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|nnovation in Marketing Channels

Fabio Musso

1. Marketing Channels. An Evolutionary Overview

Innovation in marketing channels is a theme that lieen treated in reference
to specific areas of innovation or to single catexgof subjects within channels.
Fewer studies have been conducted with a perspesferring to the channel as
a whole. Major contributions have focused on intiovain retailing as ‘product
innovation’ for distribution companies (Dawson, 20@upuis, 2000; Castaldo,
2001), or as innovation in the supply chain. Irstbase, primary attention has
been placed on technological issues, particuladgé relating to information and
communication technologies (ICT), and the implieas that these technologies
may entail for marketing channels (Kiet al, 2006; Hausman, Stockb, 2003).
The few contributions that have focused on thererthannel (Gundlacét al,
2006), have highlighted the single specific aspestch as the effects of
innovation on the relationship dynamics betweennobkl members (Gupta,
Loulou, 1998), and the influence of the instituagreconomic, social and cultural
context on innovation in international channelsli@et al, 2004). Hence, in the
existing literature, a vision that does not fulhagp the continuity of relationships
between upstream and downstream value chains fgekarthermore, there is a
lack of analysis on the way in which innovation cafflect the very role of
marketing channels, as a liaison between produsistems and end-markets.

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

The analysis aims to provide a conceptual framevarkhe basis of which
future investigations and insights can be condudted¢apture the extent and
effects of the changes that occur, as a resultrmviation.

According to the Smith-Stigler paradigm, marketangd distribution channels
were originally studied in reference to models dase the market structure,
competition and the type of specialisation of theeriacting subjects (Mallen,
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1973). This paradigm also justified the existent&ade intermediates with their
capability to generate economies of specialisation.

Tied to microeconomics principles, the institutibnzerspective (Bucklin,
1966) focused on channel actors as a sequencestabitons that carry out the
transfer of goods from the producer to the endecust. In turn, they activate
various types of flows. Similar to the institutidnapproach, the functional
approach has analyzed marketing channels on the dfathe roles carried out by
their members (Alderson, 1957).

Marketing channels have also been defined as \&riarketing Systems
(VMS) (McCammon, 1970), in the cases where a canatohg leader emerges.

All traditional perspectives have assumed that s&etmg channel or a VMS
can be seen as a vertically integrated, uni-lis¢rarcture linking the retailer with
the manufacturer through a series of intermedidmgl@salers. This is no longer
an appropriate conceptualisation for the structdrdistribution channels in the
highly developed retailing systems of Western coest In these systems, power
relations between agents in the channel have hewtamentally changed by the
actions of the manufacturers and large retailerextending, through vertical
integration, the scope of their activities, pariacly at the expense of wholesaler
intermediaries (Dawson, 1979). The distributionroted has also been changed
upon by the horizontal incorporation of additiorators (e.g., buying groups)
who are not always engaged in the physical digiobuof goods. For the small
multiple retailer and the single-site independefranchise organisations,
voluntary groups and trade associations have bedonreasingly prominent
agents within 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 channelsh wisintermediation or
reintermediation, multichanneling and new rolestggdeations that are emerging
as new issues. Moreover, the increasing searatifiorency and speed in vertical
relationships, is leading to a convergence of patyges for those channel related
activities like supply chain management, logiséesl purchasing (Gundlactt
al., 2006).

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

2. Driversof Innovation in Marketing Channels

Referring to marketing channels, the concept obuation must be viewed in
the context of a double layer through which it egses itself. On the one hand, it
must be seen as a strategic activity for both imgisand distribution firms to
acquire a competitive advantage along the disiohuthannel. On the other
hand, it should be seen as a changing processeoédbnomic function of the
distribution systems. Following this changing pres;enew forms of distribution
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emerge, offering new services to the existing omesboth cases, innovation
comes from the choices of firms along the charmwbich increasingly involve
their partners, upstream and downstream of the arktwhey belong to. This
originates innovations increasingly focused onweical network, more than on
the individual firms.

