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Innovation in Marketing Channels

Fabio Musso

Abstract

In more recent years, the context of globalizationwhich market channel
structures and strategies are developing is briggim a more complex concept of
marketing channels, with disintermediation or rembediation, multichanneling
and new roles/specializations that are emerginges issues.

In this context, innovation in marketing channelgciimes a complex,
multiorganizational, multidisciplinary activity tharequires collaboration and
interactions across various entities within the glypchain network.

In recent years, the innovation processes in margethannels have occurred
with high intensity and speed, especially followittge changes spurred by
technology that allowed the adoption of more effitiorganizational solutions.

Keywords. Retail; Channel Structure; Innovation in Marketi@gannels; Retail
Technological Innovation; Global Markets

1. Marketing Channels: An Evolutionary Overview

Innovation in marketing channels is a theme thatlieen treated in reference to
specific areas of innovation or to single categoié subjects within channels.
Fewer studies have been conducted with a perspemierring to the channel as a
whole. Major contributions have focused on innowatin retailing as ‘product
innovation’ for distribution companies (Dawson, 20®upuis, 2000; Castaldo,
2001), or as innovation in the supply chain. I ttase, primary attention has been
placed on technological issues, particularly thoskting to information and
communication technologies (ICT), and the implicas that these technologies
may entail for marketing channels (Kiet al., 2006; Hausman, Stockb, 2003). The
few contributions that have focused on the entir@noel (Gundlaclet al, 2006),
have highlighted the single specific aspects, sisctihe effects of innovation on the
relationship dynamics between channel members G umulou, 1998), and the
influence of the institutional, economic, sociablacultural context on innovation
in international channels (Bellet al, 2004). Hence, in the existing literature, a
vision that does not fully grasp the continuityrefationships between upstream
and downstream value chains prevails. Furtherntbeze is a lack of analysis on

" Associate Professor of Management, University difibb-Carlo Bo (fabio.musso@uniurb.it)

Edited by: ISTEI University of Milan-Bicocca ISSN: 1593-0319

Musso Fabio, Innovation in Marketing Channels, Sgonya. Emerging Issues in Management
(www.unimib.it/symphonya), n. 1, 2010, pp. 23-41

DOI: 10.4468/2010.1.04musso
23


https://core.ac.uk/display/6419718?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

© SYMPHONYA Emerging Issues in Management, n. 1,20
www.unimib.it/symphonya

the way in which innovation can affect the veryerof marketing channels, as a
liaison between production systems and end-markets.

This work aims to analyze the theme of innovatiomiarketing channels with a
perspective focused on the entire channel, witbreefce to its structure and flows
(information, physical, negotiating), that driveetloperations and link all the
subjects.

The analysis aims to provide a conceptual framewarkhe basis of which future
investigations and insights can be conducted ttucaphe extent and effects of the
changes that occur, as a result of innovation.

According to the Smith-Stigler paradigm, marketiagd distribution channels
were originally studied in reference to models dasa the market structure,
competition and the type of specialisation of théenacting subjects (Mallen,
1973). This paradigm also justified the existenté&rade intermediates with their
capability to generate economies of specialisation.

Tied to microeconomics principles, the institutibparspective (Bucklin, 1966)
focused on channel actors as a sequence of inmtisuthat carry out the transfer of
goods from the producer to the end-customer. Im, tiney activate various types of
flows. Similar to the institutional approach, thenétional approach has analyzed
marketing channels on the basis of the roles chroat by their members
(Alderson, 1957).

Marketing channels have also been defined as Vakrtidarketing Systems
(VMS) (McCammon, 1970), in the cases where a caatohg leader emerges.

All traditional perspectives have assumed that &keteng channel or a VMS can
be seen as a vertically integrated, uni-linearcstine linking the retailer with the
manufacturer through a series of intermediary wéadkgs. This is no longer an
appropriate conceptualisation for the structurdistribution channels in the highly
developed retailing systems of Western countrieghése systems, power relations
between agents in the channel have been fundaryechanged by the actions of
the manufacturers and large retailers in extendimgugh vertical integration, the
scope of their activities, particularly at the empe of wholesaler intermediaries
(Dawson, 1979). The distribution channel has alsenbchanged upon by the
horizontal incorporation of additional actors (g.guying groups) who are not
always engaged in the physical distribution of godebr the small multiple retailer
and the single-site independent, franchise orgaoisg voluntary groups and trade
associations have become increasingly prominenttageithin the distribution
channel.

In more recent years, the context of globalizationwhich market channel
structures and strategies are developing (Rosemblbarsen, 2008) is bringing to
a more complex concept of marketing channels, wdikintermediation or
reintermediation, multichanneling and new rolestsgdezations that are emerging
as new issues. Moreover, the increasing searcéfficrency and speed in vertical
relationships, is leading to a convergence of patypes for those channel related
activities like supply chain management, logistcsl purchasing (Gundlaeh al.,
2006).

