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Business-to-Consumer Multi-Channel
Distribution Policies: from Marketplace to
Market-Space Management

Emanuela Tesser

1. Introduction

The situation of structural oversupplgharacterizing many industries forces
businesses to face the challenges of global cotigyreaind search for ever more
sophisticated, diversified tools to reach their kets. The adoption of new digital
technologies is part of this context. They allow floe reaching of markets not
previously viable and add new communications arstridution channels to
markets already served.

The new communication technologies, Internet irtipalar, allow businesses
to achieve forms of virtual ubiquitythus creating new factors in the control of
market and competition spaces. These new toolsrgiené¢he transition from
marketplace to market-space, by eliminating physitistance® and allowing
access to products and services on a global sthis.leads to new forms of
competition which affect marketing operational todly establishing virtual
distribution networks alongside physical networksclick-and-mortar
distribution), for companies already present in tharket with physical stores
(onland distribution), and for pioneers of e-comoaefonline distribution).

The most recent trend is multi-channel managemantwhich several
distribution channels are used to access the saameeis, through various forms
of integration (at the level of communication, patian and distribution) or by
resorting to electronic channels to access matketisare far away or not yet
sufficiently profitable.

2. Click-and-Mortar Businesses

The term ‘click-and-mortar’ denotes an integratéstritbution system in which
traditional distribution elements (physical storesrehouses, stocks, information
systems for distribution cycle management) are aupg by tools made available
by the new telecommunication technologies (onlifeopping, information
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platforms for distribution management, partnershgsun ‘virtual’ warehouses).
The expression combines the words click (highlghtthe virtual aspect) and
mortar (highlighting the physical aspect), thushhghting the integration of
Internet-based (online) business and traditionaku) elemenfs

Click-and-mortar businesses are often the comloinatif a traditional retail
business (brick-and-mortar) and an online starbuginess. The former can count
on market experience, awareness-related assetsrand equity, while the latter
contributes knowledge and investments in innovatieehnology. ‘Click’
represents the online world: ‘dot.com’ and ‘e-taileusinesses characterized by
innovation, high turnover, potential for developrehone-to-one marketing, and
ability to reduce the structural and workforce sostat characterize brick-and-
mortar businesses to a minimum. ‘Mortar’ represémesoffline world: traditional
businesses recognizable by a retail POS sign, roestdoyalty, high physical
organisation costs, well defined distribution netwgy stores and distribution
centres or warehouses and customer-handling pesceBse concept of click-and-
mortar represents the ability to integrate the warlds (online and offline) and
create the ideal combinatin

3. The Integration of Online and Offline Distribution Channels: Benefits of
a Multi-Channel Approach

The opportunities generated by the Internet in slegi distribution policies
must be analysed, according to Simon, with refexetec two main aspects:
product characteristics (non-digital, digital ogitilizable) and the number of
customers (or transactiofis)t is indeed by combining the two aspects that a
better understanding of Internet-based distribugotential can be obtained. The
most beneficial situation is represented by digiatigitalizable goods that can
be the subject of a great number of transactiomsveF benefits should be
expected in the case of non-digitalizable prodweth a limited number of
customers.

Both the transaction volume and the number of ecusts present in the market
have a cumulative effect on the cost reductioneacble through Internet. The
success obtained from online sales of communicatfoducts and services (such
as software, music, etc.) derives from the speaifature of these goods.
Moreover, some types of services are also tradefitgdsly online due to their
characteristic intangibility. Among the most bengdi physical goods are those
for which transportation cost is small comparedtdtal cost, or goods not
requiring the use of the senses that Internet dasatisfy: touch, smell and taste.

Notwithstanding the problems related to conflictobfannels that can appear
when online distribution is introduced, and the gkmof relationships with
commercial partners who are threatened by thetifi@ttmiddlemen get replaced
by new technologies, click-and-mortar businessessi® represent a model that
allows for operation on the net without facing tiggical managerial problems of
Internet pure play businesses. Indeed the followierefits can be obtained:

- Company nameBusinesses already present in traditional martkate a

company customer awareness that can be used ovitimeut significant
additional investments, while start-up companiesstmemploy many
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resources in achieving a suitable level of awaren€ke trust placed in
well-established offline brands also allows constamé overcome
natural suspicion toward the Internet.