In recent years, the innovation processes in magkehannels have occurred
with high intensity and speed, especially followitlge changes spurred by
technology that allowed the adoption of more efinti organizational solutions.
As a consequence, an increased competitivenesal fimms in the channel has
emerged. Another factor which has greatly stimalatenovative processes in
marketing channels was the process of modernizatidhe retail sector that in
recent decades has progressively strengthenedrainthed the role of retailers.
Even the social changes and new behavioural pattdrthe final demand, have
stimulated innovations designed to accommodate n&lues concerning
consumer goods and their distribution systems ,(etgceability and the
compliance with social, ecological and ethical esluin the manufacturing
processes).

These influencing factors have been active in dectrof strong emphasis on
competitive dynamics, both at the horizontal le(l@tween manufacturers and
between retailers) and the vertical level. Suchadyins have occurred with the
development of private label products, the emergeariaetailing marketing, the
increasing downstream integration by manufactuferg., manufacturer-owned
retail stores and factory outlets) and, converdhly,upstream integration of the
retailers’ supply chain.

The stimulus to innovation in distribution channbbs been distinguished as
technology based, with reference to the opporemibffered by innovation in
information and communication technologies (ICTd anarket-based (Castaldo,
2001; Cardinali, 2005). Market based factors mayturn, be distinguished in
demand-based factors, related to changes in thractkastics and behaviours of
customers that companies seek to comply with (Kanf®&carborough, Forsythe,
2009), and competition based factors, with specéierence to a differentiation
and quick response to the final demand change®agpipr Often times, this logic
is based on the principles of time-based compatititum, Sim, 1996; Brondoni,
2005), emphasizing the value of the time variallepursuing a competitive
advantage, and planning marketing policies on aspsative referred to
competitors, in some cases more than to the fieadashd.

In the remainder of this work, innovation in maikgt channels will be
analyzed by taking into account all types of ch#maad subjects, not just those
at the retail distribution level, and will considall types of products. Distinct
considerations will be developed, where appropriaegween consumer goods,
on the one hand, and capital/industrial goods,henather. The analysis will be
carried out following three different perspectives:

A. Technological perspective: What are the fronts ethhological
innovation for the optimization of interactions amgocompanies and with
the final demand.

B. Relational perspective: Which innovation fields da developed on, in
regard to vertical relationships between firms marketing channel.
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C. Structural perspective: What new channel configongtmay occur.

The technological perspective (A) can be dividgd i#n area of innovation in
vertical relationships between firms and an areanobvation in relationships
with final demand, as follows:

A.l. 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
Replenishment, and 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 memtessarily represent an
innovation in themselves, but are fronts along wHioms can adopt innovative
solutions, as follows:

Retailers’ buying process.

Trade Marketing.

Category Management.

Private label products of retailers.

Corporate Social Responsibility and ethical assentis

Customer care initiatives (e.g.; Customer Relatgns
Management, loyalty schemes, etc.).

WIwWwwww
oOURWN R

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

C1. Innovation adopted by manufacturers: franchisingultiravel
marketing systems, multilevel franchising, manufeet-owned
retail stores, factory outlets, pop up stores, mwoerce, multi-
channeling.

C2. Innovations emerging inside the retail sector: Re@hange
theories, multi-channeling.

3. The Technological Perspective of Innovation
3.1 Innovation in Vertical Relationships between Firms
Following thetechnological perspectivéA), the first innovation field in the

relationships between firms (A.1) is thattethnology based interaction tools
That is, all the techniques that allow, throughuke of ICT technology, to speed
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up vertical relationships and make them more effitiwithout interruptions and
with stock reduction. Information technology anteé®@mmunications — the main
technologies on which the inter and intra-firm mf@ation management process
has been built — actually represents the technodbgilatform of Supply Chain
Management (SCM).