In this context, innovation in marketing channelecdimes a complex,
multiorganizational, multidisciplinary activity tharequires collaboration and
interactions across various entities within the pdyppchain network, with a
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substantial portion of the innovation process asllting outcomes that occur at
the buyer-seller interface level (Ganesamal, 2009).

2. Driversof Innovation in Marketing Channels

Referring to marketing channels, the concept obuwation must be viewed in the
context of a double layer through which it expressself. On the one hand, it must
be seen as a strategic activity for both indusaral distribution firms to acquire a
competitive advantage along the distribution cham@a the other hand, it should
be seen as a changing process of the economicdnraftthe distribution systems.
Following this changing process, new forms of disttion emerge, offering new
services to the existing ones. In both cases, @@y comes from the choices of
firms along the channel, which increasingly involheir partners, upstream and
downstream of the network they belong to. Thisioates innovations increasingly
focused on the vertical network, more than on tidevidual firms.

In recent years, the innovation processes in magkeathannels have occurred
with high intensity and speed, especially followitige changes spurred by
technology that allowed the adoption of more editiorganizational solutions. As
a conseguence, an increased competitiveness fdiirrals in the channel has
emerged. Another factor which has greatly stimalatenovative processes in
marketing channels was the process of modernizatiathe retail sector that in
recent decades has progressively strengthened raiathex the role of retailers.
Even the social changes and new behavioural pattithe final demand, have
stimulated innovations designed to accommodatevauwes concerning consumer
goods and their distribution systems (e.g., tradgaland the compliance with
social, ecological and ethical values in the martuféng processes).

These influencing factors have been active in desdrof strong emphasis on
competitive dynamics, both at the horizontal le(mtween manufacturers and
between retailers) and the vertical level. Suchadyics have occurred with the
development of private label products, the emergesfcretailing marketing, the
increasing downstream integration by manufactufetg., manufacturer-owned
retail stores and factory outlets) and, conversig, upstream integration of the
retailers’ supply chain.

The stimulus to innovation in distribution channélss been distinguished as
technology based, with reference to the opporesitffered by innovation in
information and communication technologies (ICT)danarket-based (Castaldo,
2001; Cardinali, 2005). Market based factors mayturn, be distinguished in
demand-based factors, related to changes in theatkastics and behaviours of
customers that companies seek to comply with (Kan#®carborough, Forsythe,
2009), and competition based factors, with spec#ference to a differentiation
and quick response to the final demand change®agipr Often times, this logic is
based on the principles of time-based competitidanf, Sim, 1996; Brondoni,
2005), emphasizing the value of the time varialslepursuing a competitive
advantage, and planning marketing policies on aspsstive referred to
competitors, in some cases more than to the fiealaohd.
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In the remainder of this work, innovation in markgtchannels will be analyzed
by taking into account all types of channels angjestis, not just those at the retail
distribution level, and will consider all types pfoducts. Distinct considerations
will be developed, where appropriate, between cmesugoods, on the one hand,
and capital/industrial goods, on the other. Thdyarsawill be carried out following
three different perspectives:

A. Technological perspective: What are the frontseshhological innovation
for the optimization of interactions among companand with the final
demand.

B. Relational perspective: Which innovation fields da@ developed on, in
regard to vertical relationships between firms marketing channel.

C. Structural perspective: What new channel configoingtmay occur.

The technological perspective (A) can be divide ian area of innovation in
vertical relationships between firms and an areamdvation in relationships with
final demand, as follows:

A.1l. Innovation in vertical relationships between firms.
A.1.1. Logistics and Electronic Data Interchange.
A.1.2. Vendor Management Inventory.
A.1.3. Collaborative Planning Forecasting and Replenishjream

Vendor Managed Category Management.

A.1.4. E-procurement, E-sourcing.

A.2. Innovation in relationships with final demand.
A.2.1. Checkout technologies.
A.2.2. Electronic and mobile payments.
A.2.3. Distance selling, on-line sales.
A.2.4. Self-service technologies.

According to the relational perspective (B), thenawmations in marketing
channels may occur on several fronts, which do metessarily represent an
innovation in themselves, but are fronts along WwHiems can adopt innovative
solutions, as follows:

B. 1. Retailers’ buying process.
Trade Marketing.
Category Management.
Private label products of retailers.
Corporate Social Responsibility and ethical assentis
Customer care initiatives (e.g.; Customer RelahgndManagement,
loyalty schemes, etc.).

Wwwww
oOUhwWN

The structural perspective (C) that refers to néanoel structures, innovative
channels or multichannel strategies can be dividedtwo fields:

C1l. Innovation adopted by manufacturers: franchisingltilevel marketing
systems, multilevel franchising, manufacturer-ownesail stores,
factory outlets, pop up stores, e-commerce, muakirneling.

C2. Innovations emerging inside the retail sector: Ré&hange theories,
multi-channeling.
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3. The Technological Perspective of | nnovation
3.1 Innovation in Vertical Relationships between Firms

Following the technological perspectivéA), the first innovation field in the
relationships between firms (A.1) is that teichnology based interaction tools
That is, all the techniques that allow, through tise of ICT technology, to speed
up vertical relationships and make them more @ffiti without interruptions and
with stock reduction. Information technology antetemmunications — the main
technologies on which the inter and intra-firm mf@tion management process has
been built — actually represents the technologatform of Supply Chain
Management (SCM).