- Customer baseStart-up businesses, besides having to build fathe
business from scratch, do not have a customer laase¢he contrary, a
business that has been established for some tiro#h@r channels allows
click-and-mortar companies to target communicataord promotional
activities at its customers. Indeed it is much exat obtain a response
from customers who have already had a positivelfase experience and
hence a certain degree of trust in the companytanutoducts.

- Knowledge of demandAn online distribution channel has specific
peculiarities in its approach to customers. Howgebeisinesses already
operating in other channels possess informationitaibe preferences and
habits of their customers that allow the businegs doncentrate on the
true needs of consumers and avoid bad choices astkevresources.

- Profitability. Start-up companies are often influenced by thedniee
quickly reach high levels of profitability and thpsoduce a return on the
capital invested. Click-and-mortar companies, or ttontrary, can
tolerate periods of sales below the break-eventmwirthe online channel,
since they can count on profits coming from thelitranal business. A
series of implications on management costs shoelthken into account
for click-and-mortar companies, in particular rethtto: transportatidn
delivery of good¥ warehouse manageméntarrying out orders and
information-related activitié$ management of the retuths

- Well-established infrastructures and distributiasgistics The delivery
cost of digital or digitalizable goods is extremstyall, while the delivery
of physical goods implies a higher cost exasperate@xpectations of
ever-shorter delivery times by consumers. DelivBom the physical
store closest to the customer could representdisa distribution centre,
and also the place where the product can be returne

- Reaching markets not yet served or complementingxasting market
offering. For companies not provided with their own physitiagtribution
network, it might not be considered beneficial fen points of sale in
markets in which the necessary investments andellated cost are not
compensated by adequate sales projections. That@bte activate an
online presence allows for the overcoming of spatia temporal barriers
through forms of virtual ubiquity and reaching putal customers
worldwide at any time, at a limited cost. In masketready served, it
becomes possible to supplement what is offeredxiparading the range
of products (for example, low turn-over productspsoducts not often
requested by customers), or time availability (fxample seasonal
products, that might not be available at certaimgsoof sale).

The introduction of changes in the distribution teys presents many
difficulties, deriving from the presence of a weditablished organisation, tested
over time and characterized by situations of elmilim within the company,
with external commercial partners and institutiohlé innovations tend to disrupt
such equilibrium, thus generating problems that tmbe given -careful
consideration. When Internet is the newly activatiednnel these include:
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- Distribution costs related to multiple channelsew companies are in a
position to replace all other sales channels wititerhet, thus
revolutionizing the distribution organisation. UHya the net is
introduced instead as an additional channel, comghging the existing
ones. The use of technology has the potential Beokefeducing costs,
even if it initially implies an increase in the oesces employed, and
produces benefits only in the medium to long te@ost containment can
be achieved by using the net to sell new produntissgrvices, for which
no established sale processes exist. The useayhéttbased distribution
channels would thus be justified by the progressiogerage of new
markets, and a possible change to the existingna@g@on could be
delayed into the future, when suitable financialikiorium conditions
have been reached.

- Different channel marginsA multi-channel distribution strategy usually
requires the adoption of different sales pricese Tieeds expressed by
markets can differ depending on the modes in whpobducts and/or
services are made available to purchasers. Vareasons can suggest
decreasing the price of products sold through tetebased distribution
channels. The development and success of Inteassteb electronic
commerce is restrained by the prudent and featfilldes held by the
demand, as is often the case for new technologies.abandonment of
well-tested distribution systems must be motivatey immediately
verifiable benefits. A price cut is the simplestywi@ overcome many
fears. On the other hand, a reduction in salegprimes not necessarily
have a negative influence on the total net incositege the costs related
to the Internet-based selling channel can be sugmftly lower than
traditional distribution channels costs. The impaicsuch a development
leads to a change in the whole cost structure iandustry, with effects
to all distribution channels. A typical exampleAimazon.con.

