path, but with online sdes essentidly forming a separate channd in
relation to the company’s physcad dores. By comparison, AlphaCo initidly adopted an
experimenta drategy towards the Internet, dthough aways tregting online sdes as just one of its
many sdes channels. McKay et a. (2000) suggest that for a company to reach eectronic business
maturity it must ensure thet its Internet commerce development keeps pace with its information
technology infrastructure development. AlphaCo found that they had developed as far as their
exiging infradructure was able to take them, and that further development required a more
revolutionary strategy to re-engineer their information and business systems.

It isimportant to note that the framework depicted in Figure 1 is not intended to imply a sequence of
stages that a company must pass through to reach a given endpoint. Rather, the various aress of the
framework offer arange of possibilities or phases (cf. Chau and Turner, 2002) that a company may
inhabit a any onetime.

It is interesting to speculate on the possible relationship between the factors identified in Table 2 and
the type of Internet strategy adopted by the retailers in this study. For example, did the desire to
leverage their existing brands encourage BetaCo and EpsilonCo to follow an evolutionary strategy
towards the Internet, based initidly on supporting their traditiond retailling operations? Was this
incremental gpproach aso areaction to the various Internet venture failures publicised in the media?
However, such questions fal outsde the scope of this study. They require a larger-scde empirica
survey of retallers and their motivations for moving online. This sudy was exploratory in nature, and
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sought to highlight potentid factors for further research and to develop an empiricaly-derived
framework of Internet retailing strategies.

Conclusion

As Elliot (2002) observes, success in Internet retailing requires a complex interaction between
vaious organisationa, environmental, technicd and market-rdated factors. This study has
highlighted a number of factors that may influence how an established retailer responds to the
Internet. Important drivers for developing an Internet retailing operation are likely to be the example
st by Internet pioneers or leaders, a good understanding of Internet technologies, and the support
or opportunity offered by a parent company or potentia partner.

In contradt, if a company’s management is cautious about investing in new technology, or if the
necessary technica expertise or infrastructure is not present, Internet sdes channd development is
likely to be inhibited. In addition, as DeKare-Silver (2000) notes, the tendency for target consumers
to be Internet shoppers is an important consderation for an established retaller contemplating
moving online.

The framework developed from this study offers a Smple, but useful tool for describing the Internet
retailing strategies followed by established retailers as they come to terms with the implications of the
Internet. The framework dso offers a useful way for retalers contemplating the move online to
explore possble drategies for doing so. Further research is needed to confirm the utility of the
framework through its gpplication to other companies and in other geographic contexts. Longitudinad
case studies are particularly important if we are to observe the way that retail companies adapt and
change their srategies to the dynamic environment of electronic business.
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