In actuality, global SCM is becoming a strategigecbve for many companies.
In addition, the concept of SCM is becoming fulgognized as a common process
to manage innovation and coordination among firnetivorks. A permanent body
— the project consortium Efficient Consumer RespofECR} — has been
established for this purpose, after being on thgonating table for several years,
where manufacturers and retailers work to searchbétter cooperation for more
efficient supply chains. ECR aims to develop thepby chain as a whole and
eliminate non value-added functions. The key eldmef ECR are efficient
replenishment, efficient assortment, efficient pradintroduction and efficient
promotion. These are the means with which to fheermajor problems in retail
stores, namely out-of-stocks and over-stocks (Knt2899).

There are three levels of cooperation that carcheeged in managing the supply
chain. The first level (A.1.1) refers logistics with the objective of improving the
productivity of physical and information flows bynproving the transportation
network, the logistics centres management, the aoompliance managing
processes, and by the establishment of communmcatifvastructures such as
Electronic Data InterchangéEDI).

In regards to logistics, some elements have resa$echanging factors that go
beyond a simple technical optimization allowed leve&lopments in information
and communication management. More specifically,ifmovative relationships
within the channel, characterized by the need fogat@r coordination and
integration, logistics can be seen as an interfaa®veen strategic and tactical
orientations that can sometimes be different orflabimg among the channel
partners. To lower the cost of stock managememiglivey and transports, several
organizational solutions have been developed, aiatedaking the logistic cycle
faster and without errors. These solutions can beeldped via third party
operators or by the use of transit logistic faigifit according to the cross docking
technique.

The most recent fields in logistic innovation reljag monitoring systems for
material movements, both inside and outside theshrses, relate tRadio-
Frequency ldentificatioiRFID). RFID is the use of an object (typicallyaeed to
as an RFID tag) applied to a product, or a packagehe purpose of identification
and tracking using radio waves.
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RFID is also used in inventory systems, with refgyaotential reductions in out-
of-stocks (Hardgrave, Miles, Mitchell, 2009). Otliemefits of using RFID include
the reduction of labour costs, the simplificatioh business processes, and the
reduction of inventory inaccuracies.

The basic infrastructure for coordinating logisficocesses among channel
partners is the EDI that has been defined as ‘tagich permit the automatic
exchange of data between remote applications uratsiins where these belong to
different organisations’ (Martinez, Polo-Redond002). The principal attraction
that EDI has for companies in marketing channeds In the large number of
references that are exchanged. For large retaidersyell as wholesalers, EDI
means a big saving, because they work with a latgeber of suppliers (and/or
customers) with a great quantity of references, ahthis means having to handle
a vast amount of documents of different types. Thishy these are the companies
that have promoted the development of EDI in concmkdistribution, in many
cases forcing small-scale suppliers to adopt tuok t

The second level of collaboration in supply chainocesses (A.1.2) is theint
management of supplying activitiegshrough techniques such as Vendor
Management Inventory (VMI), which includes assontitsedecisions, activities for
reducing stock-outs, and the use of indicators aatrol and improve joint
processes.

VMI is an operating model in which the supplier éakresponsibility for the
inventory of its customer. In a VMlI-partnership tkapplier makes the main
inventory replenishment decisions for the custoriee supplier, which may be a
manufacturer, reseller or a distributor, monitdre buyer’s inventory levels and
makes supply decisions regarding order quantisieping and timing (Waller et
al., 1999). In VMI, the supplier is able to smotile peaks and valleys in the flow
of goods, and therefore to keep smaller bufferscapacity and inventory.
Successful VMI implementations in retailing canfbend in the apparel industry.
However, VMI has not gained large acceptance irgtbeery supply chain.

The third level of collaboration in SCM (A.1.3) iolves ahigher degree of
integration with marked implications for marketing, both ihet end-customer
analysis, and the establishment of certain poli¢eeg., category management,
promotions inside outlets, and shelf space managgnigough the adoption of
methodologies such aSollaborative Planning Forecasting and Replenishinen
(CPFR) and/endor Managed Category Managem@/iCM).

CPFR is a methodology for the joint purchasing ngan@ent between retailers
and their suppliers. It consists of jointly makisgles forecasts and procurement
schemes, and includes all activities that pertaithe management of assortments,
such as promotions and the introduction of new pctel The CPFR encourages
the sharing of market information and collaborajp@nning for the establishment
and management of optimal assortments. The CPERitable for those product
categories that require a high level of promotioraativity and that are
characterized by significant fluctuations in demand

VMCM is a concept for retail demand fulfilment, theombines the ideas of
VMI, Category Management (see section 5) and outsogt The more frequent
application for VMCM is on non-core product categerbecause the benefits of
outsourcing are most obvious: for a retailer, iexpensive to maintain knowledge
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and skills to manage a minor product category, tiedoutsourcing risk is at its
lowest in a non-core category (Kaipia, Tanskan@032.

