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Abstract

The internet has had a profound effect on commtinitaentertainment, buying, and
selling (Webb 2002) and, in particular, as a disttion channel (Van den Poel and
Leunis 1999). Increasingly companies in a varidtyndustries have established their
own online direct sales channels instead of mermelying on conventional
intermediaries (Coughlan et al 2006). Hence, nmaliinnel distribution strategies,
combining both off- and online channels are beidgpéed. Frazier (1999:232)
argues: “The utilization of multiple channels o$tdibution is now becoming the rule
rather than the exception”. Companies which comiphgsical and web channels
have been referred to as “clicks and mortar,” ‘ksi@and clicks,” “surf and turf,”
“cyber-enhanced retailing,” or “hybrid e-commercdGulati and Garino 2000;
Steinfield et al 2002 a b; Agatz et al 2008; Shaand Mehrotra 2007). Despite the
apparent popularity of internet channels, adding iaternet channel to the
distribution mix creates potentially significant atlenges for channel managers
(Webb 2002). A major concern is that by going mcitannel, a firm might face
‘channel conflict’ between channel members (Shawemd Mehrotra 2007). As
Rosenbloom (2007:7) claims: “Perhaps the most fogmt obstacle to building
successful multi-channel strategies is the ememehconflict between the different
channels used for reaching customers”.

The main objective in this study is to explore timpact of the internet as being a
distribution channel within the multi-channel systeThree research issues which
have seldom been discussed in previous literattgeexglored in this study. These
three questions are: Q1: What are the factors eagog manufacturers to develop
the internet channel, especially manufacturers itivell established distribution
channel? Q2: What are the channel design pattdriiseomulti-channel structure?
Q3: How can channel conflict arising from the depahent of the internet channel
be minimized? Interview was utilized as a main detdlection method in this
research. A total of 25 interviews were conducted the majority of interviewees
are managers in Taiwanese IT companies. The maidupt lines in their firms
included wireless equipment, DRAM module, motherdpand scanner. In addition,
a wide range of documents were examined as a sagoddta source and compared
with data from the interviews.

According to the statements from interviewees, sain factors were identified as
encouraging the manufacturer to develop the inteoi@nnel. These are: (1)
customer information management, (2) retailer manmamt issue, (3) launching a
new product, (4) to be a secondary channel, (5)agement support, and (6) me-too
strategy. Furthermore, it seems that when firmsadréhe different stages of the
product life cycle, managers would design theirtrzilannel structure into different

patterns. In addition, a further two conflict ragan styles, communication and
differentiation, were found in the sample of firstsidied which have seldom been
mentioned in previous research and firms appeadopt different conflict resolution

styles according to stage in the product lifecycle.

Key words: Channel conflict, multi-channel systenistribution, internet, IT
industry, Taiwan
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Chapter 1
Introduction

1.1Introduction

This chapter serves as an introduction to thisishd$e purpose of this thesis is to
explore the impact of the internet on establisheahoels in the context of a multi-
channel structure, focusing in particular on canflimanagement from the
manufacturers’ perspective. This chapter providesogerview of the thesis, its
purpose and structure. The chapter begins withvarview of the background to the
research, followed by the three research questgunding the thesis, a short
overview of the methodology and ends with an oatbfthe structure of the thesis.

1.2 Research background

1.2.1 The development of a multi-channel structure

The internet has changed the way people all ovemtbrld view communication,
entertainment, buying and selling (Webb 2002). Toacept that describes this
process of buying, selling, or exchanging goodsyises and information via
computer networks, including the internet, is ahllelectronic commerce oe-
commercgTurban et al 2002). The internet is now considexge new distribution
channel (Van den Poel and Leunis 1999). Furthern@emons et al (2003:2) state
that “the recent emergence of e-channels offers besibility of dramatic
transformations of the current distribution systdorsmany goods and services”. It
means that the internet has a significant impacthenwhole distribution channel
system. For example, as Hanson (2000) notes, itraditdistribution channels, such
as a physical retailer, gradually perceive theahfeom the online channel. This is
because manufacturers now can circumvent intermesliy using the internet and
communicate with end-users directly. Manufactuteage discovered that, with the
expanding role of the internet in consumer and r®ss procurement activity,

companies can access consumers quicker and demieodfore.



More and more enterprises in a variety of indust(eeg., Nike, Estee Lauder, Mattel,
Eastman Kodak, IBM, Cisco system, etc.) have régastablished their own direct
sales channels instead of merely relying on coneeal intermediaries (Coughlan et
al 2006). These direct channels are frequentlyghadded to an existing distribution
mix, hence, multi-channel distribution strategies lreing adoptéd Companies now
can receive orders directly from consumers throtighinternet while, at the same
time, still attempting to maintain the physicaltdisution channel with the assistance
of intermediaries to serve the end customer. Frgi®99:232) claims that “The
utilization of multiple channels of distribution mw becoming the rule rather than
the exception”. Some electronic commerce reseascbat those companies which
combine physical and web channels “clicks and angrtbricks and clicks,” “surf
and turf,” “cyber-enhanced retailing,” or “hybridcemmerce,” (Gulati and Garino
2000; Steinfield et al 2002 a b; Sharma and Mehar2®07 ;Agatz et al 2008).

1.2.2 Challenges with the multi-channel structure

E-commerce also introduces potentially significasttallenges for the whole
distribution channel system (Webb 2002). A majancson is that by developing the
multi-channel distribution system, a firm might éa¢channel conflict’ between
channel members (Coelho et al 2003; Coelho andngasiod 2004; Sharma and
Mehrotra 2007). When the same good or servicelissmultaneously in online and
offine channels, “The internet is often viewed as inherently cannibalistic
channel” (Coughlan et al 2006:143). In other wortlee manufacturer could be
regarded as a direct competitor by its channelnpest Steinfield et al (2005) note
that channel conflict is a particular challengediicks and mortar firms because of a)
price competition: end consumers can compare praoesss different channels,
online and offline, and will ultimately extract tlserplus created by lower costs and
b) non-excludability: there is no reliable methaat fnanufacturers to segment the

market.

' In here, the multiple channels mean the combinaifonline and offline channel.



“The tendency in developed economies is for marufacs to add multiple types of
channel in the hope of connecting with ever-monelfi segmented consumers. In so
doing manufacturers raise the variety of their cage, though not necessarily its
overall level. ...... However, consumers may refusstay in their expected channels.
The result is often cannibalization” (Coughlan [e2@06:142). As a result, it is fairly
easy for consumers to switch channels in ordexti@et the greatest benefit. Besides,
free riding happens when one channel member takemtages from the actions and
efforts of a competing channel member without p@yfor, or sharing the costs, of
those efforts (Rangaswamy and Van Bruggen 2005)ekample, “this is typically
relevant when customers use a salesperson to tamiérdhe product but use the
cheaper internet channel to buy the product” (Shaand Mehrotra 2007:23). Hence,
channel conflict may be an inevitable issue coringrnmanufacturers when they

adopt a multi-channel strategy.

1.3Research objective and questions

* Research objective

The main objective in this study is to explore thgact of the internet as a direct
distribution channel within the multi-channel systeAlthough the development of
multi-channels seems to be a trend (Frazier 1988)tlais kind of channel structure
might have several advantafesonflict issues between channel members seems to
be inevitable. How to minimize conflict arising fothe development of the internet
channel is an emerging research issue that hassoggested by several scholars (i.e.
Sharma and Mehrotra 2007; Webb and Lambe 2007hoAgh channel conflict is
not a new concept, the vast majority of previousnctel conflict research has
addressed conflict between two organizations uadgingle channel structure and
very little empirical research puts emphasis onlakpg the issue of conflict in a

multi-channel system (Webb and Hogan 2002).

’ See section 2.5.2



Furthermore, what are the motivations encouragimgufacturers to development
their own internet channel, especially when theyeha&stablished distribution
channels and conflict between channel memberseadigiable? This issue seems
seldom to be mentioned in previous literature. Agl68o and Easingwood (2008:32)
claim, “The number of companies using multiple af&ls in the distribution of each
of their products is increasing steadily. Despitis popularity, the drivers of these
channel strategies remain virtually unknown”. Capsmntly, after the development
of the internet channel, a reasonable predictiahas the original channel structure
might be affected to a certain degree. The origictennel structure might be
redesigned. However, the channel design issue diegathe multi-channel system
has seldom been discussed. As Porter (2001:645n6the key question is not
whether to deploy internet technology—companiesshaw choice if they want to

stay competitive—but how to develop it”.

Hence, this study seeks to investigate the impdcthe internet channel on
established distribution channels and conflict ng@naent from the manufacturers’
perspective. The three main research questioriggrstudy are to explore the factors
affecting manufacturers’ development of a multi+oial structure, how they design
a multi-channel system, and how managers resolyecanflict arising from the

development of the internet channel.

* Research questions

The three research questions therefore are:

1. What are the factors encouraging manufacturerseteeldp the internet
channel, especially manufacturers with a well dstlabd distribution
channel?

What are the channel design patterns of the mibéinel structure?

How can channel conflict arising from the developmef the internet
channel be minimized?

wn

Question (1): Choice of channel represents a long-term commitngtern and

Reve 1980). Although the multi-channel system hagemal advantages, it is not



without disadvantages such as channel conflictréfbee, what are the motivations
for manufacturers to develop an internet channélemwthey already have a well-
established distribution channel? As Rangaswamywandruggen (2005:7) suggest,
“Although many managers are seeking information arsights on multi-channel
marketing, few academic studies have been deveoteaydtematically investigating
the drivers and consequences of multi-channel niacke Following this suggestion,
this research seeks to explore the motivationsnianufacturers to develop the

internet channel in the context of a multi-charstgdtegy.

Question (2): The design and implement of a multi-channel stmgcis the second
research question. The issue of channel designssseltiom to be discussed in the
literature of multi-channel systems. As Hughes @Q@entions, the structural issues
regarding multi-channel systems are ill definecir8ield et al (2002 a b) offer a
channel design pattern— a synergistic channel tsireic This design pattern is
based on an assumption that online and offline klancan be cooperative and
highly integrated with each other and provide ardeas service to the end customer
(Payne and Frow 2004). However, Steinfield et 808 agree that this pattern is
uncommon. A reasonable prediction is that althosglreral companies might
simultaneously have online and offline channelgytmight design their channel
structure in different patterns. Coelho and Easompv(2008) predict that several
factors such as transaction costs or marketingidgersions might influence the
pattern of clicks and mortar e-commerce strate@eseral authors (e.g. Steinfield et
al 2005; Rosenbloom 2007; Coelho and EasingwoodB)2@Diggest that more
research to explore the design patterns of mulinokl systems and possible

influencing factors is necessary.

Question (3): How to resolve conflict arising from the developmehthe internet

channel is the third research question in thisaiete “Perhaps the most significant
obstacle to building successful multi-channel sggds is the emergence of conflict
between the different channels used for reachirsgoouers” (Rosenbloom 2007:7).

Moreover, “Because the intensity and frequency ldnnel conflicts continue to

* See figure 2.4 in section 2.5.2.1



increase, channel conflict management is an uiligeae in the e-business era. Since
internet channel conflict has not received propodie focus from researchers,
stakeholders are at a loss, since they do not tiev&now-how to cope with their
Internet channel conflicts” (Lee et al 2003:138kdems that little empirical research
discusses conflicts arising from the developmenthef internet channel and the
conflict resolution strategies. This research setek®ffer an empirical base for

studies of channel conflict in the multi-channedteyn.

1.4The methodology of the research

Webb and Lambe (2007:29) note: “Conflict is a caticoncern with multi-channel
strategies. While there has been little acadenseareh that examines conflict in a
multi-channel context.....there may be important cttrral differences between the
dynamics of single channel and multi-channel cotifliHence, conflict in the
context of a multi-channel system seems to haveived relatively limited attention
and requires further investigation. When the objectof the research is an
exploratory understanding of a new phenomenon ed#velopment of new theory,
qualitative research methods of enquiry arguabdyraore suitable than quantitative
research methods (Bryman 2004). According to RetcAhd Lewis (2005:50):
“qualitative research can contribute by exploriogvithe reasons for, or explanations
of, phenomena, or their different impacts and cqueaces, vary between groups”.
Moreover, the research questions guiding this rebeare not expressed as precise,
testable, closed yes/no propositions or hypothdsés;ather as general broad, open
research issues, because channel conflict andaameolution occurs in the context
of a complex interplay between channel structupescesses and human behaviour
and requires rich context-specific data in ordeartiderstand the behaviour of firms.
Hence, qualitative research, in the form of semiestired interviews with managers

responsible for channel management, was considgrecpriate.

A total of twenty five interviews were conductedween June and September 2007.
Yin (2003:92) suggests that through the intervidwrhan affairs should be reported

and interpreted through the eyes of specific inésvees and well-informed



respondents can provide important insights into itaaton”. However, some

shortcomings of in-depth interviews and semi-stited interviews include

inaccuracies due to poor recall and reflexivitye thterviewee responds with what
s/he perceives the interviewer wants to hear. ¢keioto minimize the impact of this
occurring, multiple interviews were conducted withhe same firm with managers
at different hierarchical levels (such as seniocevipresidents and marketing
specialists). In total five firms were includedthe study. In addition, a wide range
of documents were also carefully examined as anslsey data source to triangulate

the data from the interviews.

The majority of interviewees were managers in Taegz IT firms whose main
product lines range from wireless equipment to DRANdule to motherboard and
scanner. Taiwan was selected as a suitable cantextich to study channel conflict
for several reasons, in particular, due to the latkresearch in Asian country
contexts. For example, in the organizational betaviiterature, Suppiah and Rose
(2006) argue that the majority of conflict managetngtudies represent a Western
bias. They suggest that preferences for the adomifocertain conflict resolution
styles may be different in Eastern and Western tmsn For example, they suggest
that in Asia the avoidance style might be morelyikw be adopted in order to
maintain relational harmony compared with Westeyantries. Hence, Suppiah and

Rose (2006) assert that more empirical reseanayisred in the Asian context.

1.5The structure of the thesis

The thesis comprises eight chapters. Following ititt®duction chapter, chapters 2
and 3 are literature review chapters. In chaptelifierent channel design strategies,
disintermediation, reintermediation, and multi-chain structure, are reviewed in
detail. Channel conflict is discussed in chapteinJarticular issues concerning the
challenge of multi-channel strategy, sources offlmin and conflict resolution

methods are discussed.



Chapter 4 is the methodology chapter and it coatawo main parts. For the first
part, the three research questions and more defjaséfication and explanation are
offered. For the second part, the methodology if$tudy is discussed. The chapter
contains a discussion of the choice of researelegly and methods, data collection

process, and validity/ reliability of this research

Chapter 5 is the first of three results chaptessu$ing on addressing the first of
three research questions. It provides an analysisdascussion of the factors driving
manufacturers to develop a multi-channel structuréhis research, six factors were
mentioned by the interviewees. These six factoes cdassified into two broader
categories, internal and external. Respondent guate used as evidence of the

existence of the factors.

Chapter 6 discusses the issue of channel desighidimesearch, the multi-channel
structure seems to take different forms accordintdpé discussions with interviewees.
One finding and possible explanation is that whend are in the different stages of
product life cycle, channels, both online and o#liwould carry out different

functions and roles.

Chapter 7 discusses the sources of channel coafiging from the development of
the internet channel and the conflict resolutiorategies. There are four conflict
sources identified in this research, when the ngtechannel is developed. In terms
of conflict resolution methods, two further res@uat methods, communication and

differentiation, are identified that have seldone@eentioned in the literature.

Chapter 8, the final chapter, presents the corahssiimplications and suggestions
for further research. Particular attention is ptodthe research findings and the
contribution of the thesis. The limitations of ttesearch are outlined and the thesis
ends with a discussion of avenues for further mesethhat build on the insights from

this thesis.



Chapter 2

Disintermediation, Reintermediation, and Multi-channel
strategy

2.1 Introduction

The internet is considered a new distribution clear(van den Poel and Leunis
1999). Clemons et al (2003:2) state, “The recergrgence of e-channels offers the
possibility of dramatic transformations of the @nt distribution systems for many
goods and services”. Hence, it seems that thenigtéras a significant impact on the
whole distribution channel. For example, HansonO@®Oclaims that traditional
distribution channels such as physical retail dsitigre threatened by on-line e-
commerce. Furthermore, the original channel systamght be modified and
designed into different patterns. Based on extaetature, three channel design
patterns can be identified (disintermediation (clirgales), reintermediation (indirect
sales), and multi-channel), that can be considbyedhannel managers, when they
decide to utilize the internet as a distributioarchel.

As mentioned in chapter one, since the researcbctbgs for this study are to
explore factors associated with internet channeleld@ment, channel design
patterns and conflict management, these relevamtepis have to be reviewed and
discussed in order to provide an understandinghofsedge in these areas. In other
words, the purpose of chapter two and three areevw@w the literature and the
current understanding of the issues concerningrekatesign motivations, channel
design patterns and channel conflict managementthAtsame time, the author
attempts to explore gaps in knowledge and undetstdrere possible contributions

can be made to knowledge.

This chapter contains four main areas which areléfimition of a marketing channel
and an electronic channel, disintermediation, eemediation and multi-channel

structure. Initially, the definition of a marketirtpannel and an electronic channel is



introduced. Next, the concept of disintermediai®mliscussed and the motivations
for manufacturers to conduct a disintermediatiomategy are explained.
Consequently, the different attitudes toward a ndgsimediation strategy are
described and the opposite concept, reintermediai® introduced. Finally, an

alternative channel structure, bricks and clickexplained.

2.2 Definitions of marketing channels

Before reviewing the literature, it is necessary define the key terms used
throughout the thesis. This section contains dafims of two kinds of channel: the
physical and electronic channels. The definitiom ofiarketing channel usually refers
to the external contractual organizations (Rosenhl@004) such as warehouses and
retailers. They are physically external companiBse emergence of the internet
seems to modify the definition of the marketingroma slightly. Now the marketing
channel contains two categories. The traditiontdrimediary (i.e. retailer store) is
defined as the physical channel and the internahredl is defined as the electronic

channel.

2.2.1 Definition of physical channel

Based on the definition provided by Coughlan et(2006), in this research, a
physical marketing channel is defined as:

“A set of interdependent organizations involved the process of

making a product or service available for use omsamption”

(Coughlan et al 2006:2).
In other words, running a marketing channel is@ess and the marketing channel
exists as a means “to make the right quantitieghef right product or service
available at the right place, at the right timeitt(let al 1999:19). Furthermore, the
marketing channel is a set of interdependent orgéions such as manufacturers,
wholesalers, and retailers and typically, a markeithannel is not just one firm
doing its best in the market (Rosenbloom 2004) hEd@nnel member relies on the

others to perform their jobs (Coughlan et al 2008¢anwhile each channel partner
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has to operate as a whole integrated system inr dodattain efficiency and to

compete effectively against rival systems (Rosembead Stern 1971).

2.2.2 Definition of electronic channel

Based on Roesnbloom (2004) the definition of tleetebnic channel is:

“The use of the internet to make products and serviavailable so

that the target market with access to computersothier enabling

technologies can shop and complete the transadtompurchase via

interactive electronic meangRosenbloom 2004:436)
It is clear that technology, particularly as itatels to the computers and the internet,
has already has a major impact on the design amdgeanent of marketing channels
(Malone et al 1989; Evans and Wurster 1997; Kiand €hi 2001; Webb 2002;
Friedman and Furey 2003; Rosenbloom 2004). As Kiand Chi (2001:157)
mention, “The phenomenal growth of the internet ba@gun to alter the way buyers
and sellers exchange information and the struatidistribution. It breaks through
the physical barriers traditionally placed on commeeand moves firms to a new
commercial marketplace”. In other words, the inétris considered not only a
communication tool but also a sales channel, itiqudar an electronic sales channel
(Pitt et al 1999) and furthermore, a virtual mapkate is created. The concept that
describes this process of buying, selling, or emgivay goods, services and
information via the virtual marketplace using thaernet, is called electronic
commerce or, more popularBscommercé€Turban et al 2002).

To compare with the traditional (physical) chanmele special characteristic of the
electronic channel is that the electronic chansgbarticularly good at information

transmission (Malone et al 1987 1989; Evans ands¥®ui997). Strauss et al (2006)
explain that with the assistance of digital teclgas, data can be stored and
transmitted in digital formats (1s and 0s) throulyé internet and the effectiveness

and efficiency of information transmission has beeproved significantly.
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2.3 Direct sales and disintermediation

As is the case with direct sales, a variety of tehras been used to describe sales that
are not made through retail stores. Such termsaglsomder-selling, direct-mail sales,
catalog sales, telemarketing and even sales péaplesuppliers have been widely
used. In this research, the direct sales strategyses on the internet channel. In this
research, the direct sales strategy means thatfawuarers utilize the internet as a

direct sales channel to contact with the end custem

2.3.1 The direct sales strategy (with a focus onehinternet channel)

With the improvement of IT infrastructure and thepplarity of high-speed
broadband, it is possible that the internet hasc#pacity to link producers and final
customers directly to each other electronicallyafi and Chi 2001; Rosenbloom
2004). Manufacturers now can have the ability toncwnicate with end-users
directly and try to sell directly to end customeFar example, more and more
enterprises in a variety of industries (e.g. Nikstee Lauder, Mattel, Eastman Kodak,
IBM, Cisco system, etc.) have established their awline channel (Coughlan et al
2006).Two more examples in the IT industry are @elll Compag. Dell established
its direct sales channel in 1994 (Kraemer and R&dD01) and Compaq also added
its internet channel in 1999 (Mohr et al 2005).

Furthermore, manufacturers might have reconsidevhedther intermediaries are
necessary or not. Some early studies (i.e. Maldre €987 1989; Benjamin and
Wigand 1995; Evans and Wurster 1997; Wigand 199&(lipted the dissolution of

the role of the middleman as inefficiencies aregpdr from traditional markets
through technological development and a conceptlving the elimination of the

intermediary - disintermediation, was put forwarthllat and Capek (2001:55)
describe that “in the context of the web, disintedmtion has come to signify the
disappearance of a wide variety of middlemen acgrmediaries, and the creation of

an enhanced sales network in which customers dreaklg with service providers”.
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2.3.2 The main benefit for manufacturers to conducéa disintermediation

strategy

The quick developments of online computing techgplmake it inevitable for a
large number of firms to seriously consider thelinét as a distribution channel to
avoid losing competitive advantages (Kiang and Ziitl1). Several previous studies
mention the advantages for a company to develop tven direct channel (the
internet channel) and the possibility to eliminateditional channel partners. For
example, removing intermediaries can progress sugphin efficiency such as by
allowing upstream suppliers better visibility of rket demand, to differentiate and
compete on the basis of reduced error, and inecrgasihness of the product offering
(Evans and Wurster 1997). Furthermore, “becausanat access is not limited by
any physical boundary and is available 24 hoursag @ allows companies to
provide convenient access to a broader customes.’béisiang et al 2000:386).
Moreover, cost reduction seems to be the mostcétteabenefit for manufacturers to

conduct a disintermediation strategy.

2.3.2.1. Reduced costs

According to previous studies, the chief justifioat for moving to the virtual

channel is to retain competitiveness of the comp#mpugh cost reductions
(Simpson et al 2001). For example, research corduby Garicano and Kaplan
(2001), within an internet-based car auction corgpahmowed that 40 % of the
economic transaction costs can be saved when timpatoy utilizes the internet
channel to conduct online auctions. Based on puosviiberature, with the assistance
of internet technology, costs can be reduced becaisefficient information

transmission and bypassing intermediaries.

A. Transmitting information electronically

In theory, the adoption of an electronic channelldaeduce sales and distribution

costs because the internet enables informatiorsrrasion more efficiently than
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through a conventional channel (Rosenbloom 2004jry31999) offers an example
(Table 2.1). When a document containing 42 pagsesns from New York to Tokyo,
through the internet information can be transmittegist 2 minutes, whereas airmail
takes 5 days.

Table 2.1: Sending a 42 page document from New Woifokyo

USsS$ Time
Airmail 7.4 5 days
Courier 26.25 24 hrs
Fax 28.83 31 minutes
Internet email 0.1 2 minutes

Source: Gurry (1999)

Another example is research conducted by Brynjoifssnd Smith (2000) comparing
the price of books and CDs from both Internet amventional retail outlets. They
discovered that with the development of digitahtemogy, online price adjustments
can be conducted quicker and cheaper because miormabout prices can be
presented online electronically. In conventionafl&s, menu costs (to put a price
tag on products) are driven by the cost of phykiaatlabelling the prices of goods
on store shelves. In their research, Brynjolfssath &mith (2000) note that internet
retailers' price adjustments over time are up @ thlhes smaller than conventional
retailers' price adjustments, presumably reflectiogger menu costs in internet
channels. The smallest observed price change omthmet was $0.01 while the
smallest observed price change by a conventionaillee was $0.35. It seems that
smaller menu costs may allow internet retailerswtoe efficiently adjust their prices
to structural changes in the market.