In actuality, global SCM is becoming a strategigegbve for many companies.
In addition, the concept of SCM is becoming fulgcognized as a common
process to manage innovation and coordination amfongs’ networks. A
permanent body — the project consortium Efficieah€imer Response (ECR)
has been established for this purpose, after bemghe negotiating table for
several years, where manufacturers and retailenk W@ search for better
cooperation for more efficient supply chains. EGRisato develop the supply
chain as a whole and eliminate non value-addedtibms: The key elements of
ECR are efficient replenishment, efficient assorttneefficient product
introduction and efficient promotion. These are tieans with which to face the
major problems in retail stores, namely out-of-kfo@nd over-stocks (Kotzab,
1999).

There are three levels of cooperation that can dheeged in managing the
supply chain. The first level (A.1.1) refers kogistics with the objective of
improving the productivity of physical and inforrmat flows by improving the
transportation network, the logistics centres manamt, the non-compliance
managing processes, and by the establishment ofmaaration infrastructures
such a<lectronic Data InterchangéEDI).

In regards to logistics, some elements have rasalsechanging factors that go
beyond a simple technical optimization allowed Bye&lopments in information
and communication management. More specifically,ifoovative relationships
within the channel, characterized by the need foragr coordination and
integration, logistics can be seen as an interfzeteveen strategic and tactical
orientations that can sometimes be different orflmtimg among the channel
partners. To lower the cost of stock managemenmigllirey and transports, several
organizational solutions have been developed, aaedaking the logistic cycle
faster and without errors. These solutions can éeeldped via third party
operators or by the use of transit logistic faieiif according to the cross docking
technique.

The most recent fields in logistic innovation retjag monitoring systems for
material movements, both inside and outside theelarses, relate tRadio-
Frequency IdentificatiofRFID). RFID is the use of an object (typicallyawed
to as an RFID tag) applied to a product, or a pgekdor the purpose of
identification and tracking using radio waves.

RFID is also used in inventory systems, with retgvaotential reductions in
out-of-stocks (Hardgrave, Miles, Mitchell, 2009)th@r benefits of using RFID
include the reduction of labour costs, the simgdifion of business processes, and
the reduction of inventory inaccuracies.

The basic infrastructure for coordinating logispeocesses among channel
partners is the EDI that has been defined as ‘talieh permit the automatic
exchange of data between remote applicationsuatgins where these belong to
different organisations’ (Martinez, Polo-Redond602). The principal attraction
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that EDI has for companies in marketing channas In the large number of
references that are exchanged. For large retadersyell as wholesalers, EDI
means a big saving, because they work with a |laugeber of suppliers (and/or
customers) with a great quantity of references,ahithis means having to handle
a vast amount of documents of different types. Tikiswhy these are the
companies that have promoted the development of EHDIcommercial
distribution, in many cases forcing small-scalepigps to adopt this tool.

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

VMI is an operating model in which the supplier éakresponsibility for the
inventory of its customer. In a VMI-partnership teapplier makes the main
inventory replenishment decisions for the custombe supplier, which may be a
manufacturer, reseller or a distributor, monitdrs buyer’'s inventory levels and
makes supply decisions regarding order quantiigipping and timing (Waller et
al., 1999). In VMI, the supplier is able to smodlie peaks and valleys in the
flow of goods, and therefore to keep smaller bgffef capacity 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) imives ahigher degree of
integration with marked implications for marketing, both inetend-customer
analysis, and the establishment of certain poli¢eeg., category management,
promotions inside outlets, and shelf space manag@rtteough the adoption of
methodologies such &Sollaborative Planning Forecasting and Replenishimen
(CPFR) and/endor Managed Category Managemg@gniviCM).

CPFR is a methodology for the joint purchasing ng@ngent between retailers
and their suppliers. It consists of jointly makisales forecasts and procurement
schemes, and includes all activities that per@itné¢ management of assortments,
such as promotions and the introduction of new pctsl The CPFR encourages
the sharing of market information and collaboratiyganning for the
establishment and management of optimal assortmeénesCPFR is suitable for
those product categories that require a high lef/@romotional activity and that
are characterized by significant fluctuations imded.