- Establishment of channels with hybrid featurése use of Internet in
distribution produces competitive advantages easilylemented by the
various parties, with limited investment, thus wafilog for the expansion
of businesses into functions and services prewotlsd exclusive domain
of other types of commercial intermediaries. Foaragle, a retailer can
continue its traditional sales activity, and at gane time add services
that were previously under the exclusive controlwdfolesale dealers
(such as making a larger selection of productslavi@ through an
Internet site). In the same way a wholesale deedar continue its
business while complementing it with online retsdlles. This is made
possible by the fact that final purchasers canlyea#entify and contact
the dealer. Distribution intermediaries could alske up functions
previously belonging to manufacturers, such ascadand support on the
products sold.

o For example Ingram Micro, the largest wholesalalde in
technology products and services, allows its custsnio access
databases concerning the products it distributesjuding notes,
technical data, ett’. With this development Ingram Micro offers
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one of the largest and most up-to-date sourcesfofmation about
technology products.

Besides the potential for expanding the typical rabeeristics of specific
distribution channels, new organizations also h#we opportunity to enter
traditional channels and introduce service inn@rati

o For example, companies, such as Microsoft, inwble
software development and other activities relatedhie computer
industry are able to exploit their technical skilis penetrate the
distribution channel by providing a source of infation for
products traditionally far from their core busineddicrosoft thus
created a website from which potential customers cdtain
specific information about purchases of cars, fitiah products
and travel package$

- Channel fragmentatianChannel fragmentation derives from the inability
of companies to change their organizational strecund work processes
to respond to changes emerging from the introdoctb Internet. An
example of these difficulties is the inability tontegrate the
communication flow represented by e-mail into emigt processes
Instead of the establishment of a unified, integfatommunication
channel, fragmentation can ensue due to the ibabdf marketing
managers to coordinate their network business ety Lack of
coordination can be the source of significant peoid for a company’s
business. For example, prices left unchanged onrtenet site when
they instead have been modified offline can creaiefusion among
customers and substantially damage brand image.infteguction of a
new channel creates new channel managerpenibtlems, if existing
distribution channels have to be reconciled witle thew electronic
channel. The progressive replacement of traditiow#h electronic
channels can be assumed for digitalizable produdige for the products
for which pre- and post-sale services and logistios of importance,
situations of complementary coexistence shouldssaraed’.

o The typical example is Barnes and Noble, whictseho set up
a new division that was completely separated fromm physical
retail network. However, it lost more than it gashdor example in
the opportunity to promote the barnesandnoble.cot@ & its
stores.

Every company must adopt a specific click-and-nrostaategy related to its
own market by taking the existing competitive diiia into account and
identifying aspects to be integrated and ones toldfie separated. At the
operational level, integration should be based hmn dtrengths of the existing
distribution network. In particular, integrationrcallow for lower costs or the
establishment of sites that are richer in inforomtior become a competitive
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advantage over pure-play competitors. Separatiomwsala company to establish
systems with fewer limitations and develop sopbtatéd specific tools.

4. The Limits of Multi-Channel Strategies: the Dangr of Conflict

In many industries, some companies have recogriime@otential for Internet-
based development, while others respond to the ebtiwme threats posed by
start-up companié§ Companies that have started e-commerce projacss take
care while running multiple channels to anticipated eliminate any possible
conflict between existing channels and new oneateceonliné. It is not easy to
identify suitable solutions, especially becaus¢heflack of well-tested and easily
imitated examples. Among the solutions that havenh@oposed, the one by the
consulting firm Arthur D. Little calls for three scessive stages in the
introduction of e-commerce:

- Assessment of the existing channelgith attention focused on the
relationships established with commercial partnershrough them, with
customers.

- Identificationof potential conflictdbetween channels.

- Design of new online channels while trying to minimizgossible
conflicts.

Assessing the Existing Channels

One of the most important differences between ti@thl companies and so-
called Internet based companies is that the laibenot have other distribution
channels and therefore are not subject to comflittt existing channels. Instead,
companies that do have traditional distributionrofeds must try to minimize
potential conflict with the pre-existing distriboii network. Following Michael
Porter's analysis of the ‘five forces’ of the market, the assessmehtthe
channels already activated can be performed byblestang: which types of
channels are already activated, which one is tha of@nnel, which products or
services are distributed by each channel, whicmmobla serve the same market
and which ones have their own target market, wioicls are partner channels
and at what level it is possible to control them.