Another project conducted by Daniel and Klimis (298 the financial services area
offers a similar result. Through interviews withveml managers in financial
services, the interviewees expressed their higheaapon to offer their online
services for some relative simple products suabpasing an online account, current
account transaction, or selling some relative sempsurance in order to reduce the

cost incurred by the information transmission pssce
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Several early enthusiasts (i.e. Malone et al 198891 Benjamin and Wigand 1995;
Evans and Wurster 1997) of electronic commerceigiextithe decline in importance
of conventional marketing intermediaries, espegi@t products that merely require
simple and standardized descriptions. A case sbfidige tourism industry in South
Africa conducted by Wynne et al (2001) mentionst tthee intermediary in the
tourism industry has been threatened seriouslyhbydevelopment of the internet
channel. As a result of the provision of informatigeservation arrangements and
searching for destinations are all activities tbah be done far more efficiently
through the virtual channel rather than through phegsical channel. As Wigand
(1997:3) states, “Advances in information technglagow for more information to
be communicated in the same unit of time, thusciedutransaction costs”. In other
words, information between buyers and sellers @atrdnsmitted electronically and

with almost zero cost (Evans and Wurster 1997).

B. Bypassing intermediaries

Cost can be reduced by bypassing intermediariesexample of a tangible product
is mentioned by Benjamin and Wigand (1995). Assiilated by Benjamin and
Wigand (1995), in the high quality shirts markeig(Fe 2.1), it would be possible to
decrease the retail price by almost sixty-two patice intermediaries such as
wholesalers and retailers could be eliminated ftbm traditional value chain. “As
each element of the industry value chain is byphss@hysical distribution link and
related inventory carrying cost will be eliminate@enjamin and Wigand 1995:70)

and manufacturers will surely try to retain a pantof these savings.

Obviously, the margins normally given to traditibnatermediaries would now

remain within the manufacturer (Tamilia et al 2Q@)rthermore, Rosenbloom(2004)
explains that if the adoption of the internet aglisiribution channel enables a
company to centralize its inventory in a singlealib@n from which it can process and
ship orders at lower cost than by spreading itembtory out in numerous retail store
locations, then it is true that the cost of disttion will be reduced by adopting the

electronic marketing channel.
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Figure 2.1: Value-Added chains in the Shirt indystr

Three Variants
Cost Percent
per Shirt Savings

1 | Producer I—Pi Wholesaler |———Pr Retailer H Cansumer * l $52.72 0%
2| Producer }—‘ | Wholesaler | Lb{ Retaifer |—>|7Consumer*

3L Praducer }—J I Wholesaler I l Retailer I LJConsumer;l $20.45 62%

$41.34 28%

Growth in Value Added and Selling Price

Producer Wholesaler Retailer Consumer *
Value Added $20.45 $11.36 $20.91
Selling Price $20.45 $31.81 $52.72 $52.72

Source: Benjamin and Wigand (1995:67)

Taking Dell as an example, the internet provide @gh a method for extending
the reach and scope of its direct sales busineslnad a relatively low marginal
cost. According to Kraemer and Dedrick (2001), Bdbiusiness has been built on
direct sales and build-to-order strategy for macuwfiang and selling PCs. Unlike
other competitors, they do not have to maintainhgsial store and in theory,
inventory volume can be kept 18win addition, by selling online, a manufacturers’
web site can offer more product selection than @mysical store. At the same time,
storage costs and fees for maintaining or rentihgsigcal stores can be reduced
(Kiang and Chi 2001). As Evans and Wurster (1997/cfdim , “Where once a sales
force, a system of branches, a printing press,ancbf stores, or a delivery fleet
served as formidable barriers to entry because ttiay years and heavy investment

to build, in this new world, they could suddenlybme expensive liabilities”.

* However, Dell changed its direct sales model i6728nd began to cooperate with intermediaries
such as Best Buy and Wal-Mart.
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2.3.3 Summary of direct sales and disintermediation

The development of internet technology enables ffaatwrers to contact end
customers directly. It seems that it is possibldypass several levels of channel
partners. Some academics have predicted the dissolof the role of the
middleman as inefficiencies are purged from tradai channels through
technological development. The concept of disinggtiation, elimination of the
intermediary, has been discussed. The chief jaatibn for moving to the internet
seems to be to retain competitiveness of the coynplaorough cost reductions.
When information can be transmitted and storedgital format, information can be
sent electronically and with almost zero cost betwebuyers and sellers.
Furthermore, since manufacturers have the abiitgantact end customers, it has
been suggested that the intermediary can be bypass® therefore, the cost of
inventory and maintaining physical stores can loeiced.

2.4 Indirect sales and reintermediation

2.4.1 An alternative view of direct sales and distarmediation

“The internet was supposed to bring manufacturets direct contact with end

customers in a ruthlessly efficient world that lafi room for middlemen but the
opposite is occurring. Companies discovered itisso easy to do everything alone
and a middleman is still needed” (Anderson and Asale 2002:53).

Several scholars have different attitudes towasintérmediation (i.e. Bailey and
Bakos 1997; Bakos 1998; Chircu and Kauffman 200fllat) and Capek2001;
Anderson and Anderson 2002; Gallaugher 2002). kamele, as Lee and Shu (2005)
note, to establish a distribution channel requissgnificant investment and
continuing management. It might not be easy for th@nufacturer to end the
relationship with their traditional channel partheuddenly. Moreover, when channel
members are eliminated from the channel, the chdanetions they perform have
to be shifted either forward or backward in the roied (Coughlan et al 2006).
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Nevertheless, efficient distribution is a totalijfekent area compared to production
and the required know-how and experience may ndailyede acquired by

manufacturers (Alba et al 1997).

For example, intermediaries perform a number ofnoké functions that are not
easily duplicable by manufacturers, such as holdimgntory immediately available
when customers want it, providing assortments thiédw one-stop shopping,
providing services, including personal assistadoessing rooms, repair services and
return services (Cespedes and Corey 1990;Alba £9@r; Gallaugher 2002; Tsay
and Agrawal 2004a). In other words, it seems thaemal channel functions carried
out by traditional intermediaries may not be repthby the internet channel totally.

Some scholars (Bailey and Bakos 1997; Bakos 198Bj&Pand Vemuri 1999; Kiang
et al 2000; Tamilia et al 2002; Rosenbloom 2004ljzat a function analysis to
present a different view toward the disintermediastrategy. The following sections
therefore, discuss the channel functions traditipn@erformed by physical

intermediaries.

2.4.2 The functions of a marketing channel

“The obvious reason to eliminate a channel membam fa channel is that the
function performed by that channel member can &edled as efficiently and at
least cheaply by other channel members” (Coughiah 2006:13). Jallat and Capek
(2001:55) suggest that “understanding the impaa-obmmerce on intermediaries
requires an analysis of how the role and functibtraxitional economic actors are
being reformulated and rebuilt”. In this sectiohe tchannel function is explained

briefly.

Mallen (1973:19), in a classic article, providee following definition: “Marketing
functions are the various types of job tasks whitlannel members undertake.
Meanwhile, should one or more channel members @bential members) see an

opportunity to change the functional mix of the mhel in order to increase his
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profits, he will attempt to do so”. Therefore, chahfunctions are the service that
intermediaries perform and provide to the end custs. If suppliers consider that
some functions can be carried out more efficiebttyother types of intermediary,
suppliers will redesign the channel structure (Ranet al 1992).

Different scholars utilize different words to daber the channel function. For
example, Bailey and Bakos (1997) utilize “role cdinket intermediary” while Bakos
(1998), Peterson et al (1997), and Jallat and C4@6R1) utilize “functions of
marketing channel”. In addition, Rosenbloom (20@d)l Couglan et al (2006) adopt
“marketing flows” instead of channel function. Steet al (1996:10) define
marketing flows as “a set of functions performeéisequence by channel members”.
Besides, in previous literature, different authonention different numbers of
channel functions and different taxonomies are iplex¥ (Table 2.2). For example,
Vaile et al (1952:113) mentioned eight differentachel functions and fifty years
later, Couglan et al (2006) still adopt this taxaryo However, Rosenbloom (2004)
also follows the concept provided by Vaile et a®%1) while there is a slight
modification and five kinds of channel functionse amentioned. It seems that
different authors have different interpretationsl aimere is not a strict taxonomy to
the number of channel functions. Through an inttgiion from previous literature,
in this study, channel functions can be classified five categories: product flow,

information provision, aggregation, promotion, aist taking.
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Table 2.2: Channel functions identified from preisditerature

Authors Number of | Channel functions Type of
channel literature
function

Vaile et al (1951) 8 Physical possession; Ownergbiipmotion; | Book

Negotiation; Financing; Risk; Ordering;
Payment
Cespedes and Corey 3 Demand generation; Physical distribution; | Empirical
(1990) after-sales service research
Rangan et al (1992) 8 Product information; Produstomization; | Empirical
Product quality assurance; Lot size; research
Assortment; Availability; After-sales service;
Logistics

Sarkar et al (1995) 10 Search and evaluation; ldesdssment and Conceptual
product matching; Customer risk article
management; Product distribution; Product
information dissemination; Purchase
influence; Provision of customer informatiop;
Producer risk management; Transaction
economies of scale; Integration of customer
and producer needs

Bailey and Bakos 4 Aggregation; Trust; Facilitation; Matching Empitd

(1997) research

Peterson et al (1997 3 Transaction; Distribut@ammunication Conceptua

article

Bakos (1998) 4 Aggregation; Pricing; Search; Trust Conceptual

article

Palvia and Vemuri | 5 Communication, coordination and exchangeConceptual

(2999) costs; assortment of products; warehousingarticle

and distribution; financing and risk sharing
product promotions

Kiang et al (2000) 4 Based on Rangan (1992) anagdai Conceptual

modification--- article
Product customization; availability; logistics;
transaction complexity

Jantan et al (2003) 3 Functions for customers;tions for Empirical

producers; function for both research

Rosenbloom (2004) | 5 Product flow; Negotiation; Ovehé; Book

Information; Promotion
Coughlan et al 8 Physical possession; Ownership; PromotigrBook

(2006)

Negotiation; Financing; Risk; Ordering;
Payment

A. Product flow

This kind of function refers to the actual physicadvement of the product from the

producers through all of the channel partners vdke tphysical possession of the

product, from its point of product to final consuméCespedes and Corey 1990;
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Palvia and Vemuri 1999; Rosenbloom 2004). As Saetaal (1995) note, a large
number of intermediaries play an important rolethe production, packing, and
distribution of goods. In other words, it refersthe actual delivery of tangible or

intangible goods or service to end customers (Gdasc Pedersen 2000).

In a conceptual article, Peterson et al (1997)sdaproducts and services into two
categories which are tangible/physical and intadegitformational. They mention

that for the tangible/physical product such as ddfik, cigarettes, or automobiles it
is still necessary to rely on the physical interragdto conduct the functions of
product flow. In a case study of Ducati, a motoleyoanufacturer in Italy with both

online and offline channels, Jelassi and Leene@XP@ote that their interviewees
argue that the assistance from intermediaries #triloite motorcycles is still

necessary. Therefore, when a manufacturer choosssmnates a channel member,
they have to consider the issue of product distioipuwithin the channel as well as
the method through which the end consumers obtanptoduct (Coughlan et al
2006).

B. Information provision

Information flows occur in two directions. One ditien is from suppliers to end
customers. The other direction is from end custenesuppliers. The intermediary

exists as a middleman.

From suppliers to end customers, Sarkar et al (189% that one of the classic
channel functions provided by intermediaries raldte informing customers about
the existence and characteristics of products. Thibecause intermediaries are
repositories of information and the intermediaryn canake information more
accessible to consumers (Bakos 1998).This chanmettibn is confirmed by
empirical research conducted by Rangan et al (1@®&in a fiber manufacturer
and a survey of thirteen different companies cotetlby Bailey and Bakos (1997).
As Rangan et al (1992) mention, customers usuakk product information during

the purchase process, especially when productseaveand technically complex and
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have a rapidly changing technological componenthils context, intermediaries can

provide this service.

Bailey and Bakos (1997) express similar statemants mention that information
exchange between manufacturers and end customestly, especially when it
involves implicit or specific knowledge that canneasily be articulated. In the
business to business context, manufacturers mgghtlinect sales people to carry out
this function (Rangan 1992) while in the businessustomer context, it is difficult
for computer or other high-tech companies to diste information about new
products to all their customers (Mohr et al 200bjHese instances, the well-trained
intermediary can facilitate the flow of informatiday coordinating the process and
translating information that is sent between thenuacturers and end customers
(Bailey and Bakos 1997).

The intermediary also plays an important role ansferring information from end
customers to manufacturers. For example, customf@rmation, which is also
collected by intermediaries and transferred to Beryp is used by producers to
evaluate new products and plan production of exgspiroducts (Sarkar et al 1995).
As Rosenbloom (2004) mentions, all channel memparscipate in the exchange of

information and the flow can be either up or down.

C. Aggregation (Assortment of products)

Aggregation means that the intermediary can agtgesygppliers, end customers, and
products into the same location. “Middlemen, esgciretailers, by carrying a

variety of products, provide consumers with congane in shopping” (Palvia and
Vemuri 1999:121). In other words, intermediaries) aassist end customers to

consume a combination of channel services and ptediat are attractive to them.

It seems that the process of searching is charaeteby uncertainty on the part of
both end-users and sellers. End users are unceattaint where to find the products
or services they want while suppliers are uncerteiw to reach target end-users.

Jallat and Capek (2001) suggest that compared avihuation in which each end
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consumer has to find a direct source of goods auth enanufacturer has to sell
products directly to individual customers, the ag@ited demand of buyers by a
single intermediary or the aggregation of seveugptiers by an intermediary is a

better alternative. Both suppliers and buyers edncee search costs (Bakos 1998).

Customers might require a broad range of produatsraquire one-stop shopping
(Rangan et al 1992) to compare prices and prockatufes at the same time. For
example, a customer might desire to compare a tyaoé different brands of
televisions in an electronic “superstore”. A marmtidi@er that typically produces a
large quantity of a limited variety of goods canaohieve this demand. By building
up an assortment of products in one store, inteiamed can provide this channel
function. As Coughlan et al (2006) note, by aggtiegaa variety of suppliers in a
physical store, retailers can offer a broader pcodssortment for their customers
compared with a single manufacturer. In an emgirgtady, Rangan et al (1992)
reveal that customers are usually looking for iedirchannels when they have broad

assortment requirements.

D. Promotion

Promotion refers to the flow of persuasive commation from suppliers to buyers
(Rosenbloom 2004). In other words, promotion refer&developing and spreading
persuasive communications about an offer” (Kotkeale2005:860). As Sarkar et al
(1995:7) mention, “Ultimately producers are noteneisted only in providing
information for consumers; they are interestedeiltirgy products. Thus, in addition
to information services, producers also value sesvirelated to influencing
consumer purchase choices”. Promotion activitiesteie many forms (Vaile et al
1952) and might include entities outside the chhrfpash promotion) such as
advertising agencies and media, both broadcaspentd(Peterson et al 1997). On
the other hand, promotion activities might be ativdg conducted by channel

members (pull promotion) (Palvia and Vemuri 1999).
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Sometimes, promotion refers to the education of@refomers by intermediaries. In
a survey of sixty-three distributors, Jantan e(28103) mention that intermediaries
take on the role of educating customers and, inr ttesearch, no statistically
significant evidence illustrates that this functismould be replaced by any direct
channel. Coughlan et al (2006) note that the pepo$ these promotional activities
are not only to transfer product information bulsoato increase awareness of the
product being sold and to educate consumers altmutptoducts’ features and
characteristics when the product is complex. Moegothe promotional effort
through channel members is also useful to incrd@severall brand awareness and

equity of the product, which could increase satethe future.

E. Risk taking

In this section, risk taking can be further dividatb two sub-groups which include

holding inventory and providing after sales service

* Holding inventory

Inventory refers to a list of goods and materias,those goods and materials
themselves, held available in stock by a busingsughlan et al 2006). As Rangan
et al (1992) mentioned, sometimes uncertain dentamdes from customers and
therefore, suppliers need the cooperation of ingeliaries to carry a buffer inventory.
Sarkar et al (1995) describe this function, holdingentory, as a kind of risk

management service provided by intermediaries. dddein an early article

discussing channel structure design, Bucklin (18Bpargued that “from the point of
view of the distribution channel, the creation mientories for holding goods before
they are sold is the physical activity which shifisk and uncertainty. Such
inventories serve to move risk away from thoseitutsdbns which supply, or are

supplied by, the inventory”.

It might be explained that, for a large number @nurfacturers, they are benefiting

from making a long product run because of econorofescale while at the same

24



time, the cost of carrying inventory such as steraglferage, and obsolescence is
significant. It would be a risk for the cash floWherefore, suppliers might desire to
transfer the inventory cost to some channel pataach as warehouses or retailers
as a means of risk diversification (Coughlan eé2@06). Meanwhile, by transferring
inventory a better cash flow can be obtained. Sterad (1996) note that at any time
inventories are held by one member of the chanystem, a financing assistance
operation is under way. For example, when a whi#desakes a portion of the output
from a manufacturer, the wholesaler is financing thanufacturer (Palvia and
Vemuri 1999) indirectly. Moreover, if cash flow veenot tied up in inventory, a
manufacturer would be able to invest this fund wls®e. Therefore, Rosenbloom
(2004) mentions that maintaining an adequate le@lventory is a major indicator

of channel member performance.

* Providing after sales service

Furthermore, in order to provide efficient postesaservice (including the servicing
of routine repurchase orders as well as technieldl service) (Cespedes and Corey
1990) and other customer risk management actistied as product maintenance or
returns, the cooperation of intermediaries is neags(Sarkar et al 1995; Coughlan
et al 2006). This is because customers do not alwaye perfect information and,
therefore, it is likely that they do not purchaseducts that meet their requirements
(Sarkar et al 1995). As Rangan et al (1992) natstatners require services such as
installation, repair, maintenance, and warrantyttf@rmore, customers usually seek
an intermediary to support their after-sales serviequirement because the
immediate contact and assistance can be obtaineatidition, Friedman and Furey
(2003) note that manufacturers, especially thodengdan high volumes across a
broad territory require local partners to proviédéevant product support because a

manufacturer cannot establish their service certvesywhere around the world.
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2.4.3The main criticism of disintermediation

With the development of digital technology, somehats (Sarkar et al 1995;
Peterson et al 1997; Palvia and Vemuri 1999) atiratethe internet channel benefits
from the main advantage of the channel functiofgrimation provision, however,
the disintermediation strategy is not without iteodcomings. For example, in a
survey conducted in the US, Devaraj et al (200@3)@onfirm that “Security and
reliability concerns are considered by many custsma&s the most important
obstacles to online shopping”. Moreover, using fiomal analysis, Palvia and
Vemuri (1999) suggest that there are no institwiam electronic commerce to
replace the financing and risk sharing service plexv by wholesalers and retailers.
Finally, several authors argue that the main probler the internet channel is the

problem of product flow.

e The problem of product flow

The internet channel might offer significant adweay@s in terms of information
provision. For example, the internet channel hasahility inexpensively to store
large amounts of information in multiple locatioasd serves as a distribution
medium for digital goods (Peterson et al 1997). Eesv, a main critical point from

several scholars (i.e. Chircu and Kauffman 200@ntins and Aron 2002; Tamilia et
al 2002; Webb 2002; Rosenbloom 2004) is that inoarperform the function of

physical flow efficiently. Direct-to-customer modeére likely to underestimate the
complexity of the order fulfilment process (Clemarsd Aron 2002). For example,
as Tamilia et al (2002) mention, manufacturersl s#quire assistance from

intermediaries to transport physical products t emstomers and store inventory.

For example, a survey of 63 distributors in the isenductor industry, conducted by
Jantan et al (2003), showed no statistically sigaift evidence to suggest that the
function of secure and on time transportation piedi by distributors will be
replaced by the development of the internet chamXldhough through the internet

manufacturers can contact individual customersctlyeand intermediaries seem to
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be bypassed, manufacturers usually do not havdfiaremt logistic system to fulfil
orders at a household level and the ability to dedh the high return rates

encountered in a non-store retailing environmetivg4et al 1997).

For example, research conducted by Ancarani (2606@)paring the price of books
and CDs at online and conventional retail outletdtaly confirms that the online
price is cheaper than the offline price, but poimts$ that when the delivery cost is
added, the online price is usually higher than dffftne price. Management of
transporting and supplying products to the end ussnains an issue for
consideration for pure online companies, especiaien the product is tangible
(ibid.). Hence, Peterson et al (1997) note thattajpam the distribution of digital
products (i.e., software, information, airline &tg), the internet channel probably
will not eliminate or serve as a substitute for \camtional retail channels. Firms
selling more tangible items such as furniture apgasel will find success much
more difficult, if the traditional intermediary haseen eliminated. Therefore,
“complete disintermediation is usually not phydigalfeasible” (Jallat and
Capek2001:59).

2.4.4 Reintermediation

“You can eliminate the middleman, but not the madan’s functions”( Cespedes
and Corey 1990:74). Indeed, some channel functiesgecially the provision of
information about buyers, sellers, and goods owises where intermediaries
currently add value will be modified by the intermbannel. However, as Schmitz
(2000) argues, for some uniqgue functions, suctedsaing uncertainty about quality
and tailoring offerings, the informational effic@n of intermediation will prevail

and is unlikely to be replaced by the diffusioreeiommerce.

It seems that eliminating intermediaries will nbtrgnate their functions and at the
same time, the internet cannot provide all chafioels. Therefore, some scholars
(i.,e. Bailey and Bakos 1997; Chircu and Kauffmar®@0Jallat and Capek2001;

Anderson and Anderson 2002) suggest that a maeby lgcenario is that the internet

27



will modify but not replace traditional intermedes. A concept, reintermediation,
has been mentioned. From a different observatiasppetive (manufacturer and
intermediary), reintermediation contains differerganings (Table 2.3).

Table 2.3: The concept of reintermediation

Authors Perspective Concept: Reintermediation

Chircu and Intermediary Reintermediation of intermediariesuiegs the
Kauffman (2000); utilization of internet technologies and a better
Wynne et al (2001) understanding of what customers consider

important when purchasing a product or service,

Sarkar et al (1995); | Intermediary A new virtual intermediary, cybermegjawill

Bailey and Bakos emerge. This new intermediary uses electronic
1997); Wigand networks to add value to the intermediation
(1997);Bakos process.

(1998);Jallat and

Capek (2001)

Anderson and Manufacturer | Reintermediation involves the lengthgmof the
Anderson (2002); channel rather than the shortening of channel
Rosenbloom (2004) structure because an extra virtual channel is added

to the channel structure

2.4.4.1From the perspective of the intermediary

* The traditional intermediary develops their own IT ability

Although several channel functions cannot be requlagasily by the virtual channel,
intermediaries are still forced to reconsider h#é# fundamentals of how they create
value and capture a fair share with the internetd@son and Anderson 2002). In
fieldwork with five travel agent companies in the& UWravel industry, Chircu and
Kauffman (2000) offer an IDR framework (intermedbatdisintermediation-
reintermediation). They mention that the traditioiméermediary can try to take the
advantage of the internet technology. As Gallaug@h®99) suggests, the only threat
to online sales appears to be to those retailedsdestributors who do not provide
value to the customer and for merchandise thaass#yedescribed and has low asset
specificity. Reintermediation occurs when the tiadal intermediary in the
marketplace is able to adopt new and innovativeswayimprove their incapacity
and it is often enhanced by the application ofd@hinology (ibid.). It means that the
traditional intermediary becomes an EC-able enéihd enters the e-commerce

market to service end customers.
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Wynne et al (2001) in their fieldwork in the Souifrican tourism industry make a
similar observation. In their case, they mentioat tthe intermediary attempts to
develop their internet infrastructure to improveitrcapacity. Usually, travel agents
are more knowledgeable than end customers andwestdneers might not have the
ability or willingness to arrange a complicatechdtiary. For instance, for many
customers, it is more convenient for them to areaaly) their travel such as booking
air tickets, hotel reservations, and hiring a daore single location than to visit

different sites for different types of holidays.