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 catagerbecause the benefits of
outsourcing are most obvious: for a retailer, gxpensive to maintain knowledge
and skills to manage a minor product category, thedoutsourcing risk is at its
lowest in a non-core category (Kaipia, Tanskan@032

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

E-procurement covers a wide range of tools that snglar to the tools
involved in the use of Internet technology. It cevevery possible e-solution
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adopted, to improve the flexibility and speed af 8upply chain, especially the

inter and intra-company synchronization. Thereferqprocurement encompasses
all phases of back-end and front-end activitieat #re digitized and shared with

suppliers (Risso, 2009). E-sourcing is an evolubbre-procurement. It includes

all stages of the purchase made via the Internetuding the search for new

suppliers, their qualifications and certificatiam to the negotiation.

Tools for the management of e-procurement and eesmuare the electronic
marketplaces (e-marketplaces), i.e., electronidfqias facilitating activities
related to the transactions and interactions arfiomg”.

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

3.2 Innovation in Relationships with Final Demand

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

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

The benefits of POS technology are in the posgibilo better manage
inventory, by combining sales data with the amaamd cost of the purchases.
This enables the firm to analyze the profitabilaf individual products and
manage inventory more accurately and quickly. Meeepwith data on the rate of
rotation and the productivity of products, it issgible to optimize product
display in the store through the use of specifcgpmanagement software.

It has been several years since innovative techreso were being
experimented with to make checkout procedures rfastd more personnel time
saving. The adoption of self-scanning systems, whie currently the most used
trials in progress, seems to be only an intermedsdlution compared to
technologies based on radio frequency transmissidie spread of these
technologies, however, requires that manufactuepply RFID tags to all
individual products.

In addition to POS technologgynamic in-store pricingolicies (A.2.2) with
the use of electronic shelf label (ESL) systemslmmconducted. They may allow
price changes depending on time of day and levedssiomer traffic in the store.
An ESL system consists of a PC, local wireless camoation network and
electronic labels (small LCD screens). The systétains information from the
store scanner database, and broadcasts it to thké lsibels. The system
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continuously monitors the ESLs to ensure that they present and that they
display the correct information (Bergenhal 2008).

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

Related to POS-scanner technologies alectronic and mobile payment
systemgA.2.3), that are actually under transition. Théeasive use of credit and
debit cards for proximity purchases has alreadyahstnated the possibility of
considerably reducing the volume of cash-basedsa@ions. Mobile payments
are payments for goods, services, and bills wittoaile device (such as a mobile
phone, smart-phone, or personal digital assisRD®])) by taking advantage of
wireless and other communication technologies (Dexiglet al, 2008).

Several successful mobile payments systems haeadsirbeen launched in
order to enhance the convenience of micro-paynfent®cal daily expenditures
(Ondrus, Pigneur, 2006). These solutions have hmeércipally adopted by
various quick-service oriented industries such ablip transportation, toll
booths, gas stations, fast-food restaurants, retaitling machines 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 salds.sales are revitalizing their
innovative role, following technologies that maké tommunication interactive,
making it possible to make purchases directly tghothe TV.

The main innovation potential in distance sellihgwever, comes from online
sales, as part of e-commerce. Online shopping reraismall fraction of retail
sales despite the well-known benefits of electroomenmerce to consumers,
including lower prices (Brynjolfsson, Smith 2000yreater selection and
availability (Ghoseet al 2006), and greater convenience by eliminatingetra
costs and enabling purchases irrespective of gpbgréocation. There are many
reasons for consumers to slow adoption of onlingppimg habits: inspecting
nondigital products is often difficult, shippingrcéde slow and expensive, and
returning products can be challenging (Forman, @hGeldfarb, 2009). That is,
there appears to be a set of fixed disutility cagtduying online. These costs
vary across products and retailers, and in som&eatahave created significant
hurdles to the continued diffusion of electronicntoerce.