An additional front of technological innovation wertical relationships between
firms is that of themanagement of supplies via the Internetcluding e-
procurement and e-sourcing (A.1.4). It is a frdmattdevelops itself at all the
previously considered levels of integration.

E-procurement covers a wide range of tools thasmndar to the tools involved
in the use of Internet technology. It covers evaogsible e-solution adopted, to
improve the flexibility and speed of the supply ich&specially the inter and intra-
company synchronization. Therefore, e-procuremembmmpasses all phases of
back-end and front-end activities, that are digdizand shared with suppliers
(Risso, 2009). E-sourcing is an evolution of e-prement. It includes all stages of
the purchase made via the Internet, including geech for new suppliers, their
qualifications and certification, up to the negttia.

Tools for the management of e-procurement and esswmy are the electronic
marketplaces (e-marketplaces), i.e., electronidfglas facilitating activities
related to the transactions and interactions anfiomg®.

Among the rules for trading on-line adopted in ekmtplaces are reverse
auctions (e-reverse auctions), where the buyer inexjua good/service, and
providers compete for the contract in a downwardepgame.

3.2 Innovation in Relationshipswith Final Demand

The most important fronts of technological innowatin therelationships with
the final consumer(A.2) are checkout technologies (A.2.1), dynamriiipg
(A.2.2) electronic and mobile payment systems @,distance selling, mainly on-
line sales (A.2.4), and Self-Service Technolog&STs), such as vending machines
and multimedia kiosks (A.2.5).

Checkout or Point of sales (POS) technolodik.1) are applied to locations
where a retail transaction occurs. A ‘checkoutersfto a POS terminal or more
generally to the hardware and software used foclahés, the equivalent of an
electronic cash register. A POS terminal manages délling process by a
salesperson accessible interface. Future develdpofighe technology is towards
web based POS software that can be run on any demmith an Internet
connection and supported browser, without additiagwdtware installations or
manual updates required.

The benefits of POS technology are in the posgititi better manage inventory,
by combining sales data with the amount and coshefpurchases. This enables
the firm to analyze the profitability of individugiroducts and manage inventory
more accurately and quickly. Moreover, with datatle rate of rotation and the
productivity of products, it is possible to optiriproduct display in the store
through the use of specific space management saftwa

It has been several years since innovative tecgredovere being experimented
with to make checkout procedures faster and morsopael time saving. The
adoption of self-scanning systems, which are ctgreihe most used trials in
progress, seems to be only an intermediate solabarpared to technologies based

Edited by: ISTEI University of Milan-Bicocca ISSN: 1593-0319

29



© SYMPHONYA Emerging Issues in Management, n. 1,20
www.unimib.it/symphonya

on radio frequency transmissions. The spread ofethtechnologies, however,
requires that manufacturers apply RFID tags tmdividual products.

In addition to POS technologglynamic in-store pricingpolicies (A.2.2) with the
use of electronic shelf label (ESL) systems candmelucted. They may allow price
changes depending on time of day and levels obmest traffic in the store. An
ESL system consists of a PC, local wireless comaoation network and electronic
labels (small LCD screens). The system obtaingnmétion from the store scanner
database, and broadcasts it to the shelf labeks.system continuously monitors
the ESLs to ensure that they are present and tiet display the correct
information (Bergeret al 2008).

ESL systems yield 100% accuracy because the cgstareprices are identical to
the prices displayed on the ESLs as both are linlkeedhe same database.
According to Zbaracket al. (2004), ESL systems are costly to purchase (syste
price, installation cost, training to employeesuse the system) and maintain
(continuous upgrade of software and hardware, $abattery replacement, labels
replacement after tampering).

Related to POS-scanner technologiesedeetronic and mobile payment systems
(A.2.3), that are actually under transition. Theaeasive use of credit and debit
cards for proximity purchases has already demaestrahe possibility of
considerably reducing the volume of cash-based&@ions. Mobile payments are
payments for goods, services, and bills with a heobevice (such as a mobile
phone, smart-phone, or personal digital assistaA)) by taking advantage of
wireless and other communication technologies (Bexglet al, 2008).

Several successful mobile payments systems hasadgibeen launched in order
to enhance the convenience of micro-payments foallalaily expenditures
(Ondrus, Pigneur, 2006). These solutions have paanipally adopted by various
quick-service oriented industries such as publangportation, toll booths, gas
stations, fast-food restaurants, retail vending himes and ski resort ticketing
(Chou, Lee, Chung, 2004).

Other forms of innovation in relationships withdlrcustomers are detectable in
distance sellingA.2.4) — mainly television (TV), telephone and-lore selling —
that represents the evolution of mail order saldé.sales are revitalizing their
innovative role, following technologies that make €ommunication interactive,
making it possible to make purchases directly tghotine TV.