By utilizing professional knowledge and IT abilisuch as developing digital
information on offered products and services angrawing timely response to
buyers, intermediaries can offer a comprehensivevicee such as gathering
information from several different suppliers anbaing customers to make all their
travel arrangements at one site. In other woraschttannel function of aggregation is
improved to a certain extent by the developmerthefiT infrastructure.

e Cybermediary

“The previous intermediary roles, sometimes catt@ddle professions, brokers, or
agents etc. between manufacturer and buyer/consumagr be replaced by an
electronic market maker or by value networks (e&gmmon carriers, on-line market
places), which, in turn, enable a reintermediatigwigand 1997:4). Sarkar et al
(1995) claim new internet-based intermediaries €cylediaries) will emerge. In a
survey of thirteen companies, Bailey and Bakos 71B®) also confirm this trend
and mention that “contrary to the predictions cfimiermediation, the movement to
electronic markets does not seem to result in timeir@tion of intermediaries, as
electronic markets will require intermediation seeg, albeit in ways that differ from
traditional physical markets”. Bakos (1998) mensidnat the growth of new types of
electronic intermediaries such as eBay can perfarmtions that include matching
buyers and sellers, providing product informatiom buyers and marketing

information to sellers, aggregating information d®o and integrating the

29



components of consumer processes. In other wonds,cybermediary deals with

information instead of tangible products.

Although the internet accelerates the flow of infation on one hand; on the other
hand, an information explosion is created. Forameg, it is unlikely for normal
customers to browse all of a manufacturer’s wel. stustomers still require
assistance from an intermediary regardless of veneths a traditional intermediary
(Chircu and Kauffman 2000; Wynne et al 2001) withdbility or a pure virtual
intermediary (Bailey and Bakos 1997; Wigand 199akd& 1998) as a filter to
conduct the aggregation function.

2.4.4.2From the perspective of the manufacturer

Anderson and Anderson (2002) argue that it is m@tight time for manufacturers to
get closer to the customer by disintermediation #mel suggest that producers
should not eliminate intermediaries just becauseiniternet has lowered the cost of
going direct. It is because the reasons (pricegrament, service, convenience, and
ambiance) for end customers to purchase will béemiit and no single service
provider can do everything. Manufacturers still che® cooperate with their

traditional channel partners to satisfy the diugrsif customer needs and should

view intermediaries as assets not liabilities.

Therefore, Rosenbloom (2004) suggests that reimtgiation is shifting; changing or
adding middleman to the channel. In other wordsteemediation involves the
lengthening of the channel rather than the shartgeaf channel structure because an
extra virtual channel is added to the channel airac (Figure 2.2). More
intermediaries appear in electronic marketing ckeéwhile conventional marketing
channels will continue to exist right alongsidecgienic channels. For example,
when a consumer electronics manufacturer consttiers channel structure, both of
the virtual (i.e. Amazon.com) and physical (i.e. ROrld) intermediaries might be
considered.
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Figure 2.2: Reintermediation from the perspectithe manufacturer

Conventional Reintermediation
channel
PC PC
manufacturer manufacturer
y J N
Physical Physical Online
intermediary intermediary intermediary
Y Y Y
End End
Customer Customer

Source: Rosenbloom (2004)

2.4.5 Summary of indirect sales and reintermediatio

Eliminating intermediaries is not without disadwages because several channel
functions cannot be replaced by the virtual chanBaked on previous literature,
there are five main channel functions: product floimformation provision,
aggregation, promotion, and risk taking (Table 2.Bpsed on analyzing the
performance functions of distribution channels, theain criticism of
disintermediation is the problem of product flovan$e scholars suggest that a more
likely scenario is that e-commerce will modify butot replace traditional
intermediaries. A concept, reintermediation, hasnbanentioned. From the
perspective of the intermediary, if they can adop and innovative ways, such as
the application of IT infrastructure, to improveeth incapacity, intermediaries
remain an important role in the whole channel stng Besides, from the viewpoint
of the manufacturer, a preferable scenario doegmotve eliminating the traditional
intermediary. Instead, manufacturers should attetaptombine both virtual and
physical channels together.
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Table 2.4: The summary table of channel functions

Channel function

Conceptualization

Reference

Product flow

Intermediaries can help to transier t
product or service from suppliers to eng
customers.

Cespedes and Corey

] (1990); Peterson et al
(1997) ;Palvia and
Vemuri (1999); Gorsch
and Pedersen
(2000);Rosenbloom
(2004)

Information Intermediaries inform customers about| Rangan et al (1992);

provision the existence and characteristics of Bailey and Bakos
products. On the other hand, (1997); Bakos (1998);
intermediaries can transfer the
information from the customer to
suppliers.

Aggregation Intermediary can aggregate supplierd, Rangan et al (1992);
customers, and products into the same| Bailey and Bakos
location. (1997); Bakos (1998);

Jallat and Capek (2001)

Promotion Promotion refers to the flow of Sarkar et al (1995);
persuasive communication from supplierdantan et al (2003);
to buyers. Meanwhile, intermediaries afeRosenbloom (2004);
good at creating brand awareness and| Coughlan et al (2006)
educating customers.

Risk taking Intermediaries can help manufacturers Bucklin (1965);

take the inventory. Meanwhile,
intermediaries can share the task of
providing post-sale service.

Cespedes and Corey
(1990);Rangan (1992);
Sarkar et al (1995);
Palvia and Vemuri

(1999)

2.5 The multi-channel structure

2.5.1 Bricks and Clicks

The debate surrounding the adoption of direct dir@tt sales channels has been
aired in the literature for some time and pre-ddkes prevalence of e-commerce.

Since direct and indirect sales strategies may batle their own advantages and

disadvantages, some scholars (i.e. Cespedes amy C890; Rangan et al 1992;
Anderson and Anderson 2002; Steinfield et al 20@2 Berman and Thelen 2004;
Wallace et al 2004) suggest that the combinatiorbath channels would be a

compromise alternative. As Coughlan et al (200&itp@ny one channel solution

likely will not be able to satisfy the needs of sdigments. One of the distinctions for
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multiple marketing channels is that each channedsgmts a set of unique
characteristics, which offers businesses the oppiiyt to adapt to changing

customer needs and purchasing patterns.

After failures of the dot.com, there is a realiaatithat the internet is unlikely to
replace traditional channels totally. For exam@®infield et al (2002 a) mentions,
the arrival of large retailers with the ability &xploit the internet may directly
contribute to the collapse of many struggling donhccompanies. Therefore, some
researchers (i.e. Anderson and Anderson 2002; fiefieiret al 2002 a b; Agatz et al
2008) suggest that a possible scenario for trawitiirms to respond to the trend of
growing e-commerce is to restructure the distrdoutchannel. It means that firms

can attempt to integrate the internet channeltima channel mix and portfolio.

Mols (2000:227) provides a definition of the mubannel structure: “Such dual
channels of distribution may be found in severdlstries and may take many forms,
one of which is when a supplier sells directly teens or consumers as well as
through independent marketing intermediaries”. lé&oet al (2005:870) offer a
diagram (Figure 2.3) to illustrate the multi-chalnsystem.

Figure 2.3: The multi-channel distribution system

Telephone|nternet Customer
Segment 1

A 4

| Retailers Customer
' Segment 2

A
A 4

Producers

Customer
_| Distributors | Dealers Segment 3

A
A
A 4

Customer
Segment 4

A 4

Sales force

Source: Kotler et al (2005)
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As Agatz et al (2008:339) claim: “After the initiaver-enthusiasm, more sustainable
models of e-commerce have started to emerge. Otigeafecurrent patterns is the
combination of ‘bricks-and-clicks’, the integratiof online sales into a portfolio of
multiple alternative distribution channels”. Thus,most cases, companies will add
the internet to existing marketing channels, thgreimploying multiple marketing
channels. In order to distinguish between the poternet and traditional offline
channels, electronic commerce researchers nowhoalé companies which combine
physical and web channels *“clicks and mortar,’icks and clicks,” “surf and turf,”
“cyber-enhanced retailing,” or “hybrid e-commercdGulati and Garino 2000;
Steinfield et al 2002 a b; Agatz et al 2006).

2.5.2 Advantages of the development of the multi-elmnel system

The utilization of multiple channels is increasstgadily (Frazier 1999; Coelho et al
2003; Coelho and Easingwood 2008) and, accordimgydwious literature, there are
two main advantages for the adoption of a multircte distribution strategy: saving

cost and collecting more customer information/ tmg better customer service.

2.5.2.1 Cost savings by developing synergies betwgshysical and virtual

channels

“In today’'s environment, costs within many tradiad channels, such as in sales
forces and branch networks are increasing at amailg rate. As a result, there is
increasing pressure on organizations to move totrel@c channels and seek to
develop customer self-service strategies to redas€ (Payne and Frow 2004: 529).
Nevertheless, in this section, cost saving is wbfié to what has been mentioned in
the section on disintermediation. In relation teitlermediation, cost reduction can
be achieved by eliminating all levels of intermegiaHowever, here, cost savings

can be achieved by the synergies between virtuhphagsical channels.
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A. Saving set up costs

Before the prevalence of the internet, Dutta ef{1#195) noted, in a survey of

company agents, that the additional cost is a ma@ison why manufacturers are
unwilling to modify the channel system. For exam@ananufacturer may become
locked in with a particular intermediary as a resdiithe manufacturer's investments
in intermediaries. In that way, creating a direcartnel means a new physical store
that is opened and managed by manufacturers. Melnitie manufacturer may

have to provide training not only to the originatarmediary but also the new store
staff again. They have to pay the cost of lab@mgl] and necessary equipment twice.

That will be an issue of concern for a large nunddenanufacturers.

However, compared with setting up a physical corggamned store, the relatively
low costs of setting up a virtual channel, and pla¢ential access to millions of
customers, are very attractive to a large numbeoaofpanies (Geyskens et al 2002;
Steinfield et al 2002 a b; Coelho and Easingwood42®ughes 2006). Coelho and
Easingwood (2004:6), in interviews with about 30y keformants in financial
services organizations, confirmed this point andesof their informants argue that a
“potential benefit provided by the utilization dfet internet channel is that companies
can often increase their sales volumes while redudheir absolute or relative
distribution investment costs”. Furthermore, a tpldt case study, conducted by
Hughes (2006) in the financial industry, notes thatinfrastructure costs to develop
an online banking branch will be about one-tentlthoke for a traditional bank and

about a quarter of a call centre based bank.

B. Saving fulfillment cost

In addition, cost savings can be obtained from rmss activities which lend
themselves to automation, self-service, and resenéce (Payne and Frow 2004). If
customers can self-serve through the internet @réine banking transaction or
purchasing some intangible product), the transaatast can be reduced further. For

example, according to Denton (1997), in the bankidystries, a transaction cost
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over the internet is one-tenth of the cost of binattansactions. As Steinfield et al
(2002 b) note, the expenditure for some assistantwities such as looking up
product information, filling out forms, and prowdj on-line technical assistance for

after-sales service can be switched to consumers.

Even though some tangible products still requignmificant assistance from physical
intermediaries, cost savings can nonetheless hewathby developing ‘a synergistic
channel structure’. The concept, synergistic chhrsteicture, is mentioned by
Steinfield et al (2002 a b). Figure 2.4 illustraggh a synergistic multi-channel
structure that allows customers to gather inforamatind reserve an item online (Al).
After that, the customer can pay for and pick upghoduct in the physical store (BO)
and obtain after-sales support online (C1). Basedmopirical research with 30 click-
and-mortar companies in America and the Nederlagtisnfield et al (2002 b: 95)
offer this concept, synergistic channel structamg] claim that: “When virtual and
physical channels are harmonized effectively, sgishould become possible in

several areas, especially labour, inventory, atidatgy costs”.

Figure 2.4: Use of physical and virtual channelamintegrated clicks-and-mortar
business

Task
Channel Prepurchase Purchase Postpurchase
Physical A0 — BO o Cco
Virtual : >c X I
AT — B1 —_ Cc1

Source: Steinfield et al (2002 b: 94)

For example, a common infrastructure for logistigstems can be utilized to manage
the distribution of goods for e-commerce activiteesd a pick-up service in local
retailer stores can be offered to customers (S&dihét al 2002 a b; Saeed et al 2003;
Berman and Thelen 2004). By this method, thereoisneed to establish a new
fulfillment system for online orders. Moreover, theblem of product flow can be
overcome. On the other hand, inventory savingeashen companies find that they
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can avoid having to stock infrequently purchaseddgoat local outlets, while still
offering the full range of choices to consumers tha internet. (Steinfield et al
2002b). Furthermore, as Tsay and Agrawal (2004 @ntion, the synergy
distribution structure is particularly beneficialrfproduct returns management. Most
multi-channel firms can provide online consumeres diption to return products via
physical stores. This synergy not only assisteducing return handling costs but it

is also convenient for customers.

Additionally, marketing and promotion efficienciasross channels can be expected
when each channel is used to inform consumers abertices and products
available in the other. A common product catalog@ujertisements and promotions
that draw attention to both channels may be shhye@-commerce and physical
channels (Steinfield et al 2002 a). In this waympanies can create a “seamless”
experience for customers by integrating online aemwith conventional channels
(Payne and Frow 2004).

2.5.2.2 Collecting more customer information and povide better service

e Collecting more customer information

“Today consumers have unprecedented power, armigdtin@ir own databases and
tracking technology. Companies who continue to aldebusiness models and treat
customers in old ways will likely fail ” (Schoenldder and Gordon 2002:46). It is

because the high information intensity of electtochiannels and easier product and
price comparisons have triggered a shift in chanmalver from suppliers to

customers (Goérsch and Pedersen 2000). Moreovegroass have become less loyal
towards any particular supplier (Wallace et al 208dcause increasing competition

and minimal customer switching costs make customersasingly difficult to retain.

Therefore, some scholars suggest that it mightbeoenough to rely on a single
channel to collect information and serve custonfiees Schoenbachler and Gordon
2002; Coelho and Easingwood 2004; Payne and Frd@#;20einberg et al 2007).

For example, the new business model should be rmgstoentric and focus on the
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understanding of an informed and empowered cust¢8®roenbachler and Gordon
2002). Similarly, Payne and Frow (2004), in a cqueal article, argue that
competitive advantage today is not just about vemdiroducts and services to
customers. Moreover, companies should attempt teataustomer information as
broad as possible and based on this informatioer a(fegmented and customized

services rather than merely producing products fiorass market.

After interviewing 30 senior executives and managera diverse set of industries
(including: financial services, pharmaceuticalsljree, education etc.) Weinberg et al
(2007) note that multiple channels offer a gregtarfunity for companies to see how
each customer interacts with the business acresspéctrum of product or service
lines and across channels. Moreover, “ Having &tyaof channels and means for
‘memorizing’ customer preferences and other impurtdetails is becoming a sine
gua non for delivering high-quality customer expedes, service and value”
(Weinberg et al 2007:393).

With the assistance of internet technology, it seful for companies to collect
broader marketing information (Coelho and Easingivd004). One key advantage
for the internet channel is that more comprehensiv&@omer-specific information
can be captured easily. For example, customerspuichase electronically can be
identified at the individual level and consumerwsong can be tracked. “With the
recent advancement of web-based analytics, orgamzgahave the ability to track
metrics such as website traffic, catalogue produiewed, number of pages viewed
per visit, customer satisfaction with particulaatigres, and click-thru conversation
rates” (Weinberg et al 2007:392).

* Provide better service
With the increasingly sophisticated database teldgyp information from both
virtual and physical channels might be analyzedeedisan before (Alba et al 1997).

Companies can obtain much-needed insight into ¢eel$1of shoppers and shopping

patterns. Furthermore, companies might offer ogeagthe most suitable channel to
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customers. For example, Steinfield et al (2002 b¥eove that by integrating

customer orders across channels enabled a Dutdh Banexample in their case

study, to improve their tracking of customers’ mments between channels so that
requests made online could be forwarded to apmtgpmersonnel in the proper
branch. For some relatively complex products swlpensions, or customers who
require more personal assistance, suppliers carthesentermediary to provide a

customized service. For some relatively straigmtbod products, such as car
insurance and customers who might prefer to shéipegrithe internet channel would

be a better choice (ibid.).

As Berman and Thelen (2004:148) mention, “Unliksirgle-channel company, a
firm that uses a multi-channel strategy has thétalbd choose the most appropriate
channel in its overall portfolio to sell a givenagbor service or to reach a different
target market”. Such an understanding is suppdiethe collection of customer
information both online and offline. In additiom, & customer survey about customer
loyalty, “By expanding the portfolio service outputivailable to the customer,
multiple channel strategies may be employed to meddhe companies’ overall
value proposition leading to enhanced customersfaation and managerially
relevant outcomes” (Wallace et al 2004:260). Inirtreurvey (Wallace 2004),
customer loyalty has a statistical significant iomy@ment, when companies offer

multiple channels to serve customers.

2.5.3 Summary

Following the debate between disintermediation aethtermediation, several
scholars suggest an alternative channel strucBrreks and Clicks. This means that
companies can create their own virtual channelensiill maintaining a relationship
with their original physical channel. Based on jpoes literature, this multi-channel
structure has two main advantages: saving costs gatidering more customer

information and offering a better service.
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2.6 Chapter summary and research gaps

A traditional marketing channel is defined as adeinterdependent organizations
involved in the process of making a product or eervavailable for use or

consumption. The distribution process requiresdbeperation of several physical
business entities such as manufacturers, wholssaderd retailers to serve end
customers. However, with the development of IT tetbgy, the internet is now

considered as a distribution channel and enablepanies to make contact with end
customers directly.

Some early research predicted the traditional oblamwill be eliminated and
bypassed when e-commerce is widely accepted byorogss. This concept is
described as disintermediation. From previous ditee, the main motivation for
companies to conduct a disintermediation strategyost reduction. However, some
scholars, based on the functions of a marketingnmodla provide a different
viewpoint. They argue that elimination of a traoital intermediary is not without
disadvantages. For example, issues remain congehnioi to resolve the problem of
product flow, especially for tangible products. Téfere, scholars suggest the
concept, reintermediation, compared with disintafia@gon. From the perspective of
the intermediary, they can also adopt IT technoltgynprove their capacity. From
the viewpoint of manufacturers, the level of tharmtel should be extended instead
of shortened. The virtual channel becomes an exit@an for them but not the only

option.

Following the debate of disintermediation and mimtediation, some scholars
suggest an alternative channel structure, ClicksBucks, meaning that companies
may attempt to develop their own virtual channed atill maintain the relationship
with their original channel partners. This kind yfnergy structure has two main
advantages: saving costs and gathering more custofoemation across channels
and offering better customer services. The summafy disintermediation,

reintermediation, and multi-channel structure issgnted in Table 2.5.
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* Research gaps

The literature review has revealed the followingg@ch gapshat require to be

explored in further research.

1. What are the factors driving manufacturers to dgvehe internet channel,
especially when an existing marketing channel hasady been established?
As Coelho and Easingwood (2008:32) note, “The nurobeompanies using
multiple channels in the distribution of each ogithproducts is increasing
steadily. Despite this popularity, the driversluéde channel strategies remain
virtually unknown”. Moreover, creating a multi-cha system is not without
disadvantages. For example, channel conflict betweanufacturers and
intermediaries is highly likely to ruin the channedlationship. Channel

conflict forms the subject of the next chapter.

2. What are the channel design patterns of the mhéirnel structure? Recently,
Steinfield et al (2005) conducted a study to araliflze web sites of 985
U.S.—based companies having both online and offtim@nnels. The result
seems to be different compared to their previosgaeh (Steinfield et al
2002 a b). They mention that the design of the igysic multi-channel
structure (Figure 2.4) is uncommon. It seems thedighing a channel
structure when companies desire to include thernatechannel is more
difficult than many people expect. Rosenbloom (3Gfgues that to create a
synergistic channel system is still more the exoepthan the rule because
substantial obstacles exist. However, RosenblodfiqRonly points out the
impracticalities of the synergistic channel struetlbut not discusses the
possibility of other types of channel structured design patterns.

In 2000, Kiang et al (2000:384) mentioned that “Tehasting research in
channel design and selection has only consideredr#ditional channels,
including the traditional intermediaries and direeles force. There are no

> In chapter 4, these research gaps are explairgetari.
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documented results or researches that providetamnsgtic method to guide
evaluation, planning, and execution of the chamhelice decision when it
comes to internet marketing”. Recently, severabkuis (i.e. Gassenheimer et
al 2007; Rosenbloom 2007; Coelho and Easingwood)2@(o0 have the
same suggestion that more research should be doegptore how firms

design their channel structure including the inééchannel.

. Some authors (i.e. Palvia and Vemuri 1999; Gallaugt002; Tamilia et al
2002) express a different attitude toward the tismediation strategy by
using functional analysis, yet most of these ati@dre conceptual discussions.
More empirical research should be conducted tooegghe problems or case
of performing each function via the internet. Muwrer, previous research
has paid scant attention to how the five diffedrdnnel functions are carried
out by online and offline channels in the contefxa anulti-channel structure.
To what extent will firms rearrange channel funeidor each channel? How
will channel managers arrange the channel functiongach channel? Are
there any variables that might influence this r@agement of channel
functions and the redesign of channel structure3aflat and Capek (2001:55)
suggest, “Understanding the impact of e-commercatenmediaries requires
an analysis of how the role and function of tradiéil economic actors are
being reformulated and rebuilt”. Hence, an empirstady to explore the

channel functions carried out by each channel cessary.
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Table 2.5: Summary Table for Chapter 2

Channel Structure | Conceptualization The main Channel Form | References
Advantage/
Disadvantage
Disintermediation | The traditional Pros: Pure virtual Malone et al
intermediary will be Cost Reduction channel (1987 1989);
eliminated because of | Cons: Benjamin and
the adoption of internet The problem of Wigand (1995);
channel. product flow Evans and
Wurster (1997
2000); Kiang and
Chi (2001)
Reintermediation | The traditional Traditional Bailey and Bakos
intermediary will physical channel (1997); Bakos
improve their IT with IT ability (1998); Chircu
ability—from the or and Kauffman
perspective of the virtual (2000); Jallat and

intermediary.

An extra virtual
channel is added to the
channel structure—
from the perspective of
manufacturer.

intermediary

Capek(200);
Anderson and
Anderson (2002);
Gallaugher (2002

Multi-channel

Manufacturers utilize
both physical and
virtual channel to serve
customers.

Pros:

(1) Saving cost

(2) Accepting
more
information
from
customers and
providing a
better service

Cons:

(1) Channel
conflict

(2) Free-riding
(see chapter3)

Combination of
virtual and
physical channe

Gorsch and
Pedersen (2000);
Steinfield et al
(2002 a b);
Saeed et al 2003;
Berman and
Thelen (2004);
Payne and Frow
(2004);

Wallace et al
(2004);

Lee and Shu
(2005)
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Chapter 3

Channel conflict: sources and conflict resolutions

3.1 Introduction

In chapter two, previous research suggested thmpanies should attempt to access
customers by utilizing as many different channalgassible. However, the multi-
channel strategy is not without disadvantages.dxample, a survey conducted by
Geyskens et al (2002), within the European newspapeéustry, found that
established firms are financially hurt when addagiew internet channel to an
established channel system, due to cannibalizatonbrand-damaging inter-channel
conflicts. As Sharma and Mehrotra (2007:23) mentioitheir case study, “higher
levels of inter-channel conflict in the context ofulti-channels will lead to a
reduction in promoting the product or even a wittvell”. Hence, how to resolve
channel conflict arising from the development & thternet channel should be paid

more attention.

In order to understand channel conflict and itsolkggon methods, this chapter
contains four main sections. Initially, althougimalti-channel system offers several
advantages, several scholars claim that this systidinhave some side effects. The
main disadvantage for the multi-channel systemarmnibalization and furthermore,
the competition between channel partners often lteesin channel conflict.

Consequently, the definition of channel conflictpiovided in the second section.
Channel conflict is a dynamic process and foureddht levels or episodes are
considered. In addition, three sources of chanmdlict are explained in detail. Next,
based on a framework provided by Coughlan et @§®0several conflict resolution
mechanisms, mentioned in previous research, hawn lassified into four

categories: avoidance, accommodation, compromik&idcoation, and competition.