The last face of technological innovation in deglimith the final consumer is
that of Self-service technologig§SSTs), based on interacting technologies, like
vending machines and multimedia kiosks (A.2.5).Adibnsumers wanting quick
and convenient access to competitively priced petejuhe vending industry has
seen a great deal of growth over the last ten years

Vending machineare continually updating with the latest techn@sgas well
as the variety of products that are being sold. ©hdhe newest vending
innovations is telemetry. The advent of reliabl#oralable wireless technology
has made telemetry practical and provided the medhrough which cashless
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payments can be authenticated. Machines equippédt@lemetry can transmit
sales and inventory data to a route truck so tmatdriver knows exactly what
products to bring in for restocking. Or the data te transmitted to a remote
headquarters for use in scheduling a route stojgctieg component failure or
verifying collection information.

Responsive pricing policies (Courty, Pagliero, 2008vending machines are
also made possible by technology, e.g., in the a#ssoft drinks vending
machines that are programmed with pricing scherat vary prices based on
consumers' desire at that moment, depending ordeutmperature. New energy
technology is also making its way to vending maekim the form of hydrogen
fuel-cell machines that run off the grid.

Multimedia kioskssometimes described as interactive kiosks oripaacess
kiosks, are computer workstations that are desigogarovide public access to
digital information and e-transactions. Kiosk teslmgy supports public access
applications with a highly visible housing for therkstation, and interfaces that
are easy to use and often based on touch screens.

Kiosks are typically located in a store, or in @gbing centre or mall, or in
other public environments such as railway statiomstorway service stations and
airports. Yet, whilst web-based e-business has bleersubject of much media
and academic attention, kiosks are an unobtrusiktian to the landscape of
traditional retail outlets (Rowley, Slack, 2003n such applications, kiosks
represent an innovation in in-store communicatiod @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 sophisticatedkkican be used as the basis
for interaction with customers, part of a loyallypgramme, 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 colndver the ultimate stage (the
point-of-purchase decision) in the marketing cy®lerris, 1994).

4. Innovation in Channel Relationships

In reference to theelational perspectivef innovation in marketing channels
(B), innovation can occur in upstream activitiemiadcted by channel members,
or in their downstream activities, or in relatioipghwith end-customers. Unlike
in the previous section, that was focused on tlban@logical perspective of
innovation, in this section, a strategic/organmadl view is proposed. This
perspective provides the conceptual basis for thearer positioning of
innovations related to the technological perspectiv

In the case of upstream activities (B.1), the nfall of innovation in recent
years is that of thbuying strategy of large retailer3 his 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 @lssortment choices, by
following an active approach to the procurement kaiar According to this
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approach, inventory choices summarize the link betwthe downstream and
upstream markets, ensuring consistent positiorarigd retailer.

To respond to rapid changes in the final demandhéoshortening of the life
cycle of products, and to the increasing need girawving the efficiency of the
physical distribution of goods, retail buying adies have become more
dynamic, while also becoming the subject of orgatninal innovation. These
innovations concern the relationship with supplinsg require their involvement
(Gonzalez-Padron et al., 2008). Here, the supplmete and their importance
varies in relation to their product offerings (iarms of brands, originality,
uniqueness, innovation), to their size, to the llemfeconcentration within the
sector which they belong to, and to the value eirthrand (Musso, 1999). While
in the past the prevailing behaviour of retaileraswvio favour larger suppliers,
there are now new possibilities of relationships dmall and medium suppliers
(Grayson, Dodd, 2007). They can find additionalgpand play a complementary
role, based on dynamicity, variety, specializatiamg a greater responsiveness to
the logics of local sourcing, even at the inteinai level (Pepe, 2007).

In a mirror like position to the supply relatiormsie main field of innovation in
downstream relations iBrade Marketing TM) (B.2) (Dupuis, Tissier-Desbordes,
1996; Fornari, 1990 ). TM is aimed at identify etfge marketing tools facing a
retailing sector that is no longer fully controllegt the manufacturer. Even this
front, therefore, arises from the process of thelenoization of retailing. The
retailer, as an intermediary that is both a parthef marketing infrastructure for
the manufacturer (through which other marketinggaman be activated), and a
customer, becomes the object of the marketingainrgs, which must be
consistent with the policies that the manufactuaelopts towards the final
consumer, and with the buying strategies of thailestitself.