Identifying Potential Conflicts between Channels

In the second stage a company examines the pdteatiflicts deriving from
the creation of new online channels and distingagshetween internal and
external conflicts. Internal conflicts manifest hgelves between two or more
channels dedicated to the same market. Externdlicdsnnvolve third parties.
Direct channels are almost exclusively subjechternal conflicts, while indirect
channels manifest both internal and external occisfli

Internal Conflicts
Four types of internal conflict can be identifiedten cross-correlated.
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1. Cannibalisation between channelhe creation of a new distribution
channel almost inevitably leads to the redistributof the total sales
volume among the different channels, automaticgllying rise to the
cannibalisation of existing channels by the newtynfed ones. In
organizations with an orientation toward channelther than toward
customers, friction amongst the different channelnagers emerges.
Incentives are usually tied to the volume movedoulgh the sales
channel. Therefore each channel tends to maxirtszales volume, even
if this damages the other channels. The dangeamfibalisation does not
only involve Internet, but becomes more evident nvaenew channel is
activated’.

2. Under-utilization of property Traditional sales channels need various
kinds of physical structures: warehouses, bran@ibhesf call centres, etc.
The optimisation of the number, size and use adehesources is crucial
since they generate a high proportion of total camypcosts. Therefore, if
a sizable fraction of the manufactured volume werbke transferred onto
the online channels, the cost structure would kenghld, with possible
significant negative effects on corporate income.

o This is the case of Barclays Bahka leading bank in the
United Kingdom. Following the success of banksriofje their
services online, Barclays decided to close aboQtaflts branches
all over the United Kingdom. Through the concemtratof the
business on the Internet, the remaining branchesesent a fixed
cost for physical structures that is actually superus, thus
negatively influencing corporate profitability.

3. Price conflicts Online prices tend to be substantially lower th@mother
channels, since the former — usually referred teriet basedompanies
- benefit from lower primary costs and have lowargns than what is
considered acceptable by traditional companies. gaomes operating
with a multi-channel system are the first to fales fproblem: to remain
competitive online they must accept the prices isagb by online
competitors. This policy, however, also influengeges through other
channels. Customers can hardly accept differerdeprifor the same
product sold by different channels. Therefore, ¢benpany is forced to
adjust the prices for all channels. However, a qyoliof price
differentiation, when planned, can be an excellemdl to transfer
customers from traditional and more costly chantetnline channels.

o Charles Schwab, a multi-national financial firmsed this
technique by fixing the online fee for the saleapartments at
$29.95, while the offline fee was $60. This poli@s designed to
motivate customers who usually closed contractpligne or by
showing up at the various branches in person, te ldernet
instead. Saving $30.05 on fees turned out to beexatellent
incentive to try the new form of selling.
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4. Unsynchronised channeltlsing a brand in the dot.com version of the
company without any ties to the ‘traditional’ comgacan undermine
success in the online channel. Indeed, customerd te perceive the
company as a whole, independently of the distrdyuthannels: they just
choose the most advantageous one, without consgdére potential that
they could be run by independently managed compafire the contrary,
they expect a certain degree of integration betwkeronline and offline
channels.

o Barnes and Noble, the largest bookstore chainhm Wnited
Kingdom, and barnesandnoble.com offer an exceksaimple of
unsynchronised channéis Even if Barnes and Noble owns only
40% of barnesandnoble.com, customers generallyretius fact
and believe that the company is the same. Therefaay
barnesandnoble.com customers are confused whendhéye that
they cannot return a book bought online at a BaaneiNoble store,
or use a coupon acquired through the Internet techase a book
in a traditional store.

A clear separation between the online channel ahdrachannels can
also create problems in the management of infoomatibtained from
customers. One of the main advantages of the usktefnet in e-

commerce is the ability to obtain a wide range mibrimation from

visitors to the site and purchasers that is uskfulthe more targeted
management of promotions and communications. Tleation of an

online channel operating completely independeniynf the traditional
business prevents the full exploitation of oppoitias offered by the new
technologies.

External Conflict

Three main sources of external conflict can betifled:

1. Establishment of a direct sale channel by manufactuManufacturers
using indirect channels to reach markets can, usimernet, supplant
intermediaries. The setup of a direct sales chamoeld hence be
opposed by indirect sale organisations. These caoiahgartners could
actually abandon the company and switch to the etitigm, thus
determining sizable negative effects for the bussnas a whole. In most
industries, most sales are still made through ticadil channels, and
therefore companies must decide whether to riskdosevenues and the
relationship with external organisations to estbliirect channels based
on e-commerce technologies.

o Compaq Computer recently faced this problem. Halast its
leading position in PC sales, Compaq decided totaitai its
competitor Dell Computer and sell its product ditgcusing e-
commerce. This choice put Compaq in a situationdoéct
competition with its wide distribution network, botholesale and
retail, with negative consequences to the commierelationships

Edited by: ISTEI - Istituto di Economia d'Impresa
Universita degli Studi di Milano-Bicocca



© SYMPHONYA Emerging Issues in Management, n. D20
www.unimib.it/symphonya

established previously. Trying to best manage theatson thus
created, Compag tried to protect its dealers bynelating the new
forms of intermediation set up by pure Internet panie$®.