The main innovation potential in distance sellihgwever, comes from online
sales, as part of e-commerce. Online shopping resmaismall fraction of retail
sales despite the well-known benefits of electrooenmerce to consumers,
including lower prices (Brynjolfsson, Smith 2000yreater selection and
availability (Ghoseet al. 2006), and greater convenience by eliminatingelraosts
and enabling purchases irrespective of geographbation. There are many reasons
for consumers to slow adoption of online shoppidits: inspecting nondigital
products is often difficult, shipping can be slowdaexpensive, and returning
products can be challenging (Forman, Ghose, Gdidfa009). That is, there
appears to be a set of fixed disutility costs ofibg online. These costs vary across
products and retailers, and in some markets hasetent significant hurdles to the
continued diffusion of electronic commerce.
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The last face of technological innovation in deglinith the final consumer is
that of Self-service technologiegSSTs), based on interacting technologies, like
vending machines and multimedia kiosks (A.2.5).AMibnsumers wanting quick
and convenient access to competitively priced prtsjithe vending industry has
seen a great deal of growth over the last ten years

Vending machineare continually updating with the latest techna@sgas well
as the variety of products that are being sold. ©@hethe newest vending
innovations is telemetry. The advent of reliabfgraable wireless technology has
made telemetry practical and provided the mediumough which cashless
payments can be authenticated. Machines equipp#d telemetry can transmit
sales and inventory data to a route truck so thatdriver knows exactly what
products to bring in for restocking. Or the data dee transmitted to a remote
headquarters for use in scheduling a route stofgctieg component failure or
verifying collection information.

Responsive pricing policies (Courty, Pagliero, 2008 vending machines are
also made possible by technology, e.g., in the oaseft drinks vending machines
that are programmed with pricing schemes that yaiges based on consumers'
desire at that moment, depending on outside terperaNew energy technology
is also making its way to vending machines in tbemf of hydrogen fuel-cell
machines that run off the grid.

Multimedia kiosks sometimes described as interactive kiosks oripudicess
kiosks, are computer workstations that are desigoegrovide public access to
digital information and e-transactions. Kiosk teclugy supports public access
applications with a highly visible housing for ti@rkstation, and interfaces that
are easy to use and often based on touch screens.

Kiosks are typically located in a store, or in aghing centre or mall, or in other
public environments such as railway stations, nvedgr service stations and
airports. Yet, whilst web-based e-business has tleesubject of much media and
academic attention, kiosks are an unobtrusive @dadito the landscape of
traditional retail outlets (Rowley, Slack, 2003n buch applications, kiosks
represent an innovation in in-store communicatiol @romotion. Kiosks can
provide customers with a richness of product infation, including, for instance:
related products, stock levels and availabilitycipes, special offers, and
personalised product design. More sophisticateskisi@an be used as the basis for
interaction with customers, part of a loyalty pamme, and may offer other
opportunities for community building, such as thassociated with customer-to-
customer communication. Multi-media kiosks have rbemnsidered as the
marketing organisation's opportunity to regain oalnbver the ultimate stage (the
point-of-purchase decision) in the marketing cylerris, 1994).

4. Innovation in Channel Relationships

In reference to theelational perspectivef innovation in marketing channels (B),
innovation can occur in upstream activities conddddy channel members, or in
their downstream activities, or in relationshipghamend-customers. Unlike in the
previous section, that was focused on the techrmdbgerspective of innovation,
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in this section, a strategic/organizational view pposed. This perspective
provides the conceptual basis for the clearer jpogitg of innovations related to
the technological perspective.

In the case of upstream activities (B.1), the nfaeid of innovation in recent
years is that of thbuying strategy of large retailer3his innovation was step by
step, rather than radical.

Following the modernization processes of the distion sector, large retailers
have begun to express autonomous strategies in #ssortment choices, by
following an active approach to the procurement katar According to this
approach, inventory choices summarize the link betwthe downstream and
upstream markets, ensuring consistent positiorarbe retailer.

To respond to rapid changes in the final demandhéoshortening of the life
cycle of products, and to the increasing need gqdrawing the efficiency of the
physical distribution of goods, retail buying adies have become more dynamic,
while also becoming the subject of organizatiomalovation. These innovations
concern the relationship with suppliers and reqthesr involvement (Gonzalez-
Padron et al., 2008). Here, the suppliers’ rolethed importance varies in relation
to their product offerings (in terms of brandsgarality, uniqueness, innovation),
to their size, to the level of concentration withine sector which they belong to,
and to the value of their brand (Musso, 1999). Winil the past the prevailing
behaviour of retailers was to favour larger suppliethere are now new
possibilities of relationships for small and mediwsuppliers (Grayson, Dodd,
2007). They can find additional space and play mptementary role, based on
dynamicity, variety, specialization, and a greagsponsiveness to the logics of
local sourcing, even at the international levelp@&007).

In a mirror like position to the supply relatior®)e main field of innovation in
downstream relations israde Marketing(TM) (B.2) (Dupuis, Tissier-Desbordes,
1996; Fornari, 1990 ). TM is aimed at identify etige marketing tools facing a
retailing sector that is no longer fully controllég the manufacturer. Even this
front, therefore, arises from the process of thedenwmization of retailing. The
retailer, as an intermediary that is both a pathefmarketing infrastructure for the
manufacturer (through which other marketing too& doe activated), and a
customer, becomes the object of the marketingainies, which must be consistent
with the policies that the manufacturer adopts towahe final consumer, and with
the buying strategies of the retailer itself.