The TM brings to the development of innovationgha sales organization for
manufacturers, in the use of commercial and pramatitools toward retailers, in
the business intelligence processes where thehdiir becomes both the object
and partner of market analysis. The TM has preWoespressed its innovative
potential in the use of instruments addressed etékailer. More recently, the
analysis field focusing on the buying process stributors has been developed.
Indeed, as traditional marketing includes the stadythe consumer buying
behaviour, the TM analyzes retailers’ criteria &mlecting suppliers and their
buying strategies, organization and activities.

Related to the points stressed previously (therguyrocess of retailers and
TM) and to the assortment decisionsCistegory ManagemerfCM) (B.3). CM
is a retaill management initiative that aims at iowong a retailer's overall
performance in a product category through more dioated buying,
merchandising, and pricing of the brands in theegaty. CM involves the
distributor/supplier process of managing categoassstrategic business units,
producing enhanced business results ([Eaal, 2001). A category is defined as
a distinct manageable group of products that coessimerceive to be related
and/or substitutable in meeting a consumer need®(B€port, FMI, 1995).

CM involves both front-end activities to enhancéegary demand and back-
door activities to improve supply management argistacs coordination with
vendors.
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The areas of innovation arising from the CM candeatified as follows:

- Criteria for product display in stores.

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

- Organization for the buying activities of retailelsnd levels of
responsibility; need for coordination between saed buying activities
for retailers.

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

- Relationship between trade marketing and retaiiiagketing; and

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

A further area for potential relational innovatisnmarketing channels is that
of private label product¢B.4). Retailers are using their store brands agans
of differentiation, helping to drive store traffamd increase loyalty due to unique
identification with the store. Moreover, store damallow the retailer to better
meet the needs of a growing value-conscious segofienistomers.

Innovation linked to private label products leadsatredefinition of the roles
between manufacturers and retailers (Kumar, Steepk@007), with the latter
who appropriate activities of brand policies, praimoal activities, and, in some
cases, even the research and development of nesugiso Consequently, a
potential loss of all marketing functions of theogucer, and sometimes of
upstream activities, e.g., design and sourcingears More recently, private
label assortments are expanding over the tradititowd categories, involving
several non food categories, e.g., underwear, riegfe DIY tools, small
household appliances and pharmaceuticals.

Again, according to the relational perspectiveyrhier innovation field is that
of Corporate Social ResponsibilitfCSR) (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. CSRais enlarged concept of
responsibility, depending on a general evolution ‘wdlues’ linked to the
relationship between a business organization anenwironment. For companies,
this means responsibility to consumers, versus dhds shareholders, with the
latter related to the maximization of profit andeis. The increasing consumers’
sensitiveness to the concept of sustainability dresuraged innovative retailers
to adopt a CSR for managing their assortments. Mezently, the boundaries of
the classic concept of business ethics have enlarygering the wider realm of
sustainable development. Indeed, the expressiostaisiable development’
synthesizes the three dimensions of the problera: gshfeguarding of the
environment, the respect for human rights, andahaess in the redistribution of
value among all subjects of the supply chain.

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

Loyalty programs, which represent tools for imprayirelationships and the
share of wallet (SOW) offer integrated systems of marketing actions and
economic, psychological, and sociological rewards.

For the various innovations seen up until now, réiga relational aspects, the
application field is the one of consumer goods, andh marked prevalence
grocery goods. The only exception is CRM that capress itself in industrial
goods as well. The first two points (buying processretailers and trade
marketing) are above all developed in the relali@s between channel
members, even though the connection with the endwrner emerges when data
sharing and joint promotional/communication ackestextend to the boundaries
of the relationship.

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

5. Retail Change and Channel Structure

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

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

Theinnovation undertaken by the manufactur@@sl) primarily addresses the
research of solutions that can:

- Protect or improve the brand, through a greatetrobof the distribution
that can assure a coherent use of marketing pelaiethe retail level
(price, communication, promotions, store image &but, as well as
visual merchandising).