2. Loss of control over sales channdtyen if companies seldom control the
relationship with customers directly, they try tontrol their sales
channels through: the establishment of planned ssalesas, the
distribution of operational guidelines to the rkdes, product presentation
and promotions. These forms of control become \iificult to apply,
however, if the distributors choose the online cleras a distribution
method. For example, it becomes almost impossibleetify whether
authorized dealers sell outside their assigned area

o For example, Montblanc, manufacturer of high quyalpens,
instructed its retailers not to sell online. Accomgl to a statement
by Montblanc ‘Luxury by its very nature is not uloiqus, and
that's why, by its very nature, it doesn’t makessefor it to be on
the Internet’. In any case Montblanc must activspecific, precise
forms of internal control to ensure that its re&8 do not sell
online, and must invest significant financial anghtan resources
to this end.

3. Shifts within the value creation chaiBven when manufacturers decide
not to sell their products directly online, the sgece of Internet sites
determines a change in the relative strength ofpimeners operating in
the distribution network. Very important functionsuch as the
information provided by dealers to customers caw e implemented
directly by the manufacturer, thus changing theigadreation chain and
redefining the role of dealers very significanflihe automotive industry
offers an important example of this mechanism. ©héne search for
information about cars has become a well-estaldigb@&t of the car
purchase process. The important role of the detilas disappears,
reducing his importance and hence his contractaalep with respect to
the parent company.

Designing an Online Channel while Minimizing Conflcts

The importance of channel conflicts depends largelyhe role assigned to the
online channel. If the latter is a complementanarotel with respect to the
traditional distribution organisation, its negativepact could be minimal. If, on
the other hand, it threatens to replace other atlanit could create friction with
commercial partners. Moreover, different situaticare determined when the
same products are offered through the Internettiaautitional channels, possibly
with the same brand, and instead when new produetsold to new customers
with new brands. The former option can easily @aaternal pressure, while the
latter could be harmless to the relationship ambmgsnagers of the various
channels. The establishment of an online salesngtamust take all of the
alternatives mentioned above into account.
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o Vauxhall, for example, developed six models to sbél
exclusively online, with small differences comparted models
available through the traditional dealer showroonms order to
prevent price comparison.

5. The Management of Competitive Market Spaces: th€oncept of ‘Meta-
Market’

In multi-channel distribution strategies the useesfommerce is aimed at
rationalizing distribution processes to seize thpastunities for significant cost
reductions and the expansion into new markets wrmarket segments. The start
to many e-commerce initiatives required a re-tmgkiof market competition
spaces amongst other things, even the industry cangorate boundaries. In
‘virtual’ space competition, threats can come froaw parties, who by putting
their offering online can go beyond the boundadt$raditional market sectors
and acquire new customers and their loyalty.

Even the notion of corporate boundaries can acquese meaning when the
forms of partnership between an online company amdffline company are
unusual and functions are assigned to each innaati

E-commerce also permits the offering of new typeseovices and benefits to
customers, and creates new opportunities for kngwiheir preferences.
Moreover, it facilitates upstream and downstreamegration processes, thus
allowing for cost reductions that can be transfén®@ customers. For example,
regarding distribution, it becomes possible toorsiize the processes involved
in the physical transportation of goods to the Ifinser, by the integration of
existing infrastructures with suitable informatisystems. The final purchaser is
presented with a larger and different choice ofises: from information about
the availability of products in warehouses, to hod#ivery, and from the
potential to check order status, to access toites af companies located all over
the world.

Difficulties in the distribution of physical goodsharacterizing e-commerce
can be partly overcome using the click-and-mortaitution through the
integration of real and virtual points of sale (Botample, allowing goods bought
through the web to be returned to the physical soof sale). This permits
restoration of the sensory experience belonginthébrick-and-mortar world:
the interest in shopping, the chance to touch,,lemaell and taste products, and
the ability to entertain - which represent the ptit of onland retailefé.