The TM brings to the development of innovationghe sales organization for
manufacturers, in the use of commercial and praynatitools toward retailers, in
the business intelligence processes where thebdigir becomes both the object
and partner of market analysis. The TM has preWoaspressed its innovative
potential in the use of instruments addressed atrétailer. More recently, the
analysis field focusing on the buying process atributors has been developed.
Indeed, as traditional marketing includes the studythe consumer buying
behaviour, the TM analyzes retailers’ criteria &®@lecting suppliers and their
buying strategies, organization and activities.

Related to the points stressed previously (thertmugrocess of retailers and TM)
and to the assortment decisionsCiategory ManagemernCM) (B.3). CM is a
retail management initiative that aims at improvangetailer's overall performance
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in a product category through more coordinatedrmyymerchandising, and pricing
of the brands in the category. CM involves the riistor/supplier process of
managing categories as strategic business unitgjuping enhanced business
results (Dhaet al, 2001). A category is defined as a distinct maahtgegroup of
products that consumers perceive to be relatecbasdbstitutable in meeting a
consumer need (ECR Report, FMI, 1995).

CM involves both front-end activities to enhanctegary demand and back-door
activities to improve supply management and loggstioordination with vendors.

The areas of innovation arising from the CM candeatified as follows:

- Criteria for product display in stores.

- Manufacturer's sales organization (roles and priodpecialization of key
accounts).

- Organization for the buying activities of retailensd levels of responsibility;
need for coordination between sales and buyingites for retailers.

- Analysis criteria of the role and viability of tipeoduct categories.

- Relationship between trade marketing and retailagketing; and

- VMCM, as a process innovation of the VMI conceptated to the ECR (see
Section 4.1).

A further area for potential relational innovationmarketing channels is that of
private label productgB.4). Retailers are using their store brands aseans of
differentiation, helping to drive store traffic amdcrease loyalty due to unique
identification with the store. Moreover, store ltarnallow the retailer to better
meet the needs of a growing value-conscious segofienistomers.

Innovation linked to private label products leadsat redefinition of the roles
between manufacturers and retailers (Kumar, Steepk&2007), with the latter
who appropriate activities of brand policies, praoimaal activities, and, in some
cases, even the research and development of nedugiso Consequently, a
potential loss of all marketing functions of theogwcer, and sometimes of
upstream activities, e.g., design and sourcingeagg More recently, private label
assortments are expanding over the traditional fatdgories, involving several
non food categories, e.g., underwear, batteriesy iols, small household
appliances and pharmaceuticals.

Again, according to the relational perspectiveyrdhter innovation field is that of
Corporate Social Responsibilitf CSR) (B.5) and all its related policies,
particularly those relating to the management bicat products and those related
to the monitoring/tracking of supply chains. CSR as enlarged concept of
responsibility, depending on a general evolution "edlues’ linked to the
relationship between a business organization andnvironment. For companies,
this means responsibility to consumers, versus @hats shareholders, with the
latter related to the maximization of profit andets. The increasing consumers’
sensitiveness to the concept of sustainabilitydm®uraged innovative retailers to
adopt a CSR for managing their assortments. Marentéy, the boundaries of the
classic concept of business ethics have enlargeirieg the wider realm of
sustainable development. Indeed, the expressiostaisiable development’
synthesizes the three dimensions of the problene: shfeguarding of the
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environment, the respect for human rights, anddireess in the redistribution of
value among all subjects of the supply chain.

A last area in which relational innovation can leveloped relates toustomer
care initiatives(B.6), i.e., all activities aimed at strengthenthg relationship with
the end user based on information obtained throGgistomer Relationship
Management (CRM) processes. The CRM process inraleling context is
associated to the use of loyalty cards, that altbes retailer to obtain a great
number of information from its customers. The teatbgy of loyalty cards allows
retailers to transform cold data on consumer behmawto warm and ‘learning’
relationships (Pine, Peppers, Rogers 1995) andcustomer loyalty, founded on
mutual understanding and trust (Mauri, 2003).

Loyalty programs, which represent tools for imprayrelationships and the share
of wallet (SOWY}, offer integrated systems of marketing actions andnomic,
psychological, and sociological rewards.

For the various innovations seen up until now, reigg relational aspects, the
application field is the one of consumer goods, iaral marked prevalence grocery
goods. The only exception is CRM that can expressfiin industrial goods as
well. The first two points (buying process of rédes and trade marketing) are
above all developed in the relationships betweeanbl members, even though
the connection with the end-consumer emerges whaa dharing and joint
promotional/communication activities extend to bimeindaries of the relationship.

CM, private labels products and CSR, representldi@f cooperation between
channel partners, whose effects are towards thecemsumer. The last point —
customer care — is more clearly centred on theceistbmer, with the retailer as the
protagonist, in case of consumer goods, or evenptbducer, in the case of
industrial goods.