Finally, a chapter summary is presented at the end.
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3.2 Cannibalization and Channel conflict

3.2.1 Possible obstacle to the multi-channel struate

Although a multi-channel structure might offer selebenefits to firms, the
integration of e-commerce with existing physicalachels is a challenging
undertaking that can create some problems for neanagt. For example, firms may
find that the multi-channel strategy will increasests (Coelho et al 2003) because in
order to serve end customers, suppliers have abledt a new logistics system to
fulfill customer demand. Furthermore, some othde sffects such as brand damage
and consumer confusion might occur when compangkgptaa multi-channel

structure (Coelho and Easingwood 2004)

Moreover, the major marketing-related concerns uitinchannel are cannibalization
and the consequent channel conflict (Geyskens 20@2; Webb 2002; Rosenbloom
2007; Sharma and Mehrotra 2007; Coelho and Easiog\2608). “Perhaps the most
significant obstacle to building successful mutinonel strategies is the emergence
of conflict between the different channels used riegiching customers. For some
channel participants, multi-channel strategy mayieged as a zero sum game: If
one channel gains customers then another channst have lost customers”
(Rosenbloom 2007:7). Cannibalization emerges bechugers can reach several
purchase points and suppliers and intermediariesipete with each other.
Furthermore, a related issue, free-riding, mightesp, when one channel member
sells the product but another channel member getoider (Sharma and Mehrotra
2007). For instance, customers can use a salespersealize the product functions
and characteristics but use the cheaper interraatngt to buy the product. Under
these circumstances, cannibalization and freegijdiconflict between channel

members is very likely to happen (Geyskens et @22Webb 2002).
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3.2.2 The viewpoint from manufacturers toward chanel conflict

Therefore, from the view point of manufacturerdp@&it and Bacheldor (2000) claim
that some firms will choose not to exploit the watt channel because of fear that the
new internet channel could negatively impact satesde through conventional
channels. It seems that pushing too hard to steid@unew retailing model would
alienate their old retailers, thereby hurting sadesl channel conflicts are thus a
strong impediment to the development of electrafiannels. For example, Levi’'s
began to sell their jeans directly through thermd¢ a few years ago but had to stop
its use of this channel because of strong objestioom its intermediaries (The
Economist 2000:16).

A survey (Figure 3.1) conducted by Allen et al (@P®&ith 50 manufacturers reveals
that channel conflict is the biggest issue that uf@cturers face in their online sales
strategies. Recent research conducted by Mulpural €2007:9) also reaches the
same consideration and confirms that when manufrstudevelop the internet
channel, “the threat of distributors retaliatingaengt a manufacturer that ventures
out on its own strikes a paralyzing fear into themitts of many marketing and

strategy executives at manufacturing firms”.

Figure 3.1: Concerning issue for manufacturerstoasline

Channel conflict | 66%
Direct selling capability- 22%
Level of investment :|8%

Corporate commitment ]2%

Competitive pressure ]2%

Percentages based on responses from 50 manufacturers

Source: Allen et al (2000)

However, manufacturers not participating in e-comu@eare also afraid that they

would lose sales to competitors who conduct a @sttawnline strategy. In research
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to analyze the web sites of 20 companies havinly @otonline and offline channels,
Lee et al (2003:137) state, “If you do not sell ypwoducts directly over the internet,
people will go to your competitors who do, whileyibu do sell your products
directly; your distributors and dealers will desgou and only carry products from
manufacturers who do not compete with them”. Itns®dhat a large number of
manufacturers are stuck within a paradox situatitm-develop or not develop the
internet channel. Therefore, suppliers might neest highly in the multi-channel

system. It is likely that manufacturers will meremaintain a basic level.

For example, a survey conducted by Konings and Raowofd (2002), in Belgium,
with 836 firms in a diversity of industries discogd that of all firms that have
access to the internet, only 15% adopt that medasman additional channel to
actually sell products online. Similar researchdiarted by Steinfield et al (2005) to
analyze the web sites of 985 U.S.—based firms lgawath online and offline
channels demonstrates that only 33% of firms owveh site where consumers can
complete a full order and transact online. Thatmsdams greatly depend on their
physical retailers to complete transactions. Funtloee, merely one in five firms
allow customers to check a store’s inventory onlmer to visiting the store and
only 6 % of firms can offer a pick- up service ke tphysical store. Steinfield et al
(2005) claim that the mismatch of strategies desmeahe benefits derived from
internet related investments. It seems that a igitegrated multi-channel structure

iS uncommon.

3.2.3 Summary

“Integrating online channels with conventional hels to create a seamless
experience for customers is, if course, the idéalason—in theory at least. In

practice, however, such seamless integration lisnstire the expectation than the
rule because substantial obstacles exist” (Rosenblg2007:6). One of the most
vexing problems in multi- channel strategy is oalahannel cannibalization and then
conflict between the conventional and internet clehnThis viewpoint is supported

by several scholars (i.e. Bucklin et al 1997; Feai999; Geyskens et al 2002; Webb
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2002; Deleersnyder et al 2002;Friedman and Fure®3;20Coughlan et al

2006 ;Rosenbloom 2007 ;Sharma and Mehrotra 200&ihG@nd Easingwood 2008).
For a large number of manufacturers, they may désidevelop the internet channel
because their business rivals have pursued thesegir However, they are also
worrying about online cannibalization and the copusat channel conflict is hard to
manage. Therefore, how to manage channel conélicsed by the internet is a tough

issue for a large number of channel managers.

3.3 Channel Conflict

This section contains three topics. Initially, tbefinition of channel conflict is
considered. Consequently, channel conflict is aadyo process and it can be
divided into four episodes: latent, perceived,,faihd manifest. Finally, in some
recent research, internal channel conflict has lbeewsed on and scholars state that

external channel conflict will be affected by imtal channel conflict.

3.3.1 Definition of channel conflict

Channel conflict is not a new concept that is @edity the internet revolution (Webb
2002). On the contrary, conflict management in dedsof distribution continues to
be a major theme in the marketing literature (Ganek993). For example, in the
1990s, Moriarty and Moran (1990) mentioned thatflotinis an inevitable part of
every hybrid system. In seeking to develop a hybhdnnel system, managers have
to recognize the existence of conflict as the frstl most important step. In here, a
hybrid channel system means that suppliers utiheg sales representatives (direct
channel) and independent dealers (indirect chasimal)ltaneously.

Several definitions of channel conflict can be fdum previous channel literature (i.e.
Rosenberg and Stern 1971; Lusch 1976 a; Etgar 1%é#n et al 1989; Gaski 1984,
Rosenbloom 2004; Coughlan et al 2006). In thisaete the definition provided by

Coughlan et al (2006) is adopted and this definii® also commonly adopted by
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other studies (i.e. Bradford 2004; Webb and Lam@@72 Coelho and Easingwood
2008).

“Channel conflict is behaviour by a channel memtyeat is in opposition
to its channel counterpart. It is opponent centeedl direct, in which the
goal or object sought is controlled by the counget (Coughlan et al

2006:244).

Channel conflict happens when one channel membereipes the behaviour of
another member to be impeding the attainment ofgials or the effective
performance of its instrumental behaviour pattemns,atmosphere of frustration
prevails (Rosenbloom 2004). During this time, otikbannel members are often
regarded as competitors and conflict parties steuggainst each other (Coughlan et
al 2006).

3.3.1.1 Channel conflict in a multi-channel system.

Hibbard et al (2001:45) observe that “the rapidwghoof multi-channel distribution
systems has significantly increased the potentialdiscord between suppliers and
channel intermediaries”. In interviews with 30 infants in the financial services
area, Coelho and Easingwood (2004) note that obffétween channel members is
more intense after the development of the intechatnel because there are multiple
units competing for the same customers. In otherdsyonow the manufacturer is

considered as a powerful intermediary.

In the marketing literature, channel conflict (i®tern et al 1996; Friedman and
Furey 2003; Rosenbloom 2004; Kotler et al 2005) issally been classified into
two categories which are horizontal and verticahflict. Horizontal conflict is

competition at the same level in the channel i@anpeting retailers) and vertical
conflict is the competition at different levels litthe same channel (i.e.
manufacturers versus retailer). Based on veréindlhorizontal conflict, a third type
of conflict in the multi-channel system is mentidney Tamilia et al (2002) in a
conceptual article. Tamilia et al (2002) note thé&tr-type conflict is of most concern

for a large number of firms when they utilize tikernet as a distribution channel.
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The inter-type channel conflict happens betweeferdint types of intermediaries in
the same channel level. For example, intermediatygscally do not regard

manufacturers as rivals but as upper channel partidevertheless, the internet
provides suppliers with opportunities to bypassitiiermediaries and to sell directly

to final customers.

3.3.2 Episodes of channel conflict

Conflict in marketing channels is widely recognized a dynamic process
(Rosenberg and Stern 1970; Brown and Day 1981; Bretval 1983; Frazier and
Rody 1991). For example in a survey with intermaedsto explore conflict and

power-dependence relations, Brown et al (1983:88tdbed “the conflict process is
composed of a series of episodes where each episoldis upon the previous one
and provides the conditions for subsequent onestvdy¥er, it is not necessary that
every conflict episode has to pass through evagyesto the next stage.

In the area of organization behaviour, Pondy (19¢rdpvided a conceptual
framework of conflict episodes and based on theaésaiork, channel conflict can be
classified into four episodes which are latentcpered, felt, and manifest conflict
(Table 3.1). This classification is accepted byaaé number of scholars in their
research (i.e. Lusch 1976 a; Brown and Day 198bwhAret al 1983; Frazier and
Rody 1991; Stern et al 1992; Vaaland and Hakang2@@8). In order to have a
deeper understanding of channel conflict, a brigflanation of each episode is

below.
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Table3.1: Conflict episodes

Conflict episodes Conceptualization

Latent conflict Latent conflict reflects an undénly state of incompatibility
between two firms and the firms might be unawartéhef
existence of latent conflict.

Perceived conflict Perceived conflict happens wtieannel partners sense that
oppositions of some sort exist.

Affective(Felt) conflict | The perceived conflict niigtransfer into felt (affective) conflict
and contains negative emotions because of sterssion,
hostility or anxiety.

Manifest conflict Channel members attempt to blthekother from achieving its
goals.

A. Latent conflict

In a survey of car dealers to measure conflichandistribution channel, Brown and
Day (1981) describe that latent conflict refleatsuamderlying state of incompatibility
between two firms including role deviance, goaledgence or poor communication.
Pondy (1967) notes that there are three basic typldent conflict: (1) Competition
for scarce resource — when the demands for resteteesen organizational partners
exceed the resource available, latent conflict aplbear. (2) Drives for autonomy—
when one party attempts to control some activigt #inother party regards as its
territory, latent conflict happens. (3) Divergenoé subunit goals—when two
organizations are unable to reach a consensusrmeted action, this disagreement
between organizations can result in latent conflt@iughlan et al (2006) mentioned
that latent conflict is a normal situation in markg channels because each channel
member is a different entity with different busiagshilosophies and furthermore,

firms might be unaware of the existence of latemifloct.

B. Perceived conflict

When participants in organizations do not recogmizenisunderstand each other’s
true position, perceived conflict is likely occuPdndy 1967). In other words,
perceived conflict happens when channel membersegbiat opposition of some sort
exists. In a survey of 930 industrial distributdcs explore the use of influence
strategies in inter-firm relationships, Fraizer a@ddy (1991) mention that when
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participants in a channel consider that some Somampatibility exists such as
opposition of viewpoints, of perceptions, of compaolicies, of interests, or of
intentions, perceived conflict is likely to ocaarthe relationship.

C. Felt (Affective) conflict

It is still likely that minor conflict will transfeinto a worse stage. As Brown et al
(1983) mention in their survey, when perceived konis affected by stress, tension,
hostility or anxiety, perceived conflict would tisfer into felt conflict or affective
conflict. Anxieties may come from identity risks ektra-organizational pressures
(Pondy 1967). When conflict is in this stage, crdnrmembers begin to personalize
their differences. As Vaaland and Hakansson (20@&3cribe, felt conflict is
characterized by the personalization of conflict.guments and disputes with
negative emotions between two firms become frequémtthis circumstance,
“economic considerations fade into the backgroutha competitors impute human
features and personal motives to channel organimmtiOften emotions of outrage
and unfairness reach a point where the managese®feconomically sensible
choices and hurt their own organization in ordgodaish their channel counterparts”
(Coughlan et al 2006: 245).

D. Manifest conflict

Manifest conflict can be detected easily becauseakpressed in behaviour (Brown
and Day 1981; Brown et al 1983; Gaski 1984; Fragael Rody 1991). In a survey to
measure manifest conflict in distribution chann&sywn and Day (1981:263) note

that “conflict reaches the manifest state whenpiduties go beyond the cognitive and
affective states (perceived conflict, felt confliahd engage in behaviours (activities)
for the purpose of coping with it. In other wordsanifest conflict includes all overt

behaviours which take place when one channel meattempts to reach their goals,
nurture their values, or pursue their interestst Example, one channel member
would deliberately block another member’'s goal egément or withdraw support

(Coughlan et al 2006).
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A vivid example that describes manifest conflicttiimen Compaq and its
intermediaries is mentioned by McDougall (2000)npaq planned to sell 60% of
its business PCs directly by the end of 2000. Hamethis plan came under fire
from intermediaries. One intermediary warned thatm@aq would not be able to
provide the personal service and support they saglomers need. Furthermore,
another intermediary claimed that “If we're forcéml compete too much with
Compag, we'll make other options available” andwill supply whatever else its

buyers want, if channel demand for Compagq slows”.

3.3.3 Internal channel conflict

In the organizational behaviour literature, conflzan be classified into several
categories. One category is inter-group confliahif 1992) and this conflict is also
defined as interdepartmental conflict. It refercamflict between two or more units
or groups within a firm. For instance, conflict ween line and staff, production and
marketing, and headquarters and field staff arangkes of this type of conflict.
Until recently, research in marketing channel dohfhas focused mainly on two
independent organizations involved in a dyadic deamelationship (Webb 2002,
Webb and Lameb 2007). For example, research (iazidf and Rody 1991; Jelassi
and Leenen 2003) focused on the behavioural dyrsab@tween manufacturers and

their intermediaries.

However, motivated by the increase in multi-chardistribution systems (Fraizer
1999) and the rapid proliferation of electronic keding channels, scholars (Webb
and Hogan 2002; Webb and Lameb 2007) have atteniptdamine conflict from a

different perspective. Borrowing the concept fromgamizational behaviour, in a
conceptual article Webb (2002) suggested thatnaterthannel conflict should also
be emphasized. When companies utilize multiple ceEnto reach the market,
internal conflict could emerge because people wharacharge of different channels

may compete with each other for limited resources.
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This viewpoint is also supported by Coelho and f@sood (2004) in their
fieldwork with informants in the financial servicemdustry involving the
development of the multi-channel structure. Coelhd Easingwood (2004) mention
that some informants expressed that, after devajophe internet channel, the
resistance came not only from traditional chanretrers but also internal sales
people in the firm. Hence adopting the multi-chdngystem is likely to lead to
channel structure modifications in managerial suppand resource distribution. For
example, sales people, distributor groups, andarietechannels may have conflicting
interests over issues such as budget allocatiosigrasent of customers, and

promotional support.

Moreover, in a multi-case study, Webb and Lambed2C(claim that the greater
extent of channel conflict internally among theasrigzation will be positively related
to the extent of external channel conflict outdigie organization. It seems that if the
internal conflict cannot be resolved properly,sitlikely that internal multi-channel
conflict will result in external multi-channel cdigt. Firms should apply the
marketing concept internally to be able to applgxternally (ibid.) Therefore, when
research is going to explore channel conflict, biotternal and external channel
conflicts should be considered in order to obtanobstic view. As Webb and Lambe
(2007) suggest, the reciprocal relationship betwieggrnal and external conflicts

should not be ignored.

3.3.4 Summary

In this research, the definition of channel comfficovided by Coughlan (2006) is
adopted. Vertical and horizontal conflict might bemmon in a single channel
structure. In the multi-channel system, Tamiliaaét(2002) note that inter-type
conflict is of most concern for a large numberiohE. It means that different types
of intermediaries are competing in the same chalewel. Besides, channel conflict
should be considered as a dynamic process insfeadstatic process. Based on a
framework provided by Pondy (1967), there are fepisodes for channel conflict:

latent, perceived, felt, and manifest. Moreoverew firms develop a multi-channel
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structure, channel conflict may happen betweenond external channel partners

but also internal departments.

3.4 Major sources of channel conflict

How to resolve and minimize channel conflict prdpés always an issue of concern
for a large number of channel mangers. As Hunt 33820) claims, “Properly
managed conflict increases the probability thatfladraftermath will be positive,
and therefore, the conflict will be viewed as fuoctl. On the other hand, poorly
managed conflict will result in negatively percalveonflict aftermath and, therefore,
conflict will more likely be viewed as dysfunctidha Nevertheless, before
discussing approaches to conflict resolution, semir@f channel conflict should be
mentioned in advance. As Eliashberg and Michie 41BB) note, “Logically, to
understand and manage the channel conflict, wd fmsst identify conflict
determinants and sources”. Based on previous tlilerathree primary sources of
conflict are mentioned: goal incongruity, domainsstinance, and perceptual
difference (Figure 3.2). Each of these is discusssow.

Figure 3.2: Sources of channel conflict

Domain
dissonance

Goal Perceptual
incongruity difference

Channel
Conflict
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3.4.1 Goal incongruity

Goal incongruity is common in distribution chann@®osenberg and Stern 1970;
Brown and Day 1981; Crittenden et al 1993; Sterale€t996; Rosenbloom 2004;
Coughlan 2006). It is because different social testi have different business
philosophies and the goals of one channel membgraftan not be the same as for
another channel member (Pondy 1967; Etgar 1979raftagand Hardy 1988). For
example, in a study to explore sources and resolutiethods of conflict, Crittenden
et al (1993) observe that although all channel mneambesire to satisfy customers,
intermediaries may seek product modifications fardividual customers.

Nevertheless, on the other hand, manufacturersrgién@refer building standard

products because even the smallest change affeetgprioduction process and

possibly the equipment used.

Furthermore, a variety of organizational and pessgoals might be pursued by a
firm at the same time. As Lilien and Kotler (19&®im, although creating profit is
an overriding goal in every channel system, it @& the only factor that an
organization considers when attempting to decidergalternative plans of action.
Kotler (2002) states that the most common setsrof §oals include profitability,
sales growth, market share, risk diversificatiomg énnovation. In a survey of 630
franchisees from a large industrial installatiorsnofacturer, Eliashberg and Michie
(1984) reveal that the greater the goal incomgdtipithe greater will be the
likelihood of conflict because this incompatibilityill tend to promote incongruent
decisions. In addition, in a survey of 65 chammehnagers from firms with multi-
channel structures, Webb and Hogan (2002) also shatngoal incompatibility is a
significant predictor of internal channel conflict.

3.4.2 Domain dissonance
In a survey of 12 manufacturers, 11 distributors] 87 dealers to measure dyadic

conflict intensity, Rosenberg and Stern (1971) a¢vkat in the distributors-dealers

dyad, two conflict sources turned out to be stadfly significant—domain
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dissonance and perceptual differences. Etgar (68Y9in a study of sources and
types of intra-channel conflict, describes domaimaichannel system as “a set of
prescriptions defining what the behaviour of a posi member should be”. He
combines four aspects of channel behaviour, chardwhain, expectation,
perceptions, and channel communication as attildsources of conflict and
confirms that attitudinal sources of conflict arejor generators of manifest conflict
in his survey of 138 dealers.

Domain conflict arises over which member has thlghtrito make what decision
(Rosenbloom 2004). When one participant in a distion channel considers that
other participants do not take their responsibititythe duty to cooperate with each
other, conflict likely emerges. For example, a cammonflict reason is pre-and post
customer service. Channel members often arguevavershould do it, how it should
be done, and how the performer should be compah§@tughlan et al 2006). In a
conceptual article and a subsequent empirical stRdgenberg and Stern (1970;
1971) refer to domain dissonance as a channel nr&ndaims in terms of: (1)

range of products, (2) population served, and €8yises or functions performed.
Stern and El-Ansary (1992) extend this and descfthe elements of channel
domain which are (1) the population to be serv2jlii{e territory to be covered, (3)

the functions or tasks to be performed, (4) ande¢bbnology employed.

It seems that after the development of the intechannel, clashes over domain are
more intense because intermediaries consider tipglisrs can bypass them easily,
as Fraizer (1999) mentions in a conceptual articieanother conceptual article,
Bucklin et al (1997) state that for intermediariesverage of territory, served
population, and functional performance of internages are all invaded at the same
time, when manufacturers apply the internet chanitetrefore, almost certainly this
will result in channel conflict in a multi-chanrgfstem. However, it seems that more

empirical research should be done to confirm thigtp
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3.4.3 Perceptual difference

Although different marketing goals can be well nigged with each other and
domain areas might be redefined properly, chanoedlict is still likely because of
differing perceptions of reality (Stern et al 199&osenberg and Stern (1970)
suggest that perceptual difference between chaneribers is one source of channel
conflict. They note “when information is conveyeetWween and among distribution
channel members, opportunities are created in wtiehfirms may be in conflict.
When the information or abstractions of reality arterpreted in varying subjective
ways, decisions are made and in which a conflicatttudes or behaviour may
result” (Rosenberg and Stern 1970:45). In theiloWing research (Rosenberg and
Stern 1971), this suggestion is confirmed and mtuved difference is one of the

sources of channel conflict.

A later empirical study, Etgar (1979) notes thatroiel members may also differ in
their perceptions of the channel and its environme&or example, dealers may
consider market demand primarily through local retskvhile manufacturers, on the
other hand, may put emphasis on a broader markleglabal demand. In this survey
(Etgar 1979), perceptual difference is also corggmas a source of conflict.
Crittenden et al (1993) in their multi-case studgntion a similar opinion. They

observe a phenomenon that intermediaries oftenidenghat output can be
increased or decreased immediately and tend to isulmperfect forecasts, accept
last minute orders and promise short lead timesvdver, from the perception of
manufacturers, the production schedule, once maede, be very inflexible. In

addition, one empirical study conducted by Eliasgband Michie (1984:77),

defined perceptual differences as “discrepanciésdsn each party’s stated (actual)
intentions and positions on current goals and ttileeroparty’s perception and
interpretation of the positions”. In their survethe results illustrate that in a
distribution channel, conflict between channel mersbis related positively to

perceptual differences between channel members.
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The problem within perceptual difference seems & dudressed in a wider
perspective, as a multi-channel system. Rangaswanay Van Bruggen (2005)
predict that any direct sales channel developeduppliers to final customers may
be perceived as an attempt to bypass intermedidfie=sn the attempt to develop
legitimate direct communications with end customenslyy be perceived by
intermediaries as creating the conditions for fait@onflict. However, from the
viewpoint of manufacturers, contact with end custsdirectly is likely to identify
useful information and opportunities across chan€hannel members seem to
have different perceptions about the developmenhefinternet channel. Again, it
seems that more empirical research is requiredxptore whether the perceptual

difference is a source of conflict in the multi-an@l structure.

3.4.4 Summary

In previous literature, there are three sourcexf@annel conflict: goal incongruity,

domain dissonance, and perceptual difference. Guetlseen vertically connected
firms are often different. It is because each ftends to have its own goals which
are shaped by the problems or tasks the firm haventphasize. Domain conflict

refers to which party has the right to make thasiegc in terms of range of products,
population served, and functions perform&idhen one channel member in the
distribution system considers that other participao not take their responsibility or
the duty to cooperate with each other, confliceljkemerges. In a multi-channel
system, domain conflict will be more intense beeatl®e role of intermediary has
been replaced by the new electronic channel inreioeextent. Besides, outside
environmental stimuli will be interpreted subjeeliy by each channel member.
When the difference of perception within channelmbers is huge, perceptual

conflict happens.
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3.5 Channel conflict resolution

3.5.1 Conflict resolution model

When conflict happens in the channel system, cHama@agers should take some
actions to minimize and resolve the conflict, ifseems to be adversely affecting
channel efficiency (Bucklin et al 1997). Severahftiat resolution mechanisms can
be found in several previous marketing channetledi(i.e. Rosenberg 1974; Dant
and Schul 1992; Stern et al 1996). Neverthelessedms that these resolution
methods have not been classified properly. In tagearch, a conflict resolution
model (Figure 3.3) suggested by Coughlan et al 209 adoptefias a model to

classify previous channel conflict resolution stgaes. This conceptual model has
two axes:. assertiveness (concerning one’s own méfoand cooperativeness

(concerning other party’s outcome).

Assertiveness refers to the degree (low to highyhdich a firm puts emphasis on
their own concerns. Cooperativeness explains tlggede(low to high) to which a
firm desires to satisfy the concerns of their clerpartners. Combinations of the
two axes results in four categories (conflict raioh styles) which are avoidance,
accommodation, compromise/collaboration, and coitipet This framework is

used as the basis for reviewing previous researthis area which is classified into

these four categories.