Therefore, the concept of a market in which contipetitakes place in physical
spaces evolves toward a competitive situation wtieralynamics take place in a
virtual space. Such space is meant not only astaaviplace (market-space)
replacing the physical place (marketplace), but alsa new form of competition
taking place through the meta-market, whose boueslare defined by the
cognitive spaces of the custorfter

A new player entering the market can thus assumedle of new intermediary
between customers and the players already presedgfining the market
boundaries and creating new forms of competitidnis Tan also be done through
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a change in negotiation power: by facilitating direontact, e-commerce can
modify the market power structure. Customers caml e with higher
negotiating power associated with their role axpasers. The key factor in this
change is the information asymmetry created byrargerce.
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" The most evident aspect, which seems to most lglatistinguish e-commerce from the
‘traditional’ forms of commerce, is the need foe thendor to take care of transportation and dsfiver
of the goods to the final purchaser. It is the nusical aspect, since the physical delivery obds
represents one of the most serious problems cawsigigwer growth obusiness-to-consumes-
commerce than expected or hoped for.

8 For all products requiring physical delivery, gestainability and profitability of business models
based orbusiness-to-consumercommerce largely depend on the ability to orgamind manage the
logistic process. Such a process begins with reggihe orders and ends with delivering the prosluct
to consumers, including also the post-transactimtgsses such as the possible return of goods for
example. The main variables involved in the disttitn process are: the configuration of the
distribution network, the modes of transportatimomf suppliers to nodes and between different nodes,
the modes of distribution to final customers, theke or purchasehoices, the mechanisms of
management of the flow of products, the diversificaof the flows according to the type of product
and/or order. The largest source of dissatisfaciimong customers purchasing online is, in fact, the
inability of the companies operating through theitdi channel to deliver products and provide
services quickly and cheaply. Final purchasers exgeick deliveries more and more often, not just
‘the following day’ but ‘the same day’, in the samay that they are able to obtain plane, hotel and
car rental reservations. The critical factor fog thgistic models oRapid and Very Rapid Order and
Delivery Virtual Organizationss the establishment of strategic alliances amthpeships.

° Distribution can be supported by real or virtualrehouses: in the former solution tedailer
manages its own warehouses for storage and carmirgorders, in the latter the suppliers’
warehouses are used. Mixed solutions can also &g ugarehouses can be used for the storage of
some items, and transit and consolidation for ofivems. Transportation from warehouses to
customers is entrusted tiwor-to-doordelivery operators. When considering the two sohgj the
strong points of distribution through real waretesishould be stressed: the direct control overakve
activities directly influencing the level of sergiperceived by the final customers, and the pateoti
setting up the handling and distribution activitiesed on the specific characters of e-commercad. Re
warehouses imply a higher level of risk since thexyuire: a) initial investments in fixed capitat the
warehouse, which needs personnel, storage andigrifirastructures, computer systems, etc., and
b) investment in circulating capital for financitfye stocks, with the related risks of obsolescemce
depreciation of the goods.

An intermediate solution consists of keeping steéksome goods, and building stock at the
suppliers’ for other goods. Assessment of theraft®ds must keep the reliability of the supplibe
specific storage and handling requirements of tioelycts, and the cost of maintaining product stock
into account. For example, it is usually not adagebus to stock those products which require high
maintenance costs or a high level of storage andlimgy specificity, and which can be obtained from
reliable suppliers (Marchet et al. 2000).

10 significant information synergy can be obtainedanyintegrated management of online and offline
sales networks. For example, it is possible toinbiaformation about Internet users and the pesfees
they expressed about the products, data on saiehgse frequency, consumer trends, brand purchased
and average bill. All of these data can be gathboghl in stores and from the Internet site, thuaialng
further information about the differences betwdenresults obtained in the real and the virtuahobh
It is thus possible to determine which products Isetter online and which offline. Also information
about products most often returned is importaris &ssential to identify such products and undedst
why they are returned. These indications can legpréted differently depending on the product. énde
problems can concern materials, lifetime, and sWdmen users register their data on the Interteitds
possible to obtain other important indications (sas demographic data) that can also be useful in
deciding to set up promotions, thus achieving & kegel of customisation. Virtual marketing techrég
can thus be applied (for example, through virtwetgards) with the effect of propagating the knolgte
about the existence of the company’s Internet site.