5. Retail Change and Channel Structure

According to thestructural perspectivéC), innovation in marketing channels
refers to the changes in channel structure, talévelopment of new channels and
to the consequent process of disintermediatiomtezgmediation or multi-channel
development.

The analysis can be accomplished on the distindietween innovation that is
manufacturer led (C.1) and innovation due to therimal mechanisms inside the
distribution sector (C.2).

The innovation undertaken by the manufacturégsl1) primarily addresses the
research of solutions that can:

- Protect or improve the brand, through a greatetrobwof the distribution
that can assure a coherent use of marketing pelati¢he retail level (price,
communication, promotions, store image and layas, well as visual
merchandising).

- Reinforce the relation with the end-customer, eteough service policies.

- Reach a higher profitability through the internation of downstream
activities in the value chain; and
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- Shorten the channel through a reduction in thenmeliation levels.

The main innovations of manufacturers in the stmectof marketing channels
have occurred at the retail level. They may beedltofranchising(Gillis, Combs,
2009), mainly at international level (Szulanski,nsken, 2008); Multilevel
Marketing Systems(MVM) (Johnston, Ferrell, Darmon, 2007)multilevel
franchising (Emerson, 2009) that combines both traditiondirithstion and direct
selling techniquesmanufacturer-owned retail storg$Vang, Bell, Padmanabhan,
2009); factory outlets (Bray, Berger, 2008); anghop up stores also named
‘guerrilla stores’ (Niehnet al, 2007).

The latter aredemporary storesthat represent the latest expression of innogativ
solutions adopted by brand manufacturers, as aex@ariential marketing format
intended to engage consumers. Pop-up retail entadation of a marketing
environment focused on promoting a brand or prodinet available for a short
time period, and generally in smaller venues tbater more face-to-face dialogue
with brand representatives, which is a top facttyaeting people to the experience
(Gordon, 2004). Moreover, pop-up retail is applleabeyond traditional retail
environments or in businesses associated withiogeadtail environments, such as
apparel retailers or restaurants (Shanahan, 2B@pyup retail may be event-driven
and mobile, and generally depends on guerrilla etar§ techniques (e.g., word-
of-mouth) instead of mass media campaigns to draaple (Trend Watching,
2006).

Following a structural perspectives;commerce- analyzed in Paragraph 4.2 as an
innovation in the relations with the end-customecan be included among the
innovations that can bring about the birth of ndarmels. The emergence of new
e-commerce related channels represents a mattaultitchannelling, rather than
that of disintermediation, as will be discussedrat this section.

The innovation in the structure of marketing chasiribat originatesvithin the
retailing sector(C.2) can be considered as part of its continuhiasging process.
Since the first contributions by which McNair (1958nd Hollander (1960)
developed the Wheel of Retailing theory of retébicge, many other reviews of
such theory (Martenson, 1981; Brown, 1988; Levy,it?ye2001; McGoldrick,
2002) and other theories have been developed ier dod describe and explain
retail change; e.g., Retail Accordion (Hollande®68); General-Specific-General
Cycle (Gist, 1968), Retail Life Cycle (Davidsoet al, 1976), Dialectical
Perspective (Gist, 1968); theories based on bictdgmetaphors (Dreesmann,
1968); theories based on open systems perspedliakifi, Duncan, 1981; Roth,
Klein, 1993) and the concept of the Big Middle (et al, 2005).

Today, researchers are claiming that the boundaeéseen new retail formats
are becoming increasingly blurred (e.g., McGoldr2802).

The retailing based innovation in marketing chasnedn also be seen as a
‘product innovation’ of the retail offer. The produinnovation in retailing is
intended both in the perspective of the rising@kmistributive format/concepts of
retail stores, and in the perspective of a contiisuevolution of the commercial
offer through: the marketing levers (assortmentepmpromotions, merchandising,
etc.); the environment and all soft attributesetil stores (visual merchandising,
the architecture of retail stores, layouts, equipinetc.); the relations with the end-
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customers (fidelity cards, micromarketing, and tmene marketing); and the offer
of services that lie outside the traditional contpet boundaries (catering,
entertainment, cultural services, etc.) (Casta2@01).

Both in the case of structural innovation developgdmanufacturers, and that
developed inside the retail sector, the arisingnefv channels leads to the
phenomenon omulti-channelling especially with e-commerce, that enables the
integration of online sales into a portfolio of rmple alternative distribution
channels (Agatet al, 2008).

For manufacturers, major marketing-related concermsulti-channeling include
cannibalization and channel conflicts (Webb, 2002)th an increase of the
number of channels carrying the product, the séégsred from each channel are
reduced making it difficult for a firm to recovetsicosts. Conflicts may arise
between different divisions that manage a compadifsrent channels, but even
more so between different supply chain members,ef@mple a manufacturer
competing with its own resellers through a custerdeect Internet channel (Tsay
et al, 2004).