® According to Coughlan et al (2006), this framewdr&ses on Thomas’ (1976:900) framework.
However, compared with another framework (Rahim2t92000) which is also bases on Thomas
(1976), there is a slight difference between Coaiglgt al (2006) and Rahim (1992; 2000). According
to Coughlan et al 2006, two conflict approachesmmmise and collaboration, are classified in the
same category. However, in the literature of orz@ivnal behaviour, Rahim (1992; 2000) classified
these approaches into two different categories.
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Figure 3.3: Conflict Resolution styles

High
A
ACCOMMODATION COMPROMISE/
Cooperativeness COLLABORATION
AVOIDANCE COMPETITON
Low » High
Assertiveness

Source: Coughlan et al (2006: 275)

3.5.2 Avoidance

The style of avoidance is easily adopted by a passhannel member (Coughlan et
al 2006). Avoidance happens, when organizationattnpes physically or
psychologically remove themselves from the conflicéne or episode. People often
take activities by denying discussion of conflibeing indirect and evasive, and
changing argument issues as a method to avoidndealih the conflict at hand, as
according to Gross and Guerrero (2000) based awd#dry research involving 100
students in a study of inter-organizational confl&n example provided by Kumar
(1996) from his observation about channel relatigrss is that in order to obtain a
better shelf place than their competitors in ailetatore, manufacturers usually are
willing to pay for the shelf place or participatethe chain’s promotional programs

instead of asking or arguing for equal treatmemnfintermediaries.

One characteristic of the avoidance style mentidne@oughlan et al (2006) is that
when the avoidance approach is adopted, channdhepar often minimize
information exchange in order to resolve confliniaffly. It means that the avoider

desires to save time and head off unpleasantnedstreey usually circumvent
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discussion about channel conflict issues. Howettgar (1979:65) notes that,
“without communication between channel members thvabuld lead to

misunderstanding, incorrect strategies, and mueedings or frustration”. It seems
that the lack of communication and information exuhe is the main shortcoming

and critical point to this conflict resolution syl

Furthermore, although this resolution style, avo@s is mentioned in some
organization behaviour literature (i.e. Thomas 19R&him 1992; 2000; Gross and
Guerrero 2000; Coughlan et al 2006), it seems ith#the marketing channel area,
few studies have confirmed and discussed the eféswss of this resolution style
whether under a single channel structure or maltennel structure. It seems that

more empirical research is required to confirm twsflict resolution style.

3.5.2.1 Avoidance in a multi-channel system

Webb (2002) offers several propositions to resobanflict arising from the
development of the internet channel and most pitpos might be classified into

the avoidance style. Using the 4P’s classificatinrexplanation is below.

A. Price: Do not offer a lower price on the supplier’s wate than the customer
can find from channel members

This is because for a large number of intermedahe most significant threat posed
by the internet is that profits will be eroded dicaly by intensified price
competition, especially when consumers can se&eelpices of merchandise easily
(Alba et al 1997). Research conducted by Brynjolisand Smith (2000), to
compared the price of books and CDs at online amientional retail outlets,
confirms that the online price is usually cheapemtthe offline price. In a similar
empirical study Ancarani (2002) also illustrates §ame result. In addition, Ancarani
(2002) also argues that it is very likely for custys to compare prices from
different web sites because of very low searchscastl therefore, competitors are

only ‘a click away’.
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B. Distribution: Manufacturers can divert the fulfilment of ordeyced on
their website to their channel partners.

Using functional analysis, Tamilia et al (2002) memn that for the tangible product,
manufacturers still require the assistance of imégliaries to conduct fulfillment,
especially products that require high personal egpee or specific product
information. Therefore, manufacturers can trandiee online order to their
intermediaries and rely on intermediaries to finteke delivery process. However,
Steinfield et al (2005) argue that this approachsdoot take the full advantage of the

internet’s ability to wring costs out of the system

C. Promotion: Manufacturers can utilize the web site to prombrtchannel
partners or encourage channel partners to advertisiee supplier’s web site.

Gilbert and Bacheldor (2000) note that the interaeannel offers an excellent
opportunity for manufacturers to promote informatidirectly to end customers.
Meanwhile, there is nothing to prevent manufactirfgom also promoting their
intermediaries on their website, encouraging ontoasumers to utilize the other
channels. For example, a customer can enter hixage and find the nearest
intermediary from whom they obtain the product (Meh al 2005). Webb (2002)
suggests that this method can reduce the tensiorbenfig bypassed from

intermediaries and channel conflict can be cordgtblt a lower level.

D. Product: Manufacturers can limit their product offering dmetinternet to
items not sold by their traditional channels or asdifferent brand name for
products offered on their website.

Although this proposition is suggested by Webb @0€r a real example, it seems
that channel conflict cannot be handled easily. iRstance, Reflect.com is the first
internet brand for P&G and it is the first to offeuly customized beauty care
products online. This web site allows P&G to sekrohandise directly to end
customers and clients can purchase product forrookatthat traditional retailing

outlets do not carry. Reflect.com provides morenth@,000 possible combinations
of product attributes and service (Ancarani 20@®)wever, P&G terminated this
web site at the end of June 2005.
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Although the reason for P&G to close down theirimmlstore could be variety,
channel conflict between channel partners seemdeoone of the possible
explanations. This brand segmentation seems nowvdik efficiently. Another
possible explanation is that by increasing the rematb branded variants, each brand
of manufacturers will become less attractive. ltbecause “the easy search-and-
compare aspects of the internet could render teamesp the existence of trivial
differences between models, forcing manufacturersreate larger differences in
their variants” (Alba et al 1997:50). Furthermoaegross-channel brand can assure
customers of a certain level of product qualitydip When a cross-channel brand is
adopted, the instant credibility can be transfetea web site. On the other hand,
this advantage could disappear, if suppliers adogifferent brand name, as Gulati
and Garino (2000) observe in a multi-case studyutbloe development of the

internet channel.

Again, it seems that more empirical research shdidddone to prove and test
effectiveness of this conflict resolution approaatipidance, within single channel

and multi-channel structures.

3.5.3Accommodation

Accommodation is more than just a method of manmg the peace between
channel partners. This style is a proactive me&issrengthening the relationship by
cultivating the other channel member (Coughlanl &086). In quasi-experimental
research, Bradford et al (2004) define and sughestadopting this approach means
that manufacturers may desire to create an envieabrnwhere each party can
exchange information and accept the other memiperspectives (Bradford et al
2004). In two empirical surveys (Dant and Schul Z,9&anesan 1993), authors
describe this approach as ‘institutional mechanidbaint and Schul (1992:39), in a
survey of franchisees, describe the institutionaktih@nisms aim as increasing the
interaction and communication among channel membBesed on previous

literature, three strategies which are (a) excharigeersons, (b) joint membership in
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trade associations, and (c) education and propagaught be suitable to fit into this

category.

A. Exchange of persons

As the name implies, exchange-of-persons is adbdhtirade of personnel for a
specified time period. For example, sales peoplpleyed by a manufacturer can
spend time as employees of intermediaries (Steral €1973). In a laboratory
experiment, conducted by Stern et al (1973), thegdipt two strategies, the
introduction of superordinate goals and exchangeedple, can mitigate conflict
between channel members. Narus and Anderson (198est that through the
process of people exchange, channel members ceeagectheir understandings of
one another’s roles and difficulties in performithgse roles. Each channel member
can have a better understanding about needs, prplaled modus operandfrom
each other. Furthermore, Stern et al (1989) alseeatiat conflict caused from goal
incongruity and domain dissonance can be reducéetctekly by the deeper

interconnection between channel partners.

Although Stern et al (1973) demonstrated that tfieceveness of this strategy
proves to be statistically significant, the costserchange-of-persons programs do
not always make them feasible (Rosenbloom 2004&idBs, this strategy requires a
high degree of information sharing (Dant and Sch®®2). Deciding on a strict
guideline in order to protect sensitive informati@nstill a critical problem for

channel managers.

B. Joint membership in trade associations

Joint membership in trade associations is anotigitutional mechanism to enhance
the relationship between channel partners anddbeaf this mechanism is cheaper
than person exchange programs (Stern et al 198&edver, trade associations can
provide a platform for organizing regular meetirggween channel partners. In a

survey of 504 sets of manufacturer and distribufioms to study working
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partnerships between channel members, AndersomMNang (1990) confirmed that
through periodic communication on progress towdh#s performance objectives,
including discussion of any changes in marketplaceproduction conditions,
channel members can enhance trust and satisfasitbnthe working partnership.

Moreover, this sense of trust could enhance pafmgind reduce channel conflict.

In several conceptual articles (i.e. Rosenberg 1¥Na&us and Anderson 1987;
Rosenbloom 2004), scholars mention that througblaggneetings, channel partners
become less hostile towards each other. At the same, manufacturers and

intermediaries can share a common task and efédgtcoordinate their activities.

As Rosenberg (1974:72) mentions, “Joint meetingarties among which conflict

exists should be held on a regular basis so they sea each other’s view of the
same conflict issue. The larger the number of iatrd inter-organizational units at a
given meeting, the greater the inducement of comekparties to a conflict issue to
air and resolve the conflict”.

However, formal meetings between channel membeysnoibe arranged every day.
Stern et al (1989) argue that sporadic interadbetween channel members at trade
associations is not adequate to resolve argumbatsetmerge every day and long-
term incompatibility over goals. Besides, this &gy, joint membership in trade
associations, is mentioned largely by conceptuatles. Therefore, more empirical

research is required.

C. Education and propaganda

This strategy is mainly based on some conceptumles. It seems that empirical
research is lacking to confirm this strategy.

“Distribution partners should engage in ‘educato@mmunication’, because even
when no reasonable solution seems to exist, comfleyy be resolved if the parties
accept the situation as normal” (Rosenberg 1974 TBgre is a slight difference

between this educational mechanism and the prewemsnechanisms. The previous
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two are bilateral. This resolution mechanism putsreanemphasis on utilizing
information and educational activities to modifyethralues or norms of channel
members. It can be argued that this mechanism i® iilce a one-way direction
method. According to Stern et al (1989), an effecteducation program can be
utilized to enhance knowledge and understandinigjyvate goodwill among channel

members, and influence channel partners to foll@ergain course of action.

In a study of conflict and power-dependence retetim retailer —supplier channels,
based on survey data, Brown et al (1983) confirat tihe non-economic power bases
perceived to be held and utilized by the suppliédl vwersely affect the extent of
conflict perceived by the retailer. In their typglo the non-economic power includes
identification, expertise, legitimate, and informatpowers. “The information power
refers to the supplier’s ability to (1) provide enfmation not previously made
available to the retailer, and (2) interpret exgtinformation in ways that are
meaningful but not yet known by the retailer” (Browt al 1983:56). This research
seems to give indirect support towards the effectss of the education and

propaganda strategy.

3.5.4 Compromise and Collaboration

According to Coughlan et al (2006), under chanwelflcct, when firms concern not
only themselves but also channel partners, two liconesolution styles can be
considered: compromise and collaboration. The rddfarences between these two
conflict resolution styles are the amount of infatran sharing between channel
partners and the extent of organizational integnaths scholars (Rahim 1992; Gross
and Guerrero 2000) note, when the compromise gyeilized, channel conflict is

not explored in as much depth as adopting the lmoi&ion style.

3.5.4.1 Compromise

Compromise involves give-and-take or sharing wheesch party achieves its goals
but only to an intermediate degree (Dant and Sd992; Rahim 1992; Ganesen
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1993; Coughlan et al 2006). In a survey, Dant anodu5(1992:39) describe this
approach as ‘persuasion’ and “ in the use of paisnato resolve conflicts, each
party is seen as attempting to alter the othelyjgaperspective or decision criteria
relating to the focal issues”. In another survegn&sen (1993:186) describes that
“compromise strategy is the resolution of conflisysdeveloping a middle ground on
a set of issues based on the initial positionsoti Iparties”. In this survey (Ganesen
1993) the result illustrates the use of comproratsgegy in resolving minor channel
conflict. Two mechanisms, economic incentive anddtparty mechanism, can be

classified into this category.

A. Economic incentive

Some scholars (Lusch 1976 a; Moriarty and Morar018%edman and Furey 2003;
Vinhas and Anderson 2005; Coughlan et al 2006) esigghat the economic
incentives (i.e. rebate, overrides, or advertisanadiowance) can be an excellent
method to resolve the channel conflict regardldsthe personalities, the players,
and the history of their relationship. As Friedmamd Furey (2003) suggest, one
channel member can make a certain degree of caondssother channel partners in
order to achieve its own business goal and resdibgutes quickly. For example, in
order to boost sales volumes, suppliers would ddfdretter gross margin to their

intermediaries.

In a survey of dealers in the car industry, Lust®/6a) confirmed that the stronger
the non-coercive methods that the manufacturer dwes the dealer, the fewer
disagreements (conflicts) the dealers will havenwitanufacturers. In this survey,
non-coercive methods include sales promotion ldgédesman incentive programs,
dealer incentive programs, and inventory rebates Bx¢fore the prevalence of the
internet channel, Moriarty and Moran (1990) suggdbst firms utilizing a multi-
channel system depend heavily on compensationgsotic resolve conflict between
channel members. They suggest the most common chethibat the firm can pay
personnel in the older units to allow personngh@newer units to make the sale. In

a recent survey with manufactures in diverse imesst Vinhas and Anderson
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(2005:510) prove that “the greater the extent tactvithe manufacturer double
compensates when using multiple channels, the losvéine extent of destructive
competition between integrated and independentrelamwhen contacting the same

customers”.

In other words, firms can compensate a traditi@ha@nnel, if it plays an important
role in sales won by the other channel. An exanmplde former Compaq. When
they (Compaq) sell PCs directly to end custometgytcompensate their
intermediaries with an estimated 6 percent of cossian regardless of whether they
make a sale or not (Mohr et al 2005). However, ¥sland Anderson (2008) note
that this mechanism could sacrifice short-term iprofFhis may not match the

original incentive, cost saving, of the developmaithe virtual channel.

B. Third-Party Mechanisms

Mediation and arbitration are mechanisms to bringside third parties in the
channel system and both mechanisms are desigrmedwvtent conflict from arising or
to maintain manifest conflict within bounds (Couglet al 2006). The main
difference between these two mechanisms is theraloletvel of the outside third
party. Arbitrators can take away a good deal oftrmdneven complete control.
However, mediators can merely take away limitedtrmdnand arguing channel
partners can reject the opinion from mediators §Raad Conlon 2000). Both
mechanisms have several advantages. For examptdassc(Ross and Conlon 2000;
Coughlan et al 2006) note that in general, medatmave different views and
considerations of the situation and would providéerent conflict resolution
solutions that ‘insiders’ cannot perceive. Furthere Carver and Vondra (1994)
suggest that an excellent moderator can clarifisfand issues and meanwhile, keep
channel members in contact with each other. Thrdhighprocess, channel members
and the moderator can discover the possible agmeonencourage parties to agree
specific proposals. Besides, compared to litigatarbitration has several advantages
such as quick procedure, preserving secrecy, bgssnsive than litigation, solving
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problems in the incipient stage, and often takingc@ before industry experts
(Weigand and Wasson 1974; Rosenbloom 2004).

Nevertheless, the third party mechanism still Hasshortcomings. For example,
Stern et al (1989) mention that the legislatedltggms for the current situation may
not be equitably applied to future conflicts infeient channel contexts. In other
words, the relationship and atmosphere betweennethanembers are not changed
fundamentally. Besides, Rosenbloom (2004) mentidras when power between
channel members is not equal, channel memberslesth power prefer to resolve
conflict by going to court directly because eqdiy relatively small partners can be

protected more.

Again, the discussion about this conflict resolntistrategy, mediation and
arbitration, is mainly based on conceptual litematdt seems that limited empirical
research has been conducted to confirm this syaésgecially under multi-channel

circumstances. More empirical research is required.

3.5.4.2Collaboration

The collaboration style is utilized when firms desto build a close, committed
relationship with their channel members. Schol&ant and Schul 1992; Ganesan
1993) describe this approach as ‘problem-solvirf/hen problem solving is

evident, the participants in the dispute are ssem@iori sharing common objectives
and involving themselves in a high risk but intéiyea process of identifying a

solution that satisfies both parties’ decisionerid” (Dant and Schul 1992:39). A
survey conducted by Ganesan (1993) reveals thatsef problem-solving strategy
exists in resolving major conflicts. A conflict mdgtion method, setting super-
ordinate goals, mentioned by Stern et al (1973 1888 Hunger and Stern (1976),

seems suitable to place in this category.
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e Setting super-ordinate goals

Super-ordinate goals are common objectives sharethdnnel members involved in
conflict. “It is a goal of high appeal value forrdbcting groups...., but whose

attainment is beyond the resources and effortsngfane group alone. A super-
ordinate goal will, supposedly, cause two conftigtigroups to re-conceptualize the
situation—thus reducing ethnocentric attitudes anthvourable stereotypes of the
other group, as well as reducing conflict-orienetiaviour” (Hunger and Stern 1976:
592).In other words, super-ordinate goals cannoadigeved by any one channel
member and require the collaborative effort of Wieole channel to be attained
(Stern et al 1989). Moreover, even if the outsitikeedts disappear, previous
experience of working together to counter the adtsihreat will cause channel
members to gain a greater understanding of oneharist goals, methods of

operation, and problems in doing business (ibid.).

Nevertheless, the effectiveness of this conflisbhetion method is still arguable. For
example, in laboratory research conducted by Setrral (1973), the result is
inconclusive regarding the super-ordinate goal @ggr. In a similar experiment
conducted by Hunger and Stern (1976), the resuitonstrates that the super-
ordinate goals approach can be effective in redubgtt conflict. However, more
empirical research outside the laboratory seemsetaecessary. Webb (2002) also
suggests a proposition that to set a super-ordigaaé between channel partners is

helpful to mitigate conflict arising from the dewpment of the internet channel.

3.5.5 Competition

“Conflict is costly. But this does not mean that@ganization always should avoid
conflict and the benefits of change may be worthdbsts of conflict” (Coughlan et
al 2006:251).Although, in a survey of retail phaamsts, Robbins et al (1982)
suggest that better channel management methods e sought to improve
relationships among channel members in an attempeduce harmful channel

conflict and thereby to improve channel performamdehr et al (2005) note that it
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is not surprising for companies to compete witterimtediaries directly when they
face channel conflict. For example, Lee and SH0%2 mention that companies
might aggressively utilize the internet channelalter their current distribution

structure and to expand their market.

In a survey of retailers, Ganesan (1993) describisscompetition approach as an
‘aggressive strategy’ and this conflict resolutistyle is the attempt to resolve
conflicts through the implicit or explicit use ohreats, coercive solution, and
punishment. In this research, the result indicateggative relationship between the
use of aggressive strategy to resolve major cdnflicd maintaining long-term

relationships. In a laboratory experiment conducted Gross and Guerrero

(2000:206), they argue this style “relies on the o$ position power, aggression,
verbal dominance, and perseverance”. In their rebedata illustrates that this style
of conflict resolution is effective while inapprogie compared with other resolution
styles such as accommodation or collaboration rmeati above. As Coughlan et al
(2006) claim, if manufacturers still desire to keedong term relationship with

intermediaries, to limit the usage of aggressivechmeisms is necessary. It is
because the competition style often fuels conéladily and destroys the relationship

between channel members.

In a study of 20 companies with both online andirafchannels, Lee et al (2003)
suggest that when companies develop the multi-aHastnucture, the competition
approach might be applied. In their research, theggest a channel absorption
strategy.

e Channel absorption

Lee et al (2003) mention an extreme circumstanca tmanufacturers can
aggressively merge their previous intermediariesdm their channel structure in
order to remove channel conflict and sell theirduas exclusively through their
own channels such as the internet, mail catalogutelephone. An example is Dell

mentioned by Lee et al (2003). Through this methmdnufacturers can have full
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control of how they desire to promote their produahd are in a better position to
stay in touch with the end customer, according @e bnd Shu (2005). Meanwhile,
the tension within channel partners will not exastymore. However, an interesting
phenomenor is that Dell is starting to sell its product thgbuthe traditional
channel. In 2007, Dell began to sell its computerdpcts through Wal-Mart and
Best Buy. Perhaps, there might be other stratefi@scan be classified into this
category. More empirical research is required.

3.5.6 Summary

Based on a framework provided by Coughlan et 80§20several conflict resolution
mechanisms can be classified into four categorasfiict resolution styles) :
avoidance, accommodation, compromise/ collaboratemd competition (Table
3.2).Avoidance happens when channel partners iiysmr psychologically remove
themselves from the conflict scene or episode. Heweone shortcoming of the
avoidance style is that conflict still exists besawhannel partners do not exchange
information interactively and discuss the issueclmdinnel conflict. In a conceptual
framework article, Webb (2002) offers several psipons for firms to manage
channel conflict within a multi-channel system. Thajority of propositions can be
classified into this avoidance style such as sgtimigher online price or not taking

the online order.

Accommodation is more than just a method of mammg the peace between
channel partners. This style is a proactive meé&ssrengthening the relationship by
cultivating the other channel member instead ofiding information exchange and
conflict. Ganesan (1993) describes this approacimstsutional mechanism’. Three
mechanisms: exchange-of-people, joint trade adsmes&a and education and

propaganda programs could be classified into thisgory.

Under channel conflict, when firms are not only @amed about themselves but also

channel partners, two conflict resolution stylesmpromise and collaboration, can

" http://news.cnet.com/8301-10784_3-9829935-7.html
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be considered. The main differences between thesestyles are the amount of
information provision between channel partners #mel extent of organizational
integration. Economic incentives and third-partychrenisms can be classified into
the compromise style because by utilizing thesatesjies, both channel partners
make some concessions in order to achieve busgueds quickly. Setting a super-
ordinate goal can be classified into the collaborastyle because setting a super-
ordinate goal requires the sharing of a high degoéeinformation and the
collaborative effort of the whole channel to beisitd.

The channel absorption strategy could be classifiexithe competition style. It can
be argued that by utilizing the competition styte resolve channel conflict the
relationship between channel partners will be bnoke even eliminated. As Gross
and Guerrero (2000) claim, competitive conflictalesion may be effective to create

profit but not appropriate for the partnership bew channel partners.
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Table 3.2: Conflict resolution strategies in premiahannel articles

Conflict Conceptualization Specific mechanisms in Reference
resolution styles previous literature
Avoidance Avoidance happens when e Setting a higher | Alba et al (1997)
channel partners physically or online price Gross and
psychologically remove . Sending online Guerrero (2000)
themselves from the conflict order to Ancarani (2002),
scene or episode (Gross and intermediaries Webb (2002),
Guerrero 2000). . U_tilizing the web | Mohr et al (2005)
site to promote
their channel
partners
. Limiting product
offering on the
internet
Accommodation This style is a proactive megns  Exchange of Rosenberg
of strengthening the persons (1974),
relationship by cultivating the| »  Joint membership | Stern et al (1973
other channel member instead in trade 1989),
of avoiding information associations Anderson and
exchange and conflict . Education and Narus (1990) ,
(Coughlan et al 2006). propaganda Dant and Schul
(1992),
Ganesan (1993),
Bradford et al
(2004)
Compromise Compromise means that each ¢ Providing Stern, Sternthal,
/Collaboration party achieves its goals but Economic and Craig (1973),
only to an intermediate degrege incentives Weigand and
(Rahim 1992; Ganesen 1993] «  Third-party Wasson (1974)
Gross and Guerrero 2000). mechanisms Hunger and Stern

Collaboration means channel
partners build a close,
committed relationship with
their channel members.

e Setting super-
ordinate goals

(1976),

Stern et al 1973
1989 1996),
Moriarty and
Moran (1990),
Webb (2002)

Competition

Channel partners compete w
each other (Coughlan et al

ith  Channel
absorption

2006)

Lee et al (2003),
Lee and Shu
(2005)

3.6 Chapter summary and research gaps

A multi-channel system occurs when existing supplaald new types of distribution

channels to their supply network, especially thterimet channel (Webb and Hogan
2002; Coughlan et al 2006; Gassenheimer et al 208%)a method to increase

product availability and revenue through maximumasure to potential customers.
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However, a side effect is “the potential creatidnowerlapping markets that may
cannibalize existing distributors’ customer bas&agsenheimer et al 2007:606).
Channel conflict is likely to emerge when the nédwarmel is added.

Channel conflict is a dynamic process, as Browal €1983:58) note “the conflict
process is composed of a series of episodes wlaate episode builds upon the
previous one and provides the conditions for sulbseq ones”. From previous
research, conflict can be roughly classified irdarfepisodes: latent, perceived, felt,
and manifest conflict. Furthermore, according teagtiberg and Michie (1984),
sources of conflict should be identified beforeigeisg conflict resolutions. Based
on previous channel conflict studies, there aredlprimary sources of conflict: goal
incongruity, domain dissonance, and perceptuakmdifice. In addition, based on a
framework provided by Coughlan et al (2006), sevetanflict resolution
mechanisms can be classified into four categorssiidance, accommodation,

compromise/collaboration, and competition.