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

- Reach a higher profitability through the internation of downstream
activities in the value chain; and

- Shorten the channel through a reduction in thenmédiation levels.

The main innovations of manufacturers in the stmecof marketing channels
have occurred at the retail level. They may betedlao franchising (Gillis,
Combs, 2009), mainly at international level (SzakanJensen, 2008Multilevel
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Marketing SystemsgMVM) (Johnston, Ferrell, Darmon, 2007)nultilevel
franchising(Emerson, 2009) that combines both traditionatithigtion and direct
selling techniquesnanufacturer-owned retail stor¢8/ang, Bell, Padmanabhan,
2009); factory outlets(Bray, Berger, 2008); angop up storesalso named
‘guerrilla stores’ (Niehnet al, 2007).

The latter aretemporary stores that represent the latest expression of
innovative solutions adopted by brand manufacturass a new experiential
marketing format intended to engage consumers.upogtail entails creation of
a marketing environment focused on promoting ad@mproduct line, available
for a short time period, and generally in smallenwes that foster more face-to-
face dialogue with brand representatives, whichtisp factor attracting people to
the experience (Gordon, 2004). Moreover, pop-upilrés applicable beyond
traditional retail environments or in businessesoamted with creating retail
environments, such as apparel retailers or resi@mi(&hanahan, 2005). Pop-up
retail may be event-driven and mobile, and generdiépends on guerrilla
marketing techniques (e.g., word-of-mouth) instefidnass media campaigns to
draw people (Trend Watching, 2006).

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

The innovation in the structure of marketing chasitieat originatesvithin the
retailing sector (C.2) can be considered as part of its continuchisnging
process. Since the first contributions by which MaN(1958) and Hollander
(1960) developed the Wheel of Retailing theory etiail change, many other
reviews of such theory (Martenson, 1981; Brown, 8&9Bevy, Weitz, 2001;
McGoldrick, 2002) and other theories have been logee in order to describe
and explain retail change; e.g., Retail Accordidtollander, 1966); General-
Specific-General Cycle (Gist, 1968), Retail Life dlzy (Davidsonet al, 1976),
Dialectical Perspective (Gist, 1968); theories dasa biological metaphors
(Dreesmann, 1968); theories based on open systarspqetive (Markin,
Duncan, 1981, Roth, Klein, 1993) and the concephefBig Middle (Levyet al,
2005).

Today, researchers are claiming that the boundhatseen new retail formats
are becoming increasingly blurred (e.g., McGoldr2&02).

The retailing based innovation in marketing chasrnen also be seen as a
‘product innovation’ of the retail offer. The praoztuinnovation in retailing is
intended both in the perspective of the rising @ivrdistributive format/concepts
of retalil stores, and in the perspective of a caatus evolution of the commercial
offer through: the marketing levers (assortment,icepr promotions,
merchandising, etc.); the environment and all atiftbutes of retail stores (visual
merchandising, the architecture of retail stor@youts, equipment, etc.); the
relations with the end-customers (fidelity cardécromarketing, and one to one
marketing); and the offer of services that lie @eésthe traditional competitive
boundaries (catering, entertainment, cultural sesjietc.) (Castaldo, 2001).
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Both in the case of structural innovation developgdnanufacturers, and that
developed inside the retail sector, the arisingneiv channels leads to the
phenomenon omulti-channelling especially with e-commerce, that enables the
integration of online sales into a portfolio of mmplle alternative distribution
channels (Agatet al, 2008).

For manufacturers, major marketing-related concamsmulti-channeling
include cannibalization and channel conflicts (Web802). With an increase of
the number of channels carrying the product, thessderived from each channel
are reduced making it difficult for a firm to re@its costs. Conflicts may arise
between different divisions that manage a compaaiijfsrent channels, but even
more so between different supply chain members.ef@mple a manufacturer
competing with its own resellers through a custentirect Internet channel
(Tsayet al, 2004).