Consequently, managing the overall portfolio, rattkan individual channels, is
key in multichanneling and a multi-channel stratg@g®osenbloom, 2007) is
necessary. It is important for vendors to managstoctoer interactions across
different channels using a common set of inforrmatiand processes, and
leveraging information learned on any channel wvigle better services or more
targeted offers on other channels. From an op&stroanagement perspective,
economies of scale from the integration of multipkennels need to be weighed
against specific requirements of each individuarctel. Thus, companies need to
make trade-offs when deciding which processes tiegrate across channels and
which processes to separate (Gulati, Garino, 2000).

6. Conclusionsand Emerging I ssues

The analysis conducted in this study was aimedoatributing to a vision of
innovation in marketing channels, which was nottith to a few specific aspects
of innovation or to the single stages of the chgnaed which considered the
channel as a whole. The need of this vision comms the fact that actually most
of innovations in marketing channels occur in iattion activities, with effects
that can only be assessed with a comprehensivpamnge. Indeed, manufacturers,
wholesalers, retailers or even customers have becnaneasingly problematic to
be analyzed as separate categories. The role aferst and their counterparts
seems to have changed when it comes to activikesdesign of products, price
setting, purchasing and manufacturing. Privatelsalmmline marketplaces and the
organizing of multiples are three aspects where risles of manufacturers,
wholesalers, retailers and consumers are becomang biurred.

The classification suggested in this work, follogvithree different perspectives —
a technological one, a relational one, and a stratbne — represents a reference
point for studying, in depth, at an empirical levidle innovation processes that
arise from the interaction between channel memhbadsin relation to the end-
customer.
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Some aspects that need further study have emaadliis work.
A first issue has to do with the analysis of théofeing innovation drivers:

- Changes in the final demand and corresponding remglsiexpectations that
could be faced with innovation in distribution/étervices and formats.

- Development of technology that offers new oppottasifor companies to
introduce innovations, both in the offer of distiiion services, and in the
channel relations or in the relations with the endsumer.

- Horizontal competitive mechanisms — both betweemufacturers and
between retailers — as well as vertical competithechanisms, that lead to
new organizational and structural solutions in retirlg channels.

The second issue that requires a more thorouglysasat that regarding the
necessity to accomplish a conceptual framework eciimg the elements that
affect innovation to their consequences in chamekitions and in the relations
with the end-customers. This framework should beebiged in the distinction
between consumer goods and industrial goods. Asmérged in the recent
literature (Ganesa, Gorge, Jap, 2009; Rosenblood®,7)2 multi-channelling
represents a common and transversal theme in itinovdynamics together with
that of the implications that the Internet and esoterce development constantly
produce.

A final aspect that needs to be further clarifiedards the time horizon that
should be taken as a reference for innovation arglyhe problem does not arise
in the analysis of what happened, but to that chtwihill happen. Fast developing
technologies are opening new views to great chamgesgards to the habits and
modality of consumption, of purchasing activitiesf, the interaction between
companies, and of time management. These chandkesegiiire companies to
search for new organizational models, new manageofechannel relationships,
as well as new models of communication.

In the face of all this, there is the problem cfadiminating between a medium
period viewpoint, assuming the current state of thehnology ‘with existing
plants,” and a long-term period viewpoint, with yenore advanced technologies.
This difference, with most companies that are ofteked to a short-middle term
perspective, is of particular importance for adsirgg strategic choices, both of
manufacturers and retailers.
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Notes

! The ECR was founded in 1987 in the United Stateshe initiative of Procter & Gamble and
Wal-Mart. The ECR project has spread into the riedade, even in European markets, where
national ECR associations have been establishedltwidn key elements of ECR projects ere aimed,
firstly, at ensuring the flow of goods without dtobreakings, and secondly, at regulating the
information flow between actors within the chantiefough communication systems, such as
Electronic Data Interchange (EDI) and new Intebeted information technologies.

2 Cross-docking is the practice of unloading materieom an incoming semi-trailer truck or rail
car, and loading these materials directly into outidl trucks, trailers, or rail cars, with little po
storage in between. Cross-docking can be manageardicg to the logic of the multi-vendor
platform (platform common to several manufacturersinulti-retailer (platform common to several
retailers).

% E-marketplaces may take different connotationgedding on the types of users and how their
interactions work. An e-marketpalce is called waitiwhen transactions are related to a specific
sector or market segment. It is called horizontait iaccounts for different industrial sectors.
Regarding the selection process of participantg-ararketplace is called public if it is open tb al
companies wishing to buy or sell online, whereais italled closed or selective, when restrictive
criteria are set for access.

* Most grocery shoppers have a primary or focalestorwhich they make a large share of their
purchases, but the extent to which other storesuaes routinely, and consequently the share
devoted to the focal store, varies across consurrethis context, customer SOW corresponds to
the share of category expenditures spent on pusshasa certain store, which integrates both choice
behaviour and transaction values during a spetifie period into a single measure of customer
share. For retailers, SOW is of great significarmxause they need to know how shoppers divide
their purchases across competing stores and hgveémeincrease their share of total expenditures.
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