* Research gaps

It seems that there is a clear research gap iitdrature. It seems that very little
literature has discussed sources of conflict withen multi-channel system and how
to resolve conflict arising from the developmenttbé internet channel. How to
minimize conflict in the context of a multi-chanregtucture is an emerging research
issue identified by a number of scholars (i.e. Eaa999; Schoenbachler and
Gordon 2002; Webb 2002; Lee et al 2003; Rangaswanay Van Bruggen 2005;
Rosenbloom 2007; Webb and Lambe 2007). However,ntagrity of previous
channel conflict research has tended to focus anilico (vertical and horizontal
conflict) between two organizations under a singh@nnel structure (e.g., Lusch
1976; Stern and Reve 1980; Brown and Day 1981;shiiarg and Michie 1984;
Gaski 1984; Anderson and Narus 1990), whereas @mapiesearch focusing on
conflict in a multi-channel system has received Imless attention (Webb and
Lambe 2007). Moreover, the specific impact of agdan internet channel to an

existing mix of physical channels has also recemedh less attention
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Even in a single channel circumstance, some coméigolution strategies (i.e. setting
a super-ordinate goal) are merely tested in exmarial conditions. Furthermore,
some conflict resolution strategies mentioned ia thhapter are based on conceptual
articles (i.e. third-party mechanism and educatamd propaganda). Empirical
research and evidence is lacking from literatunea tonceptual article, Webb (2002)
offers some propositions to resolve conflict agsiinom the development of the
internet channel but it seems that more empirigs¢arch and evidence are required.

77



Chapter 4

Methodology
4.1 Introduction

Chapters 2 3 identified a number of research gap® fprevious literature. For
example, the drivers for the development of anrirgechannel, the design patterns
of the multi-channel structure, and internet catfinanagement have not been fully
explored in previous studies. Thus, this studynapts to understand these issues in
more detail and offer empirical insights. A detdijastification of the three research
guestions guiding the research is provided in ¢hepter. This Chapter also outlines
the research strategy and methods used in thiarodseChoosing a suitable research
strategy and method is complicated because theglasely tied to different visions
of how social reality should be studied (epistergg)o As Blaikie (2006) notes,
research methods are not neutral tools. They akedi with the ways in which social
scientists envision the connection between diffexgewpoints about the nature of
social reality and how it should be examined. Thiwmpter gives a detailed
explanation of these methodological issues. Theeefive sections in this chapter.
After discussing the research questions, justificet for the research strategy and
methods are presented. Then, the data collectidmaalysis processes are explained,
including a discussion of validity and reliabili#.brief chapter summary is provided

at the end.

4.2 Research Questions

There are three research questions in this research

Question 1 What are the factors encouraging manufacturergdgelop the internet
channel, especially manufacturers with a well elssaled distribution channel?

Question 2:What are the channel design patterns of the nchlinnel structure?

Question 3 How can channel conflict arising from the develepinof the internet
channel be minimized?
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4.2.1 Research question one

\What are the factors encouraging manufacturerseeetbp the internet chanrjel,

lespecially manufacturers with a well establishestriiution channel?

Rangaswamy and Van Bruggen (2005:7) claim thath@ugh many managers are
seeking information and insights on multi-channalrketing, few academic studies
have been devoted to systematically investigativgdrivers and consequences of
multi-channel marketing”. Furthermore, Coelho arasiBgwood (2008:32) make a
similar statement: “The number of companies usingltiple channels in the
distribution of each of their products is incregssteadily. Despite this popularity,
the drivers of these channel strategies remainallst unknown”. It is suggested by
Stern and Reve (1980) that choice of channel reptesa long-term commitment.
For example, heavy investments are required fomtaeufacturer to build a solid
relationship with their intermediaries (Lee and SBR005). Even though the
development cost for a virtual channel is cheapan ffor a physical channel, some
social attributes of the original distribution chah such as trust between customers,
are not easily redeployed (Tsay and Agrawal 200Mayeover, cannibalization and
channel conflict is still an important consideratifmr a large number of managers,
when they attempt to add the internet in the naliainnel system. For example,
Gassenheimer et al (2007) mention that severakfsuth as Compaq, HP, and GM
encounter dissatisfactions from their channel gastrwhen they develop the internet

channel into their channel portfolio.

Therefore, “the implementation of the hybrid chdndestribution is inherently
challenging” (Gassenheimer et al 2007:605). Sinbanging or adding a new
channel is not an easy task for manufacturers,dtdritical issue that requires further
exploration: under what circumstances, will a mactifrer be prompted to introduce
the internet channel, especially firms with a wesdtablished indirect sales channel?
This is a particular concern because, accordingho reasoning of Stern et al
(1996:31), “A prerequisite to the effective managemof marketing channels is

knowledge of the reasons channels exist, the fomstihey perform, and the factors
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that account for the way they are structured”. tfv@mmore, “multiple channels can
only be properly managed if there is an understanaif the reasons why such
distribution structures emerge” (Coelho and Easogh2008:32).

However, it seems that very few academic studiese hdiscussed this issue. As
Coelho and Easingwood (2005:199) mention, “the ingmwe of factors in the

design of multiple channels has seldom been disduaad furthermore, there is a
lack of research in respect of the reasons why iphellichannels of distribution

emerge”. It seems that most previous articles mededcuss potential advantages
and disadvantages of combining the internet chanitlein a multi-channel structure

while the drivers of channel combinations remairually unexplored. In previous

literature, only four articles (Table 4.1) have adissed the factors for firms to
develop a multi-channel structure, including theelinet channel. Furthermore, all
these four studies refer to the financial servicekistry in the UK. It seems that
more empirical research is required, especialipgustries with tangible products.

Table 4.1: Factors to develop the multi-channeicstire from previous research

Authors Factors to develop the multi-channel struture

Coelho and Easingwood (2003) (A) External envirental heterogeneity
(B)External environmental volatility
(C)External environmental conflict

Harrison and Waite (2005); (A)Emergent

Harrison et al (2006) (B)Deliberate
(C)Responsive
(D)Me-too
Hughes (2006) (A)Cost savings and productivity gain

(B)Potential for business expansion

Coelho and Easingwood (2008)(A) Channel service outputs (product sophistiggtio
market target sophistication; channel conflict)

(B) Market resources (market maturity)

(C) Resource-based issues (competitive strengbipesc
economies; company size)

® This article is a little different compared withepious three. In this article, authors predict that
several variables will influence the developmenthaf internet channel. For example, authors predict
that the relationship between channel conflict tradmulti-channel usage is described by an inverted
U function. It dose not mean that channel conficd motivation for companies to develop the multi-

channel system.
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4.2.2 Research question two

\What are the channel design patterns of the mhkioel structurg?

When discussed the issue of the multi-channel sysiRorter (2001:64) claims that
“the key guestion is not whether to deploy intefeehnology—companies have no
choice if they want to stay competitive—but howdevelop it". Steinfield et al
(2002 a b) in their empirical study offer a chandekign pattern—the synergistic
multi-channel structure (Figure 2.4 in chapter 8§ dased on this concept, clicks
and mortar companies achieve a number of poteati@hntages which are not
available to pure online or traditional offline cpetitors, such as in store pick-up
and return of online orders to the physical chari8&tinfield et al 2002 a b; Tsay
and Agrawal 2004 b; Berman and Thelen 2004; Wakaed 2004; Agatz et al 2008).
Furthermore, based on the same concept, a custamay conducted by Wallace et
al (2004) shows that customer loyalty can be impdpwvhen firms develop a
synergistic multi-channel structurelowever, a study conducted by Steinfield et al
(2005) to analyze the web sites of 985 U.S.—basetpanies having both online and
offline channels illustrates that only 33% of comiggs own a web site where
consumers can complete a full order and transactioine and only 8% of
companies allow customers to return items purchaséde to retail outlets whereas
only 6% allow online orders to be picked up at taiteoutlet. The proportion of
companies that take full advantage of a multi-cleam low. Steinfield et al (2005)
agree that the synergistic multi-channel structsinencommon. Compared with their
previous research (Steinfield et al 2002 a b), tbssllt is different.

It seems that to develop a channel structure imetudboth physical and virtual
channels is more difficult than many people exp€ute of the critical aspects in
previous literature about the multi-channel stratisgthat most articles are based on
an assumption: virtual and physical channels valhighly synergistic and integrated
with each other automatically (Figure 2.4). Howeaestudy conducted by Hughes
(2006) in the financial services industry descrilbleat firms often arrange their

virtual and physical channels separately. Hence, absumption, the synergistic
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channel, might be over optimistic and underestintagechallenges of implementing
a multi-channel strategy. Rosenbloom (2007:5), toaceptual article, argues that
“Integrating online channels with conventional chels to create a “seamless”
experience for customers is, of course, the idéahtson—in theory at least. In
practice, however, such seamless integrationllsvebre the exception than the rule
because substantial obstacles exist”. Howevergfaeom (2007) merely points
out the impracticalities of the synergistic charstelicture, yet he does not reveal the
possibility of other types of channel structuresl alesign patterns. A reasonable
prediction is that although firms have offline amaline channels at the same time,

they might design the channel structure into défeémpatterns.

It seems that more research should be conductexplore the structural issue of the
multi-channel system. In 2000, Kiang et al (200@)3&lready mentioned “The
existing research in channel design and selectasnomly considered the traditional
channels, including the traditional intermediam@sl direct sales force. There are no
documented results or researches that provide temsgtic method to guide
evaluation, planning, and execution of the chawheice decision when it comes to
internet marketing”. Recently, several scholars sgeaheimer et al 2007,
Rosenbloom 2007; Sharma and Mehrotra 2007; Coelttb EBasingwood 2008)
suggest the need to explore the design pattertiseofmulti-channel system more.
Before the prevalence of the internet, Rangan €t32) used functional analysis to
discuss the channel design and selection betwesditional direct and indirect
channels. In this study, the same approach, fumaitianalysis, is adopted as a tool to
present statements from interviewees. Five chafumettions are mentioned in
section 2.4.2 and this study is going to exploeséhchannel functions undertaken by

virtual and physical channels in the context ofrthéti-channel structure.

4.2.3 Research question three

How can channel conflict arising from the developtraf the internet channel |be

minimized?
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As mentioned in chapter three, when firms adopt thelti-channel strategy,
including the internet channel, intra-brand contpmeti and intra-channel conflict
could become major problems. For example, Rangagveand Van Bruggen (2005)
mention that even if a company has no desire toendiect sales to end customers,
its attempts to establish legitimate direct commations with end customers may be
perceived by channel partners as creating the tiondi for future conflict.
Manufacturers are recognized as direct competimid inter-type conflict occurs
(Tamilia et al 2002). Moreover, it may lead to loee levels of support from
intermediaries (Frazier 1999). It seems that chianosflict is hard to avoid but
Schoenbachler and Gordon (2002:45) argue that ivoldinnel marketers should not
worry about channel cannibalization and companid®ulsl develop an

organizational structure that minimizes channeflgzih

How to minimize conflict arising from the developmef the internet channel is an
emerging research issue that is suggested by $esahalars (i.e. Frazier 1999;
Schoenbachler and Gordon 2002; Webb 2002; Lee2808; Rangaswamy and Van
Bruggen 2005; Rosenbloom 2007; Webb and Lambe 2008ertheless, the vast
majority of previous channel conflict research ladslressed conflict (Vertical and
horizontal conflict) between two organizations undesingle channel structure (e.g.,
Lusch 1976 a b; Thomas 1976; Reve and Stern, 1B¥®wn and Day 1981;
Eliashberg and Michie 1984; Gaski 1984; Andersanh ldarus 1990) and very little
empirical research puts emphasis on exploringssei of conflict in a multi-channel
system (Webb and Hogan 2002; Webb and Lambe 20Bkhough Webb (2002)
suggests several propositions for managers to atgtighannel conflict arising from
the development of the internet channel, the ecwisupports are lacking. These
propositions should be tested empirically. Rangasyvand Van Bruggen (2005:8)
suggest that “there should be more research tooexpvhether and how multi-
channel systems and structures induce channelictsrdind how firms can mitigate
such conflicts”. In recent research, scholars @learma and Mehrotra 2007; Webb
and Lambe 2007) still suggest that conflict issaehie multi-channel system should

receive more attention, especially when firms hestablished indirect channels.
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4.3 Justification of the research strategy and meth

4.3.1 Key philosophical and methodological issues

Before discussing the research strategy and methdds study, key philosophical

(epistemology) and methodological (the classifmatof research strategy) issues
should be discussed in advance. As Blaikie (200éjhtrans, each strategy has a
philosophical and theoretical ancestry and foultatiVhen researchers attempt to
choose an ideal research strategy and method, thsges should be considered

carefully.

(A) Epistemology (how reality can be known)

“Epistemology is concerned with ways of knowing dedrning about the social
world and focuses on questions such as: how caknew about reality and what is
the basis of our knowledge” (Ritchie and Lewis 203%. A particular central issue
in this context is the question of whether the alowiorld can be or should be
explored according to the same principles, proesjuand ethos as the natural
sciences (Bryman 2004). Positivism and interpretivare two main epistemological

positions.

Positivism is an epistemological position that sglg the application of the
principles and methods of the natural science #éor#search of social reality and
phenomenon. Although the constituent elements sitipsm vary between authors,
beliefs and practices associated with positivisnuallg include the following
(Ritchie and Lewis 2005:17):

* The world is independent of and unaffected by #search.

* Facts and values are distinct, thus making it jpesdio conduct objective,
value free inquiry.

* Observations are the final arbiter in theoretiggpdtes.

e The methods of the natural sciences (e.g. hypahéssting, casual
explanations and modelling) are appropriate for #tedy of social
phenomena because human behaviour is governeavdik&aregularities.
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Interpretivism is another epistemological positiand it often contrasts with
positivism. It holds that human actions and sooaistructs should not be treated by
researchers in the same method as natural objdaterpretivists argue that
statistical patterns or correlations are not urtdedable on their own. It is necessary
to find out what meaning (motivations) people gihe actions that lead to such
patterns” (Blaikie 2006:115). The main argument waen positivism and
interpretivism is that the subject matter of theigb sciences, people and their
institutions, is fundamentally different from thaf the natural sciences. The
difference between people should be respectedeXamnple, some ‘inside’ elements,
such as the motivations and intentions that peogdein their everyday lives and that
direct their behaviours. It requires the sociakmstists to grasp the subjective
meaning of social actions (Bryman 2004) and intdipe social science is to
discover and describe this ‘insider’ view, not tapose an ‘outside’ view on it
(Blaikie 2006). According to Ritchie and Lewis (#017), interpretivism contains

several elements:

* The researcher and the social world impact on etudr.

» Facts and values are not distinct and findingsreetably influenced by the
researcher’s perspective and values, thus makimgpbssible to conduct
objective, value free research.

» Social world is not governed by law-like regula#ibut is mediated through
meaning and human agency.

(B) Qualitative and Quantitative research strategy

In general, research strategy can be divided wi major areas: qualitative and
guantitative research (Bryman 2004; Blaikie 2006he quantitative research
strategy is often linked to positivism and the ga#le research strategy usually
connects to interpretivism. According to Burns @ukh (2003:204), “Quantitative
research is defined as research involving the tiseuctured questions in which the
response options have been predetermined and e tamgber of respondents are
involved”. Furthermore, quantitative research oftarolves a sizeable representative
sample of the population and a formalized proceflurgathering data. Quantitative
research can be constructed as a research methodouks emphasis on data

quantification and that explains a deductive apghmo#p the relationship between
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theory and research in which the main point is gdaon the testing of theory.
Quantitative research incorporates the practicdsstandards of the natural scientific
model and of positivism, in particular, and embasdieview of social reality as an

external objective reality (Bryman 2004).

In contrast, qualitative research involves collegtianalyzing, and interpreting data
by observing what people do and say. Observatiom$ statements are in a
qualitative or non-standardized form. For this ocegasqualitative data can be
quantified but only after a translation processr(Buand Bush 2003). Qualitative
research strategy emphasizes an inductive apprttache relationship between
theory and research (Bryamn 2004) and this stratdigy helps to generate theory
instead of testing hypothesis (Blaikie 2006). Brym#&2004:20) notes that
“qualitative research has rejected the practicas raorms of the natural scientific
approach and of positivism in particular in prefere for an emphasis on the ways in
which individuals interpret their social world aachbodies a view of social reality as
a constantly shifting emergent property of indivatlsl creation”. Table 4.2 illustrates

the main differences between quantitative and tpiale research.

Table 4.2: Some common contrasts between quanétatid qualitative research

strategies

Quantitative Qualitative

Numbers Words

Point of view of researcher Points of view of pants
Research distant Researcher close
Theory testing Theory emergent

Static Procedure

Structured Unstructured
Generalization Contextual understanding
Hard ,reliable data Rich ,deep data

Marco Micro

Artificial settings Natural settings

Source: adapted from Bryman (2004:287)

4.3.2 Research strategy

In this research, a qualitative research strategyaken which is guided by the

interpretive paradigm because the research probientisis thesis mainly involve
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people’s constructions of meaning. As mentionedvaltbree research questions in
this study are:

Question 1 What are the factors encouraging manufacturerdgeteelop the

internet channel, especially manufacturers with el wstablished distribution

channel?

Question 2 What are the channel design patterns of the mhéianel structure?

Question 3 How can channel conflict arising from the develemm of the

internet channel be minimized?
It seems that these research questions are notssaqal as precise, testable, closed
yes/no propositions or hypotheses, but as genecadb open research issues. In
other words, this research is not going to tesoltiygses and get statistical results in
the context of the multi-channel structure but &plere the motivations for the
development of the multi-channel system, the péssdesign patterns, and the
conflict management styles. All these points cohniechuman affairs and require
rich and deep data to interpret the behaviours atitlides of people in firms by
learning about their social and material circumstésn their experiences, and
perspectives. It would be difficult to utilize gtdical analysis to interpret or describe
human behaviours, decisions, and motivations analitgtive research is more
suitable to achieve this objective. As Ritchie ahdwis (2005:50) suggest,
“qualitative research can contribute by exploriogvithe reasons for, or explanations
of, phenomena, or their different impacts and cqusaces, vary between groups”.

Furthermore, as mentioned in section 4.2, it sea@isthe three research questions
have been seldom discussed in previous literakmeexample, as Webb and Lambe
(2007:29) note, “Conflict is a critical concern Wwitnulti-channel strategies while
there has been little academic research that exsngonflict in a multi-channel
context.....there may be important structural diffses between the dynamics of
single channel and multi-channel conflict”. Coellod Easingwood (2008:32)
mention that “Despite this popularity, the drivefsthese channel strategies remain
virtually unknown”. When the objective of a resdaproject is understanding of a
new phenomenon or the development of new theayyastative research strategy is
arguably more suitable than a quantitative strategpause it is typically associated
with the generation rather than the testing of th€Bryman 2004). This suggestion

is taken in this research.
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4.3.3 Research methods

It is clear that the process of qualitative resednas a variety of approaches to
collect data. For example, “certain data collectioethods have been identified with
qualitative research such as: observational methodslepth interview, group
discussions, narratives, and the analysis of dootang evidence.” (Ritchie and
Lewis 2005:56). In this study, interview and do@ntary analysis are the two main

methods used to collect research data.

A. Primary data source: interviews

Interviews contain different forms such as unsuwed and semi-structured
interviews (Bryman 2004). This method is particlylarell suited to research that
requires an understanding of deeply rooted phenanoenresponses to complex
systems, processes or experiences. It is becaasm ttlepth investigation can get
close to the social actors’ meanings and interpogts, to their accounts of the social
interaction in which they have been involved (BiaiR006). Moreover, the interview
iIs an approach through which a large amount of databe gathered quickly (Yin
2003). In this research, interviews were held isemi-structured form with all

interviewees. Following the suggestion by Bryma@0@), an interview guide (See
in Appendix) was prepared before conducing intevgievith respondents. During
the interview process, questions may not followesactly in the way outlined on the
schedule and each interviewee can have a greabtiéstway in how to reply. It

means that the interview process is flexible whlileof the interview questions were

asked and a similar wording was used from intereto interviewee.

B. Secondary data source: documentation
Apart from interviews, documentation was also uasda secondary data source.
Documentation plays an important role in providiagtual information and provides

an outline perspective about the research are@@ashizations for researchers (Yin

2003). Documentation includes:
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* Administrative documents, including reform propssaprogress reports,
government policy documents, and other internalidents;

* Newspaper clippings and articles in the mass media;

« Agendas, announcements and minutes of meetingsptaed written reports
of events.

Besides, a large number of firms today have them websites to publish company
information and explain their management stratediéss is also a data source in
this research. According to Yin (2003), the stréngt documentation is that it can
provide specific details to corroborate informatifsom other sources. However,
documentation might not be always accurate andddoelbiased. This is a weakness
of documentation. It is because every documentrien for some specific purpose
and some particular target audience but not thepgmer of this research. Ott
(1989:109) claims that “official publications suak brochures, annual reports, and
press releases.... Typically reflect only what a teaimexecutives and public
relations people want to convey publicly”. Therefan this research, documentation
analysis is considered as a part of data sourceatirtibcuments will be compared

with the information that is obtained from intemvigin order to eliminate the bias.

4.4 Data collection and analysis process
4.4.1 Research location, target industry, and samiplg firms

* Research location : Taiwan

This research is conducted in Taiwan and the naaget interviewees are managers
in the IT industry. From previous literature, iteses that limited research has been
conducted in Asia to explore the internet channetivations, the channel design
patterns, and conflict resolution strategies. Foaingple, as mentioned in section
4.2.1, some previous studies (Coelho and Easingvatixb; Harrison and Waite
2005; Harrison et al 2006; Hughes 2006; Coelho Badingwood 2008) have
discussed the factors of the multi-channel strectievelopment. Nevertheless, all
these studies are conducted within the financialises industry in the UK.

Furthermore, as it can be observed in section 428 previous studies have
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investigated channel conflict resolution strategiesler the multi-channel context.
Most previous studies discussed channel conflicteuthe single channel context.
Besides, the majority of studies into channel gonfi.e. Lusch 1976 a b; Thomas
1976; Reve and Stern, 1979; Brown and Day 198HFskberg and Michie 1984;
Gaski 1984; Anderson and Narus 1990) have beeructedlin America.

Hence, it seems that research in Asia is necessargrganizational behaviour
literature, Suppiah and Rose (2006) mention tha thajority of conflict
management studies represent a Western bias. Tigges that the preference to
adopt conflict resolution styles might be differémtEastern and Western countries.
For example, they predict that in Asia the avoidastyle might be more likely to be
adopted in order to maintain relational harmony parad with Western countries.
Nevertheless, more empirical research in Asia guired, as Suppiah and Rose
(2006) suggest. Furthermore, considering the laggueestriction and research
opportunities, Taiwan is considered as a suitabéearch location in this research
due to the author’s nationality. Although China nadso be considered as a potential
target country, according to Belcher (2006), e-caroa in China is still in the infant
stage. Belcher (2006) mentions that China stdk$aan online payment system of
handing credit card transactions in a safe, efiicreanner. Furthermore, incomplete
logistic systems restrict how far apart sellers dnglers can be, hence delivering

items can be problematit.

e E-commerce in Taiwan and target industry

In Taiwan, the government has been encouragingedgtthe development of both
business-to-business (B2B) and business-to-consur(®2C) e-commerce.
Meanwhile, online consumers continue to grow in banevery year. According to a
report from MIC (Market Intelligence Centre, thevgonment-sponsored institute for
information industry (2008}°, in 2006, the Taiwanese online shopping B2C market

® http://www.ebusinessforum.com/index.asp?layout=ritbry&doc_id=9373&categoryid=&channeli
d=&search=subscribers.To compare with Taiwan anda&faiwan is chosen in this research. Further
research might be conducted in China to compardifference.

1% http://news.networkmagazine.com.tw/trends
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reached a scale of NT$97.95 billion, up from NT$F1billion in 2005, and in 2007

the total market for B2C Internet services jumped\iT$108 billion, 1.3% of the

retail sector. Furthermore, MIC forecasts thattttal B2C market would increase to
NT$241.69billion by 2010.