Consequently, managing the overall portfolio, rattan individual channels,
is key in multichanneling and a multi-channel gt (Rosenbloom, 2007) is
necessary. It is important for vendors to manag&ocner interactions across
different channels using a common set of inforrmatend processes, and
leveraging information learned on any channel wvjgle better services or more
targeted offers on other channels. From an op@&stinanagement perspective,
economies of scale from the integration of multiph@nnels need to be weighed
against specific requirements of each individuarstel. Thus, companies need to
make trade-offs when deciding which processes tegrate across channels and
which processes to separate (Gulati, Garino, 2000).

6. Conclusions and Emerging I ssues

The analysis conducted in this study was aimedoatributing to a vision of
innovation in marketing channels, which was noitkaeh to a few specific aspects
of innovation or to the single stages of the chnaed 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 iat¢ion activities, with effects
that can only be assessed with a comprehensivepamige. Indeed,
manufacturers, wholesalers, retailers or even meste have become increasingly
problematic to be analyzed as separate categdiiesrole of retailers and their
counterparts seems to have changed when it comastitoties like design of
products, price setting, purchasing and manufawurPrivate labels, online
marketplaces and the organizing of multiples aregtaspects where the roles of
manufacturers, wholesalers, retailers and consuanersecoming more blurred.

The classification suggested in this work, follogvithree different perspectives
— a technological one, a relational one, and acsiral one — represents a
reference point for studying, in depth, at an erogirlevel, the innovation
processes that arise from the interaction betwbanrel members and in relation
to the end-customer.

Some aspects that need further study have ememyadtiis work.

A first issue has to do with the analysis of thikofeing innovation drivers:
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- Changes in the final demand and corresponding resudsiexpectations
that could be faced with innovation in distributiietail services and
formats.

- Development of technology that offers new oppottesifor companies to
introduce innovations, both in the offer of distriilon 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 arketing channels.

The second issue that requires a more thorouglysaasas$ that regarding the
necessity to accomplish a conceptual framework ecinmy the elements that
affect innovation to their consequences in chamaktions and in the relations
with the end-customers. This framework should beetiged in the distinction
between consumer goods and industrial goods. Asmiérged in the recent
literature (Ganesa, Gorge, Jap, 2009; Rosenblodd/)2 multi-channelling
represents a common and transversal theme in itinovdynamics together with
that of the implications that the Internet and esn@erce development constantly
produce.

A final aspect that needs to be further clarifiegards 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 cdtwtill happen. Fast developing
technologies are opening new views to great chamgesgards to the habits and
modality of consumption, of purchasing activitied, the interaction between
companies, and of time management. These chandieseqire companies to
search for new organizational models, new manageofezhannel 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 téxehnology ‘with existing
plants,” and a long-term period viewpoint, with yenore advanced technologies.
This difference, with most companies that are ofitgked to a short-middle term
perspective, is of particular importance for adsirgs 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 rietade, even in European markets, where
national ECR associations have been establishesl twW 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 channblfough communication systems, such as
Electronic Data Interchange (EDI) and new Intebreeted 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 outid trucks, trailers, or rail cars, with little no
storage in between. Cross-docking can be manageordiicg 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 wattwhen transactions are related to a specifimsec
or market segment. It is called horizontal if icagnts for different industrial sectors. Regarding
selection process of participants, an e-marketplacealled public if it is open to all companies
wishing to buy or sell online, whereas it is calddsed or selective, when restrictive criteria see
for access.

4 Most grocery shoppers have a primary or focalestorwhich they make a large share of their
purchases, but the extent to which other storesisad routinely, and consequently the share devoted
to the focal store, varies across consumers. ndbmtext, customer SOW corresponds to the share of
category expenditures spent on purchases at arcsettae, which integrates both choice behaviour
and transaction values during a specific time pefito a single measure of customer share. For
retailers, SOW is of great significance, becausey theed to know how shoppers divide their
purchases across competing stores and how thepcaase their share of total expenditures.
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