A solid off-line presence is important to manage teturn of goods bought online that the
customer does not want to keep and thus pay fa.fiflal purchaser must be able to go to a physical
location (a store or another type of location) éturn the products or possibly replace them. For
example, the impossibility of returning books botughline to the stores puzzled the customers of
Barnes & Noble, which had pursued a policy of taparation between physical and virtual sales
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networks, thus losing essential synergy betweeivtbechannels. The awareness of the importance of
PoPs (Points of Presencg)hat is the physical locations where the custotaersee the products sold
online or return them and find assistance, repteseglear competitive advantage over dhek-and-
mortar model and the management of multiple channels eomtpbto the model opure play
companies.

2 The distribution organization of Amazon.com revionized the publishing distribution industry.
Offering books at a lower price, allowed for by tregluction of storage costs, is one of the most
interesting innovative elements.

13 Hitp://www.ingrammicro.com
1 Http://www.msn.com

5 Research on the topic (see P. MA¥pusiness2000) shows that the probability of obtaining a
quick reply to a request for information about adwct sent through the Internet is about 50%. This
problem is not limited to a certain industry seatora given corporate size, but is a very common
problem that companies ought to solve to avoid idinog disservice to their customers. It is stillde
understood why companies do not respond to the eomwation traffic generated through the
Internet, after having spent significant financiedources in trying to encourage and spread thefuse
new technologies and their Internet sites.

% The opportunities deriving from the integration miiysical and virtual distribution are well
described by Gulati and Garino. According to thaséhors the problem of the potential of such
integration is not to be posed anymore. The problenpose instead is the mode in which such
integration should take place. They are far fromphbsition of Christenséh who stresses the danger
of cannibalisation between a physical and virtdzrmel. After illustrating some examples of the
various modes of integration between a physicahdndal distribution network (Office Depot and its
OfficeDepot.com site, KB Toys and the joint ventwigh BrainPlay.com from which KBkids.com
arose, Rite Aid and its partner Drugstore.com) tbeyclude that the benefits of integration are too
important to be completely abandoned.

I Well known examples of this include Amazon.com,clhforced Barnes & Noble to create
dot.comversions of itself, or E*trade, whose immediatecass forced the Charles Schwab brokerage
firm to completely revise its strategy. Later theaess obtained by Schwab forced Merrill Lynch
online to set up its Internet version, Merrill LynDirect.

18 Regarding Benetton, for example, it is known thatflicts with the franchising networks were
avoided through the integration with the megastmetvorks in the countries where a widespread
franchising network does not exist. Indeed, notcalintries are characterized by the same presence
through franchising stores; consider for exampéelhited States or the United Kingdom.

9 Porter, Michaell.a strategia competitiva: analisi per le decisiofilp. compositori, 1982.

20 For example, the creation of Merrill Lynch Direstas met by the strong opposition of its
powerful network of brokers for the reasons mermtbrabove. The brokers feared a significant
reduction in revenues or their own obsolescenagcescustomers were offered the potential of
managing their portfolios online.

2L Hitp://barclays.co.uk

2 1n a recent public statement barnesandnoble.coroumted that the two companies are working
to achieve a higher level of integration. It multoabe noted that many of the problems between
Barnes and Noble and barnesandnoble.com are dile tfact that the management of Barnes and
Noble was under pressure to quickly create a webaid thus react to Amazon.com as soon as
possible and limit the loss of customers.

% These terms denote companies performing interriedidirectly and exclusively online.

24 Contrary to a widespread belief in the predomieapkinternet pure playcompanies on the net,
the data show a very different reality. In an asialjpydotcom.coma company monitoring the web,
there are definitely morelick-and-mortarcompanies thastart-up companiesThe following graph
clearly shows the numerical prevalence of compaméasng both an online and a physical traditional
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organisation. At a time whestart-up companies are going through a serious crisis thmula
appearing to be winning, is the integration of tidine business with the business implemented
through a physical organisation.

% Dimitriadis S., Chapelet B., Deglaine J., Matniti The Integration Of Electronic Commerce,
Centre Time, Group ESC Grenoble, 2003.
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