As mentioned above, previous literature discus#iegdevelopment of the internet
channel mainly focuses on intangible products (he.financial services industry). It
seems that firms that carry tangible products shbelexplored further. According to
government documentation, Taiwan e-commerce yeak 2906 and 200711, in
2005 (Figure 4.1), the three largest e-commercasigs by proportion are travel
services (60.08%), investment (18.38%), and 3Codymts (7.21%). 3C products
are the only tangible products in the top threeustdes. In 2006, investment &
financial management (44.7%) took the top spotwasl followed by travel services
(17.5%), beauty products (1128) and 3C products (6.3%). Although 3C products

were shrinking as a percentage from 2005 to 2QQ8illi plays an important role in

Taiwanese e-commerce.

Figure 4.1: Major 2005 online store products/sersimarket scale proportions
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Source: Taiwan e-commerce year book (2006)

» The year book is published by Ministry of Economiffairs, R.O.C. Available at :
http://www.moea.gov.tw/

2 In Taiwan, the term 3C is used to describe consurectronics. It stands for
Computers/Communications/Consumer products, or @smputers/Cameras/Cell-phones. The term
is not well known outside of Taiwan. (http://en.ipi&dia.org/wiki/3C). It seems that in western
countries, a common phrase is IT industry and pebohstead of 3C industry and product.
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e The Taiwanese IT industry

In Taiwan, the IT industry is a leading industryitiMhe support from the Taiwanese
government, in terms of financial and technologesdistance, in recent decades, IT
firms in the Taiwanese IT industry expanded fronrepmanufacturers, Original
Equipment Manufacturing (OEM), to become globalypla in the IT market. With
the increasing manufacturing experience and engimgeeapability, firms in the
Taiwanese IT industry began to move into the Oabidesign Manufacturing (ODM)
business. This means that firms in Taiwan now llgebility to help their clients to
design and improve their product instead of a pawtsource manufacturer.
Moreover, the OEM/ODM business experience enatiedIT firms in Taiwan to
transform themselves into providers of integratedvises such as Electronics
Manufacturing Service (EMS). It means that manym@nufacturers in Taiwan can
now provide the complete service of design, testmgnufacture, distribution, and

return/repair services to their clients.

The capability of offering complete manufacturingws places Taiwanese IT firms
in an irreplaceable position in the global IT sypphain. Using the data provided
(Table 4.3) by MIC (2008), presently, Taiwan foundservices, LCD panel,
notebook PC, WLAN, networking access equipment, hexdtoard, and digital
camera are all identified as the global numbermoeider. In addition, according to
a recent report published by the Economist, in 2€88 global ranking for IT
industry competitiveness, Taiwanese IT industryisnber twd®. Since the main
research objective is to explore how manufactudergelop their virtual channel,
manufacturers in the IT industry should be a megfnintarget industry for this
research. Hence, in this research, managers ifnTthedustry (3C industry) in

Taiwan are considered as the main research tamgetdlect data from.

13 http://www.eiu.com/site_info.asp?info_name=bsah t&008&page=noads
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Table 4.3: Global market share of Taiwanese IT pctsl

TW Production | 2006 2007 2008 (f)
Share

Notebook PC 87% 92% 93.3%
Desktop PC 30% 31.5% 33.7%
Motherboard 99% 98% 98%
Server System | 34.8% 34.9% 35.7%
Small and 30% 36% 37%
Medium TFT

Panel

Large TFT 48% 51% 49%
Panel

LCD Monitor 75% 7% 80%
DSC 36% 41% 45%
WLAN 87% 88% 87.5%
DSL 81% 86% 88%
VolP 85% 85% 86%

Source: MIC (2008)

e Sample of firms

Since this research aims to understand the reseabb@rctives and questions
mentioned above from the manufacturer's perspectieach interviewee’s
representative firm should fulfil the following teria: (1) manufacturers should have
their own online sales channel and (2) manufactusell sell their products through
the physical intermediary. In order to choose andken contact with these
manufacturers a list, provided by NOVAis used as a guideline to select the sample
of firms. By using the internet to search for theormation of these 356 companies
(42 firms are foreign companies) one by one, 33vamese’ IT companies were
found to fit the criteria. A particular phenomenaserved from the search process is
that although the majority of firms have their owebsites, not all of them have
their own online sales channel. Some firms onlyehproduct information on the

website and others try to cooperate with outsidmershopping platforms instead of

" Nova is a chain system store of the IT product§diwan (http://www.nova.com.tw). Each year
they will conduct a customer survey to evaluate ahstomer’s favourite brand of the IT product.
According to the data of 200fhttp://www.nova.com.tw/2006channel/item.php), NO®Massified a
total number of 356 companies into 22 categorieb 13 PC, Notebook, and printer.

*1n this research, the foreign companies (i.e. Bamia, Epson, Casio) are not chosen in order to
have a pure focus on the Taiwanese company betaeiseithor concern that different organizational
culture might influence the adoption of the stydéésonflict resolution.
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selling products directly themselves. These firmsnat fit the criteria mentioned

above.

A research plan was sent to sales / marketing neasadg each potential company
and then, 2 weeks later, the author made a pergwmaie call to contact each
potential firm. Nevertheless, to invite a firm tarpcipate in an academic study is
very difficult, especially in Chinese society. Smlefirms responded that pure
academic research, especially social science @gseannot immediately bring them
any profit and, therefore, they did not have thierest to participate in the study.
After contacting these 32 companies, five of thegnead to participate in this
research. The companies are DI, Ac, Tm, Ms, and(RMible 4.4). The main

manufactured products of each manufacturer weferdit.

DI and Ac Companies are wireless equipment manufact. DI Company is the
brand leader in this area. In 2005, 2006, and 2D0Won the No. 1 position in the
survey conducted by NOVA. Ac also won the No.3 posiin 2006. Tm and Ms
Companies both won the competition conducted by A@®\V2006. Ms Company is
the third biggest motherboard maker in Taiwan dvel ftfth biggest in the world,
whereas, in 2002, Tm Company was the biggest Drawaiute manufacturer in Asia
and, in 2006, it was the fifth biggest Dram moduaker in the worltf. The main

product line in Mi Company is scanners includingvloigh-end scanners. Mi
Company was the biggest scanner maker in the vaonlshg the 90’s. Nevertheless,
Mi Company did not win any position in the survegnducted by NOVA because
their main product line, low-end scanner, has galiglbeen replaced by the digital
camera. In chapter 5, this point will be discussedletail. All these companies
should be considered as suitable representativéisein area and in the whole IT

industry in Taiwan.

'8 http://www.edn.com/article/CA6386485.html
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Table 4.4: Profile of the five researched firms

Firm name DI Ac m Ms Mi
Type of Public Public Public Public Public
company company company company company company
Major Business| --Wireless --Wireless --Dram module| -Motherboard | -Scanners
equipment equipment --Digital audio | --Notebook --PDP/LCD
system --Consumer display
electronic
product
The stage of | Growth Growth Maturity Maturity Decline
the product life
cycle
Main direct --Company --Company --Company --Company --Company
distribution sales force sales force sales force sales force sales force
channels --Internet --Internet --Internet --Internet --Internet
/phone /phone /phone /phone /phone
--Company --TV shopping
owned store
--TV shopping
Main indirect | -- System -- System --Chain stores | --Chain stores | --Chain stores
distribution integrators integrators --Privately --Privately
channels --Distributors | --Distributors | owned stores | owned stores
--Regional --Regional --Local agents | -- Local
dealers dealers /brokers subsidiaries
--Chain stores | --Chain stores
--Privately --Privately

owned stores

owned stores

e The current channel structure in the sample firms

As can be seem from Table 4.4, although all thepsafirms are in the IT industry,

they design their channel structure differentlykimg Mi Company as an example,

the level of intermediaries has been reduced toirmmmum level, but for DI /Ac

Companies they still maintain a complete distriboitnetwork compared with Mi

Company. It seems that to develop an extra onllmnel illustrates a different

meaning for these companies. Therefore, in ordgrésent a clear outline of the

sample firms, a brief explanation of the channelicitire in these sample firms

follows.

In this study, based on the different channel stines, sample firms might be

classified into three group& DI /Ac Companies, Mi Company, and Ms/ Tm
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Companies. In order to make a comparison, the @astructures in DI /Ac and Mi
Company are introduced first then follows an exataom of the channel structure in
Ms /Tm Companies.

DI/Ac Company

The channel structure in DI /Ac Companies is dertrated in Figure 4.2. DI /Ac
Companies use several different marketing chartnatentact different customers in
order to increase their market share. Accordininterviewees in DI Company

there are three main types of customers in the @fredreless equipment: service

providers, enterprise customers, and end customers.

Service providers consist of big communication paexs like China Telecom or
AT&T. For this kind of customer, DI Company adoptslirect sales strategy (direct
sales people) because their requirements inclwadeng for specific product types or
technical assistance and are more complicated nbamal customer requirements
and the negotiation time for a contract could Isst to three years. On the other
hand, for other customers, such as business ogjamg or education institutions,
DI/Ac Companies prefer to cooperate with systenegrdtors instead of contacting
customers directly themselves. This is because, mmegority of high-end
communication or network equipment cannot be usadediately and the system
integrator can offer the necessary technical sertocthe customers such as setting
up a local network system; but firms need to sinaaegins with the system integrator.
Before 2000 the sales amount from this channeltésysintegrator) played an
important role in the total turnover, accordingiriterviewees in DI Company. It is
because during that time, no one expected thatlesgseequipment would be
designed for end customers and few companies dodasswith retailers.

" The author attempts to explain the channel stradtuthe sample firms group by group instead of
firm by firm because a clear comparison can be naadethe redundant and repeated explanation can
be reduced.

'8 Section 4.4.2 discusses the date gathering protémsever, in order to explain the channel
structure in the sample companies here, some statsrfrom interviewees are used in advance. More
detailed explanations and interviewees’ statemeamsbe found in chapter 5, 6, and?7.
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Nevertheless, unlike other wireless manufactureas focus on business customers,
DI Company adopts a different strategy. In Taim@hCompany is the first company
that attempted to design customer-oriented wireleggipment and pay more
attention to cooperating with retailers. In additidhey try to use any possible
channels to contact end customers. For examplg hidqaee three different direct sales
channels: direct outlets, TV shopping, and theincmline channel to serve end
customers. DI Company also cooperates with a waoétintermediaries such as
distributors, local dealers, agents/brokers, cetones, and privately owned stores to
distribute their product quickly. Interviewees irc £Lompany mentioned that they
also use the intense marketing channel strategycaoperate with several different
intermediaries. Moreover, in Ac Company althougleyt have their own online

channel, they still transfer online orders to thwiysical intermediaries.

In addition, there two kinds of retailers that @uottend customers directly in the
Taiwanese 3C product market: chain store systempanédtely owned store. Each
chain store system has at least dozens of locasstblOVA, as mentioned above, is
one of the chain store systems but the two biggjesin store systems in Taiwan are
SunFar and TsannKuen. Another retail group comprike traditional retail stores.
These stores are managed by different private @avrerthese stores, customers
often bargain with the owner for a cheaper price, &mthermore, in order to attract
customers, some products might be sold at an alaiqgmce in the privately owned
store. Another advantage of the privately ownedesi®that the owner often builds a
deeper relationship with local customers.
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Figure 4.2: DI/Ac Company’s channel system
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Mi Company

The channel structure in Mi Company is illustratedrigure 4.3. Compared with DI
Company, the channel structure is different andeisgvlevels of physical
intermediaries are eliminated. For the part ofdivect sales channel, Mi Company
launched their own on-line shopping channel in 2@08ell scanners, digital camera,
and digital displayers. Meanwhile, they also coapet with other online shopping
platforms such as Yahoo shopping. Neverthelesstaleeof the online platform for
Mi Company is defined as a kind of virtual internag. In 2002, TV shopping
became popular in Taiwan and, based on the cornmeghannel diversity, Mi
Company also tried this channel as an attempt.tf@rpart of the indirect sales
channel, Mi Company contacted the chain store systeuch as Sunfar and Tsann
kuen directly without any level of intermediarigs order to maintain margin and

furthermore, the product line in the physical st@alifferent compared with their
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own online channel. They only sell low-end scanrikreugh the chain system. In
addition, interviewees in Mi Company mentioned tladthough some privately
owned stores still cooperate with them, the nunbéew and keeps decreasing.

Figure 4.3: Mi Company’s channel system
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Ms and Tm Company

Although Ms and Tm Companies are two different &rwith different product lines,

they are in the same stage of the product life ecywid have a similar channel
structure. In this section, the channel structuresMs and Tm Compans are
introduced together as illustrated by Figure 4.dm@ared with other firm,s such as
Mi Company, with a minimum level of distribution atnel and DI Companies with
an intense level of distribution network, it seeihmst the channel structure in Ms /Tm

Company might be considered as a moderate structure
In terms of the direct sales channel, like othem$éi Ms /Tm Companies also have

some direct sales channels such as the online stgpgpore and TV shopping.

However, unlike the virtual channel in Mi Comparat plays an important role,
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interviewees in Ms and Tm Companies both agreetttigasales amount from the

online channel is still in a small portion of thaal sales amount. Nevertheless, the

sales amount from the online channel is increageay by year and they have a high

expectation of the online channel. For the parttleé indirect sales channel,

according to interviewees in Ms and Tm Companiesy still rely on their physical

intermediaries heavily because this channel carriboite a big portion of sales

amount and keep offering several channel functischsas post-purchase service.

However, interviewees in Tm Company mentioned anphreenon that the level of

intermediary has been reduced gradually. For exanmgiout ten years ago, there

could be three to four levels of intermediarieshsas distributors, regional dealers,

local agents/ brokers, and final retail stores. éMheless, now their products,

motherboard and Dram module, are in the matureestathe product life cycle with

a relatively limited margin, Tm and Ms Companies #tying to cooperate with a

lower level of intermediary directly and to circuent some levels of intermediaries.

For instance, they would try to contact the chaoresdirectly. Another example is

that in Ms Company, the sales force in the locdisgliaries would contact the

privately owned store directly.

Figure 4.4: Ms/Tm Company’s channel system
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4.4.2Data gathering process

Before conducting interviewees, an invitation lettas sent during March and April
2007 to potential interviewees in order to obtdiairt consent. This invitation letter
contained information about the purpose of theystutho the researcher is, how the
data will be utilized, what participation will bequired of them, the subjects likely

to be covered, and how much time is required.

A total of twenty-five respondents were interviewsed all interviews were recorded
on a digital audio recorder for further referensabject to the agreement of the
interviewees. During interviews, two recorders watgized at the same time in
order to reduce the risk of non-functioning equipinelhe length of interviews

ranged from 50 minutes to 95 minutes and eachvieterwas conducted with the
interview guide as the base around which questemmdred. The interview guide
contained three main sections: channel developmwttvations, channel design
patterns, and channel conflict resolution stratedie@ Appendix). As mentioned

above, the order of questions was not necessasllpwied in the order of the

interview guide. The interview guide was utilizesl & starting point for discussing.
Follow-up issues were raised after the interviearstiie purpose of clarification and
any additional detail. Before conducting the mtews in Taiwan, two academics
were interviewed in the UK during April and May Z00rhese two interviews were
considered as pilot interviews to practice the Iskil interviewing and both

interviewees helped to check the interview guide @orrect some errors. Moreover,

the two interviewees provided several useful arigflesuggestions and comments.

From June to September of 2007, nineteen managaioée(4.5) in the Taiwanese IT
industry were interviewed. These respondents caman ffive different
manufacturers mentioned above and multiple intarsierere held in each company.
Furthermore, people from different levels and pos# from senior vice president to
marketing specialist were interviewed in order bdain more complete information
and a holistic view of the development of the in&trchannel and consequent issues.

For example, encountering the same question {ie.development of the internet
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channel), respondents coming from lower level pmsst might mention different

opinions compared with their top management.

In this research, the research location is chaseksia and this part is explained in
the previous section. In Asia, especially in Chenssciety, there is a real obstacle for
researchers to collect data from firms over a ldoimge period. It is a natural

limitation not only in this research but also fother researchers who desire to
conduct research in Asia. For example, Perry (199&ytioned that more than one
interview in a small business or in any Asian oigation is difficult and researchers

can try to contact the alternative resources ssdnaustry associations, consultants
and government advisers. During the interview prajgan process, the author
actually faced this problem. Several intervieweesntioned that they were not

available to participant in this research for agilaime period and accept interviews
several times. They preferred to join one interviewd if the researcher has other

further questions, they preferred to be contacted-mail or telephone.

Furthermore, following the suggestion mentionedPeyry (1988), during the same
time—June to September 2007 — four other respordeerte interviewed in Taiwan.
Two of them were senior managers in the IT industith long experience and
knowledge about this industry and the distributgystem but their firms did not
construct their own direct virtual channel. Theiperience remains valuable because
they offer a different view compared with firms whihad already developed the
internet channel. In addition, two other marketicgnsultants also accepted the
invitation to be interviewed and they utilized #etient perspective to express their
opinions about the multi-channel structure compavegd managers in firms. Views

from these four interviewees helped to build a nfmistic understanding.

In this research, all respondents were asked fonigsion to use their comments in
the final report of this thesis. Moreover, the pea information for each
interviewee is strictly protected. Each interviesvidentified by a number (such as
M1, M2) to represent and disguise names and toridestheir firms. Through
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adopting anonymity, each interviewee’s confideityjalcan be protected. For

example, personal comments are not linked to artycpkar participants.

Table 4.5: Interviewees in this research

Interviewees | Position Firm Main product type Product life
/ Institution cycle

M1 Marketing manager DI Wireless equipment Growth

M2 Assistant Sales manager DI Wireless equipment  ow@r

M3 Marketing specialist DI Wireless equipment Growt

M4 Marketing specialist DI Wireless equipment Growt

M5 Director Ac Wireless equipment Growth

M6 Marketing manager Ac Wireless equipment Growth

M7 Senior vice president m Dram Module Maturity

M8 General Manager m Dram Module Maturity

M9 Director Tm Dram Module Maturity

M10 Project Manager m Dram Module Maturity

M11 Marketing specialist m Dram Module Maturity

M12 Director Ms Motherboard Maturity

M13 Regional marketing Ms Motherboard Maturity
manager

M14 Product marketing manager Ms Motherboard Maturi

M15 Senior specialist Ms Motherboard Maturity

M16 Associate Vice president Mi Scanner Decline

M17 Marketing manager Mi Scanner Decline

M18 Assistant Sales manager Mi Scanner Decline

M19 Marketing specialist Mi Scanner Decline

P1 Professor University 1

P2 Senior lecturer University 2

El Senior vice president Ba

E2 General manager Ca

C1l Marketing consultant Lh

C2 Marketing consultant Ci

4.4.3 Data analysis

Although Blaikie (2006) notes that there is nottandard analysis procedure for

gualitative research, Dey (1993) has formulated ada danalysis process for

qualitative research involving three activitiessdgbing, classifying, and connecting.

The first step, describing, is to produce ‘thicksdriptions of the phenomenon being

studied. Next, classifying refers to creating categs from descriptions, assigning

categories to the data, and splitting and spliaiategories. Finally, researchers

should attempt to find out and make connectionwéen categories. The objective is

to discover regularities, variations, and singtilesiin the data.
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In this research, the research data analysis felldve process suggested by Dey
(1993). The recordings of each interview were dlaed into text in a detailed
manner (word for word). By this translation procegua thick description of the
study phenomenon is achieved. When the researcheoueters any unclear
comments from respondents, the respondents areatedtagain by e-mail and
telephone to clarify the uncertain issues. Furtloeemin order to find out the hidden
regularities and categories between interviewegersients, after the translating
process, the data was checked and compared relye#tedViles and Huberman
(1994) note, data reduction continues after dagatbered, until the final report is
completed. The comparison is not only with intenwg@es in the same firm but also
people across firms and areas. Theories and reBolts previous research are
utilized to guide creation of categories. Severalegories are created and the
detailed explanations are in chapters 5, 6, andhén, the researcher attempts to

figure out the connections and relationships betveseh category.

4.5 Validity and Reliability

“The concepts of reliability and validity were déweed in the natural science.
Because of this, and the very different epistemiobligoasis of qualitative research,
there are real concerns about whether the sameeptsndave any value in
determining the quality or sustainability of qualive evidence.....But in their
broadest conception, reliability means ‘sustainabled validity meaning ‘well
grounded’ will have relevance for qualitative resbasince they help to define the
strength of the data” (Ritchie and Lewis 2005: 270)

4.5.1 Validity
The validity of findings or data is traditionallyderstood to refer to the ‘correctness’
or ‘precision’ of a research reading and it oftemtains two distinct elements: (1)

whether researchers are investigating what thegndia be investigating and (2) the
extent to which findings can be inferred to othentexts or settings (Ritchie and
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Lewis 2005). Bryman (2004) uses a term, credibilitydescribe the first element
and, transferability, for the second element.

«  Credibility

In order to make sure of credibility in qualitativesearch, Bryman (2004)
recommends two approaches: respondent validationt@@angulation. These two
suggestions are taken in this research. “Respondalidation, which is also
sometimes called member validation, is a processetty a researcher provides the
people on whom he or she has conducted researbhanitaccount of his or her
findings” (Bryman 2004:274). In this research, dgrthe translation and comparison
process, if there was any ambiguity or vague gamail and telephone were used to
make contact with interviewees to clarify the unaierissues. After the translation
and comparison process, a summary report of eashview was sent to the
interviewees to see if the meaning or interpretatassigned is confirmed by
interviewees. Any different opinions and comments encouraged to be expressed
in order to make sure that the findings are congrueath the views of respondents.
Furthermore, triangulation, using more than onehwetor source of data, was used
in this researchThe data from different sources was cross-checkpeatedly in
order to improve the validity of this study. As Bli@ (2006) suggests, by the use of
independent data sources, including some for wieke could be no reactivity from

respondents, the validity of research can be ingumov

* Transferability

Transferability refers to the degree to which fimgli can be generalized across social
settings. It is because every qualitative resemremique and cannot be generalized
on a statistical basis. The finding in qualitatresearch is the content of the range of
particular views, experience, outcomes or othemphena under study that shape
and influence respondents. Research findings cahaoinferred to an external

setting without a detailed explanation. In otherdg the researcher must provide a

‘thick description’ about their findings, as schsldLincoln and Guba 1985, Bryman
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2005; Ritchie and Lewis 2005) suggest. It meang thesearchers to provide
sufficient detail of the original observations @mumentaries—and the environments
in which they occurred- to allow other readers &mge and assess the meanings
attached to them” (Ritchie and Lewis 2005:268).sTthick description’ will allow
the reader to verify for themselves that conclusiconducted by the researcher hold
validity and can be used as a database for makidgments about the possible
transferability of findings to other milieu (Lingoland Guba 1985). Following this
suggestion, a large number of quotations and cortsmom interviewees are

utilised in Chapters 5, 6, and 7 in order to presetetailed explanation.

4.5.2 Reliability

“Reliability is generally understood to concern tieplicability of research findings
and whether or not they would be repeated if anathely, using the same or similar
methods, was undertaken ” (Ritchie and Lewis 200®.2The objective is to be sure
that if any later investigator followed the samegadures as mentioned by an earlier
researcher can arrive at the same findings andusians (Yin 2003). Although the
possibility of the replication of qualitative resela remains a debatable issue in the
social sciences, some scholars still offer somenaust to improve the reliability of
qualitative research. For example, Yin (2003:38)gasts that “The general way of
approaching the reliability problem is to make aangn steps as operational as
possible and to conduct research as if some one wal@rays looking over your
shoulder”. By reducing the errors and biases irtuays reliability is improved.
Furthermore, an ‘audit approach’ is suggested byman (2004). This approach
means that complete records are kept of all phafsée research process—problem
formulation, fieldwork notes, interview transcriptand so on—in an accessible
manner and moreover, peers can act as auditorsstoeshow far proper procedures
are being and have been followed. Similarly, Reécand Lewis (2005) mention two
approaches to ensure research reliability: (1) re¢weternal checks can be done to
improve the robustness of research and (2) thetteeisieed to assure the reader of
the research by providing information about theagsh process.
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Following these suggestions, before data collectibmee research topics were
discussed several times with colleagues and thergigpr. The interview guide was
designed and checked after several discussiontheforore, as mentioned above,
pilot studies with two academics were conducteteeinterviews in Taiwan and at
the same time, the interview guide was tested apefore it actually came to be
used in Taiwan. Several errors were correctedd¢htian, in order to make sure the
research can be replicated by other researchersiamnidr results can be obtained,
each interview is recorded in a digital form. Thanscript is written down, word by
word, and checked repeatedly in order to make stitvat no obvious

misinterpretations of the respondents’ answers weade. Furthermore, all material
relating to this research was organized, documeatet stored in a manner than

enabled later researchers to retrieve them eftigien

4.6 Chapter summary

This chapter contains two major parts: researclstqpres and methodological issues.
Three research questions are explained in detaéation 4.2. In this research, the
gualitative research strategy is chosen and thexvietwv is utilized as a main data
collection method. Twenty-five interviewees weréemiewed and the majority of
interviewees are managers in the Taiwanese IT tndua order to obtain a holistic
understanding, people in different areas such aplpdrom the academic area and

marketing consultants were also interviewed.
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Chapter 5

What are the factors encouraging manufacturers to dvelop the
internet channel, especially manufacturers with a wll established

distribution channel?

5.1 Introduction

As Coelho and Easingwood (2003:25) claim,” It i$ possible to manage a multiple
channel structure properly if the reasons for tmeemgence of such diverse
distribution arrangements are not know”. The oliyecof this chapter is to answer
the question: what are the factors encouragingufaaturers to develop the online
channel, especially manufacturers with a well distiagd distribution channel?

In this study, according to the statements fronerinewees, there are six main
factors why manufacturers develop the internet obhnThese are: customer
information management, retailer management idauaching a new product, to be
a secondary channel, management support, and nstriegy. Furthermore, these
factors can be roughly classified into two categgriexternal and internal factors
(Figure 5.1). Following this classification, a degtd discussion of each factor is
provided. There are four sections in this chagtéer the introduction, four external
factors are explained in detail and quotations fromMerviewees are presented.
Subsequently, two internal factors are discussedhe final section is the chapter

summary.
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Figure 5.1: Factors driving manufacturers to depéle internet channel
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5.2 External Factors

5.2.1 Customer information management

It is anticipated that more and more customersatihe internet as a tool to search
relevant information before purchasing a producesdarch conducted by a
Taiwanese research centre, MI{G2007), notes that in general, fifty percent of
customers will look for product and price infornmatibefore going to physical stores.
Several managers in the sample mentioned thatalseyobserved this modification

of customer behaviour. They noted that the devetogrof internet technology has

changed customer behaviour significantly. For eXapmgespondent (M 2) noted that
previously, it might be difficult for customers toake product comparisons without
going to retailer stores but the development oérmet technology breaks this

limitation.

' http://www.itis.org.tw/rptDetailFree.screen?rptici&66 D062FBC300D7148257339002F2454
The product type has not been mentioned.
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“Customers now can receive a large amount of infation within few

clicks. Before the e-commerce era, to provide mfmion is not only the

job but also a privilege for intermediaries®Interviewee M 2
Hence, some respondents in this study mentionedoiina factor driving them to
develop the internet channel is customer infornmat@nagement. If firms have their
own online channel, they not only can sell theioduct but also deliver the
completed and correct information to customers.ddwoer, the online channel is also
useful for firms to receive feedback from end costcs directly. This advantage is
hard to achieve before the development of the dixatual channel. Further

discussion on each of these two aspects follows.

5.2.1.1 In order to provide product information

“It is quite a challenge for the manufacturer t@lder the accurate

information to the end customers before the prewvadeof the internet*--
Interviewee M7

A. The issue of intermediary

Respondent (M8) explains that before the intereetlme so popular, a large number
of manufacturers did not have direct contact whk &nd customer. A common
situation is that the information, such as prodclwaracteristics or brand value, is
transferred by the intermediaries. Manager (M8) twmes that sometimes the
intermediaries would tend to convey the informatioappropriately because of
achieving their own business goals. This staterseatso confirmed by respondent
(M1) in DI Company. Respondent (M1) offers an eplanWhen customers ask for
information on A and B products, the intermediangim merely provide the detailed
product information about A because in this moh#hinventory stock for A is high.

The information about product B would be ignoredheglected deliberately.

“Intermediaries have their own management problesugh as inventory
pressure. When a customer enquires about advica fetail staff, it is
quite often for them to suggest a product in whlekir stock volume is
high.”-- Interviewee M1.
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“As the manufacturer will try to find several matdr suppliers, the
situation is the same for the intermediary. Thely swoperate with several
different brands of manufacturers, in order to makee that they are not
dominated by any one particular manufacturer. Whisgy have several
brands, they might not treat each brand equalty:Ihterviewee C2

Besides, interviewee (M12) states that even thantgrmediaries desire to convey

fair advice, sometimes they do not have enoughrézpe

“There could be at least hundreds of products ist@e. It is difficult for
the staff to have a complete knowledge of all petgluBesides, in
previous times, retailers cannot receive the newest up-to-date
information in time. It is because all the informoat needs to be printed
and then delivered by mail. Sometimes, it takegrabweeks. This is
another obstacle for intermediaries to express Huweurate product
information.”-- Interviewee M12.

B. The modification of customer behaviour

About ten years ago, Peterson et al (1997) preatlittat eventually there will be
near-universal access to the internet. In thisystseveral respondents mention that
when they see the increasing popularity of therigieand more and more people get
used to searching for information online, it midlg time to develop the internet
channel as a tool to provide product informationotions from interviewees (M4

and 10) are presented below.

“It is not surprising that the internet channel iags customer behaviour
deeply. With low cost to exchange information ebeatally, online

communication and surfing become a routine part fioany people,
especially young people. Moreover, to search favdpct information

becomes a necessary part before product purchaseterviewee M4.

“There are thousands of forums and personal blagdine. Some
customers will share their purchase experience wabh other. It is very
persuasive to other customers and potential buyEhe staff in stores
cannot share this experience. Therefore, it is difficult to explain why
more and more people would prefer to search theveeit information
online by themselves instead of merely relyinghenstaff in retail stores.
We feel we need to do some preparation for thisngba— a virtual
channel in the channel mix is necessary in thedute-Interviewee M10
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It seems that manufacturers gradually realize thmisdification of consumer
behaviour and they desire to react positively. Bsdenbachler and Gordon (2002:46)
mentioned, “Today consumers have unprecedented rp@smed with their own
databases and tracking technology. Companies whtnce to use old business
models and treat customers in old ways will likédy”. For example, interviewee
(M3) notes that their web site has their own onlfnoeum. They encourage all
customers to express their product experienceeldair messages or even ask some
relevant questions. Through answering these consndintns can offer accurate

information to end customers, according to respohé3).

Hence, in this section the reason for manufactu@mstablish the online channel
can come from two dimensions. One is from the chasfgconsumer behaviour and
the other is that the problem of information delwean be solved. These two

dimensions are both considered as external factors.

C. Online information and online shopping

In the interviews, the question was asked: Why dmmanies launch their online
shop? If their purpose is merely to offer inforrati then a skilful web site should
be enough. This question might be answered by japtafrom two interviewees
(M4 and 14) as follow.

“In order to satisfy our customers, our firm proesl a large number of
customer services and to provide the online shamésof them. We regard
this activity as a marketing behaviour instead ofsales behaviour.
Meanwhile, we can obtain some intangible benadinfthe online channel
such as customer information-“Interviewee M4

“Convenience is a big attraction for customers.eAthe search process, if
they can find their ideal product and the priceatxzeptable, they are very
likely to shop online. Why dont we take these @€ -- Interviewee
M14

112



5.2.1.2 To communicate with consumers directly

“Through our online channel, we can communicatehwahd customers
without any barrier or delay-- Interviewee M4.

“The internet is considered as a window betweemns end customers.

In the virtual world, the bilateral customer relatiship can be established.

Indeed, in this circumstance, the intermediary hm®en bypassed*-

Interviewee M3
As mentioned above, the online channel can createesintangible benefit for
manufacturers. From the perspective of manufacutarough the online channel,
they can interact with the end customers direcliiis kind of interactive
communication has been considered as an importaangible advantage. In
interviews, several respondents mention that motV, the traditional channel is still
their major source to receive feedback and opifilom end customers. However,
the problem is similar with the information deliyeissue. Firms have to send
salespeople to contact their channel partners fzenl they report the information to
headquarters. Usually the message has been texhskdveral times. Often
manufacturers might obtain inaccurate messages itam& very likely that the

message is late.

“The information from end customers might be trensfd several times.

For example, end customers tell the staff and starffsfer to their chiefs.

The chiefs convey the message to the local managersur salespeople

communicate with the local manager. Everyone haar tBubjective

evaluations for the same message. It is quite dftan in the final, the

message is disordered and inaccurate. Meanwhilke,vwthole conveying

process takes time-Interviewee M11
In order to solve this problem, firms would sendithmarketing people to do some
fieldwork (i.e. to do some survey in a shopping limddowever, manager (M19)
mentions that sometimes this method is inefficeend costly and the result cannot be
representative for all consumers. Nevertheless,irtternet can provide an extra
source for manufacturers to collect customer reasti Customers were previously
customers of the intermediary but the internet nalows a direct connection
between manufacturers and end customers to belisktb As respondent (M7)

describes, two-way information flows can be achikeve
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“Perhaps the most significant change of the in&tris that we can

efficiently interact with individual and potentialiyers™--Interviewee M7

For example, manager (M13) states that after psmbahe product, customers can
express their opinion immediately on the web sie &éirms will also send the
feedback questionnaires to end customers and doéngnline survey is cheaper and
quicker than fieldwork. Furthermore, it is simitar what manager (M3) mentioned
above. Ms Company also has their online forum. Tmkne forum is open for all
customers whether they shop online or offline aedpte can share their product use
experiences. Some technology questions posted enfatum can be answered
quickly by professional staff from the manufactsrefhe communication is from
two directions and interactive. As managers (M, Hote, with the feedback from
the end customer, deficiencies of intermediaries ba improved. Furthermore,

sometimes manufacturers can figure out some neasidbout product designs.

“Nowadays, customers are pretty sensitive andiaait We have to
predict what they want instead of what we can poedulherefore, to
communicate with end customers is really import@htough the internet,
we can communicate with customers at the individiexal. It means one
by one. Moreover, we can keep better informed aketiag trends and
changes’ --Interviewee M13

“In the traditional style, we produce the prodwd our intermediaries

sell the product to the end customers. End custeroéien accept the
products and suggestions from the intermediary bsedheir choices and
information sources are limited. In other wordsy;, focertain degree, the

manufacturers manipulate the marketing trend. Twibeene examples in
the IT industry are Microsoft and Intel. Howevetthathe popularity of the

internet, the power has been shifted from compatdesustomers. End
customers are able to find out the alternative isewond. They become
more critical because the information exchangeasilg and therefore,

what they want becomes important for udhterviewee M 14

5.2.2 Retailer management issue
As mentioned in section 4.4.1, the retailer systemT products in Taiwan can be
classified roughly into two segments which are thain store systems (like PC

world in Britain or Best Buy in America) and theditional retail stores owned by

private individuals. The requirement for manufaetarto get access into the chain
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store system is strict. Therefore, for some firore reason for them to launch the e-
channel is to demonstrate that they have the whitcontact the end customer
directly. Besides, in order to compete with theiclstore, sometimes the traditional

retail stores will set a lower price in order tdratt more customers. According to
interviewees, this behaviour could result in a@riear. Manufacturers wish to utilize

the web site as a tool to set a reasonable pricedch channel. For more detailed
discussions and quotations see below.

5.2.2.1 High pressure from the chain store system

“Today, the powerful intermediaries choose theipglers instead of

supplier choosing them. If manufacturers desirestdl their product

through this channel system, they have to pay $onget—Interviewee

El.
Through mergers and acquisitions, in Taiwan, tlaeeetwo major retailing systems:
SunFar and TsannKuen. Each of them has at leashum#red stores in their own
chain. However, according to interviewees, it i$ ap easy task to get access into
these two major chain systems. It is because, rftarmediaries, they have many
alternative choices and they can select the cotpereompanies as they wish. For
example, manager (M7) states that in the area amDnodule, there must be more
than twenty brands in the same market and thoses fisroduce and sell similar
product lines. Respondent (M15) also notes that brands with a good reputation
can get access to the store without the annoyirgabrang process.

“Tier 1 brands can usually get into the channelshaut much hassle.
However, for other brands, to negotiate with thieimediaries would be a
harsh process for them because they do not havh bargaining power.”
--Interviewee M 15
Moreover, even when manufacturers can get accésdha retail store, the process
is not over. It is not free for manufacturers tdl feeir products. Manager (M16)
mentions that they still have to pay a variety eéd (e.g. shelf space fee or new
product launching fee). The intermediary utilizésstmethod to select qualified
manufacturers. Meanwhile, in each season, manuéstalso have to donate some

marketing fee for the chain store.
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“According to the official statement, the fee whiwe donate will be

utilized to attract the customers such as printsogne DM or brochures.

Who knows?*--Interviewee M16
In addition, every year, retailers will arrangevesal times, a “membership discount
fair’ or “anniversary discount” and that requiresiet “cooperation” from
manufacturers. It means, during this period, mastufars are forced by their

channel partner to give a certain level of discaamtheir products.

“If we do not cooperate with our intermediaries,rgoroduct would be

placed in an inconspicuous place and customers atamaeceive the

correct information.”--Interviewee M18
It could be argued that there is high pressure @mufacturers, when they are
required to pay a lot of different fees and donaioFor an extreme example,
according to manager (M16), sometimes the revehat¢ they earn from their
product is merely enough to pay the fee for retail®ther interviewees (M10; 14)
also state that the burden for them is heavy amsl necessary to do something in
order to increase their bargaining power and chacmrol. The internet channel

becomes an option for them.

“For us, to design the internet channel is a taatistrategy. We want to
demonstrate that we also have ability to contacd asatisfy end-
customers.™ Interviewee M10

“Why is the chain store system so powerful? Ikhins because they can
influence or even manipulate customers. They camtacb customers
directly. Nevertheless, with the assistance of itlternet, we can also
achieve this job~Interviewee M14
Besides, a particular consideration for Tm Compartgiat the internet channel could
have the function of market mediation. For Tm Conypd is a particular reason for
them to launch an extra channel. According to uisvee (M7), the capacity and
market demand in the Dram industry is not alwaysbalance. Dram module
manufacturers often face the situation of over-capaand it results in excess
inventories. Before establishing the internet clehnibnecessitated higher incentives
to compensate the intermediaries. However, theninge often erodes profit and the
result is not satisfactory. The internet channetassidered as another method to

reduce the inventory volume.
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“It is because the outside environment is so utaterand competitive.
We need to do some preparation. Inside, we adopt phoduct
diversification strategy and outside, we develop ititernet channel. The
internet channel provides us an extra method tmaettcustomers rather
than merely relying on the intermediary’Interviewee M 7
However, one point needs to be emphasized. In résgarch, the majority of
managers claim that at this stage they would stibperate with this chain store
system because of the number of customers and eh&mrctions that the chain

store system has.

5.2.2.2 Setting a recommended price

On the other hand, the manufacturer is not the only who suffers pressure from
the chain store system. A large number of privateyed stores also experience the
pressure from the chain store. In general, thencb@mire system has more resources
than the privately owned store and they have cagngaor discount promotions
more frequently. Besides, the location of the clsystem store in Taiwan is often in
the city centre area instead of the suburb. It mé¢lat the chain system store has the

same location convenience advantage compared latprivately owned store.

In order to compete with the chain store system pttivately owned store adopts two
strategies. One strategy is that they choose time $acation. For example, a large
number of private retailers locate in the sameestréhey form an “electronic
market®. The other strategy is reducing the selling priBespondents (M4; 10)
mention that in order to attract customers to te@re, some privately owned stores
sometimes will sell products at an abnormal priogerviewee (M4) mentions the
main purpose is to gain the attention from custe@mather than earning a profit.

Products are sold at a “crazy” price, accordingespondent (M10).

However, this behaviour sometimes causes a problée price in the market could

be disorderly. Moreover, interviewees (M4; 10) namtthat other intermediaries

*° |t means that there would be thirty or even motailiess in the same street and all of them sell the
IT product.
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such as other privately owned stores will complainthe price issue to them.

Nevertheless, the price for each intermediary isfidential and should not be

transparent. Although manufacturers attempt to a@xpthat they do not provide a

special offer to specific retailers and the prioe éach channel is fair, it is hard to
convince everyone and other channel partners ggliest the same price. Therefore,
respondents (M12; 13) mention, that in their congmrthey utilize the web site as a
tool to set a reasonable retail price list on thab site.

“We keep communicating with all our intermediari@sd we hope they
can follow our recommended price strategy at |leasthe price tag. That
price has been discussed and we assume that eeecgonobtain benefit
from that. Besides, if a price war happens, it wlodhmage everyone.
However, we still cannot control how much discotimgy would give to
their customers*- Interviewee M12.

“We expect the web site can be utilized as a batdoA reasonable retail
price can be made and announced to each channetoGfse, we can
expect there will be always someone to break tmediay. We will try to
figure out what happens. If that is short-term padion strategies, we will
attempt to explain to other intermediaries. If tiea malicious behaviour,
we have to figure out some strategies. For exampléhe next time, we
probably give the popular products to other intediagies first”---
Interviewee M13

5.2.3 Launching a new product

From the interviews, several managers mentionedftieainternet channel is a useful
tool to observe the response of a new product. Taayutilize the internet channel
as a pilot channel and sell new products experiatigntt is because intermediaries
are usually unwilling to carry or heavily promotg@duct when market acceptance
is unknown, and they prefer to sell a product tisataccepted widely by end

customers. Interviewees state that they requireethad to investigate the reactions
and feedback from the end customer and the interim@tnel is considered as an

option.

Furthermore, when a firm plans to diversify andissto sell a totally different

product type (e.g. from scanner to LCD TV or froRAM module to audio system),
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it can be difficult to sell this new type of produbrough physical intermediaries.
Managers mention that it is hard to negotiate \th#sir channel partners because of
lack of brand awareness. The sales support fronnteemediaries is often limited.
Hence, it is necessary to create a new channel cowgethemselves rather than

merely depend on traditional channel partners.Heurdetails are provided below.
5.2.3.1Selling a whole new product type

In this situation, Mi Company can be taken as amgde. Currently, since a low-end
scanner is not a profitable product for Mi Compamymore, Mi Company has to
find a solution for this circumstance, according itderviewee (M16). They
attempted to diversify their product lines. Basedtleeir optical and digital image
background, they decided to produce PDP/LCD*T\However, the process of
product diversification is not as smooth as thegeexed. This is because they are a
new entrant in this area and their brand awareisesst enough compared with other
brands such as SONY and LG.

“We are not the first choice for the retailer. Thegve their priority list.
They prefer to choose some Japanese or Korean brdmetause
customers are familiar with those brands and retal can sell those
foreign brands quickly™- Interviewee M16

“Although in the beginning, we also try to sell digh the intermediary
and we do some campaigns in retail stores, thdtresnot significant and
satisfactory for us. To create brand awareness lisng-term journey. The
intermediary will not wait for us. Finally, we dee to sell this product
line, PDP/LCD TV, though our own channel:"Interviewee M17

Tm Company also encountered a similar situationerwthey launched, an audio

system, as a new product line in 2006.

“When intermediaries desire to sell an audio systantheir store, there
could be thirty to fifty brands that they can cheo®uring this time,
brand awareness plays an important role. It is hessathe end customers
are easily influenced by the image and reputatibrbrand, when they

?! Liquid-crystal display televisions (LCD TV) are ¢eisions that use LCD technology to produce an
image. A plasma display panel (PDP) is a typeafghnel display now commonly used for large TV
displays (typically above 37-inch or 940 mm).
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make the buying decision. This consumer behaviolliralgo influence
retailers to choose their product mix. To be a Dramdule maker, it is
difficult for us to compete with some global brarmigh as JVC in this
area. During this time, we need to donate more etamg expenditure to
retailers” --Interviewee M7.

“Brand awareness is really important for a manutaer, if they want to
enter a different area. A recent example is BENQy@u know, BENQ is a
good Notebook maker. However, when they desiredter the area of cell
phones, they still choose to cooperate with Sienresisad of relying on
their own brand. They merged the cell phone depamtrthat belonged to
Siemens before and use the name “BENQ-Siemens”.YSEDsson is
another example. Although BENQ finally failed, iill sreveals the
importance of brand awareness-“Interviewee M9
In order to overcome the obstacle of brand awaeeaed launch a new product type
successfully, creating the internet channel isroftecessary. Mi Company sells their
PDP/LCD TV only through the internet channel. Tmn@@any decided to launch
their new product through the virtual channel fiestd then to cooperate with

intermediaries gradually.

5.2.3.2In terms of hesitant intermediaries

The discussion in this section is based on the esation with interviewees in Ms
Company. It is suggested that the product price domputer components or
consumer electronic products change rapidly becaafsennovations in new
technology. For example, respondent (M15) statasttte same Notebook produced
by Ms Company could only cost half the current @rdter one year because another
new one is invented and adds several new functiéosthis reason, there is high
pressure for intermediaries. If they lay in a higilock volume of merchandise,
especially for the new product, they would havebpgms when a newer version is
launched. They have to increase their inventorywa while the response from the

customer is not clear. A quotation from interviewWsH 3) is presented below.

“When a new product is launched, our intermediarieffen have a
conservative attitude. It is because when we detive product to them,
the heavy pressure is transferred from manufactuter intermediaries.
They have to face the problem of cash flow, higlkentory, technology
modification, and slow sales:*Interviewees M13
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Nevertheless, from the perspective of manufacturels necessary for them to keep
launching new products. As interviewees (M14; 1®ntron, one reason is to attract

customers.

“Why should we launch the new product? As you &) there is not such
a big difference between each type of MP3 playkrthee MP3 players
have the same function no matter is iPod or othembs. However,
customers always expect new types of products.eé@ to launch new
products all the time. If we dont, our competitardl. As you can see,
Apple continues to change their shapes and colbifP@d every year but
the function is still the same:-*Interviewee M14

“With these new products, we can design a varadtynew promotion

plans and launch new campaigns. This activity isegunportant because

we keep reminding customers about our namdhterviewee M15
Meanwhile, respondent (M12) states that one ba&siean is still the gross margin.
Intermediaries will keep asking their supplier td down the price of old products in
order to attract customers. However, if the sitwratontinues, the margin of the old
product will become very thin and sometimes suppl@nnot earn any profit from
this product. Nevertheless, for a new product layutite margin can be set higher by
the manufacturers. For example, according to ider@e (M12), for a one year old
product the margin could be ten percent or eves lEsr a new product, the gross
margin can be set higher, although the modificateord difference of product
characteristics are limited. Then, the intermedmwill start asking manufacturers to

reduce the price.

In order to overcome this obstacle of the hesi#dtitude of intermediaries to carry
the product, Ms Company designs a pre-booking canpiorough their internet
channel to promote their new products.

“Before launching a new product officially, we wafrange a pre-booking

campaign on the website. Through that, we can wgtded responses and
reactions from customers and all data will be doeuted. This

information can be utilized to convince our intediaies because it
comes from the real attitude of end customerslriterviewee M14

Meanwhile, interviewee (M14) also mentions thas thie-booking activity is also a

kind of supporting service to their intermediariesr example, based on their own
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customer database, they will send a mail advergs¢rio end customers and invite
them to join the online pre-booking activity anchert offline road shows. The
exposure rate for new products is increasing amagdually, the effect of word of
mouth would emerge. Sometimes, the effectivenebetier than merely depending

on the intermediary to perform promotion activitiascording to interviewee (M14).

5.2.4 To be a secondary channel

When firms wish to sell their products through thegual channel, they need to
consider the role and expected function of thermgechannel. Depending on the
target goal of companies, the internet channel mardesigned into two different

types of channel: supplementary or substitute oblann

5.2.4.1As a supplementary channel

In this section, interviewees mention that theyigtegheir internet channel as a
supplementary channel based on two main reasarksofashelf space and accessory

management.

A. Lack of shelf space

“There are so many similar competitors in the sam&rket and there is
always not enough shelf space for all products.rdfioee, we are looking
for a second channel. We expect this second chacarel provide a
supplementary function to the original channel.Interviewee M14

Managers mention that space performance is ondefptior considerations for

retailers, when they decide their product mix.sltbecause there are thousands of
potential goods in a retail store. The shelf spa@dways not enough.

“In general, there are two attributes for intermadies to choose their
product mix: high product margin and quick stockntuf your product is

not a high margin product such as CD/DVD diskst stzould be still all

right. It is because it can be sold quickly. Howeifeyour product does
not have either attribute, you may not have thenckao enter a physical
store.” --Interviewee M16
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From the perspective of manufacturers, in someugistance, it is inevitable for
them to produce some high-end products which asgded for particular segments.
Nevertheless, this kind of product may not fulhktcriteria for physical retailers.
Taking DI Company as an example, interviewee (Mitgs that they keep producing
some specific products for niche groups. For insgasome kinds of wireless routers

are designed for SOHO or SKfieustomers and the price is expensive.

“This kind of product may not be accepted by ouarctel partners
because it could be displayed on the shelf for daléar. However, in our
position, we cannot stop making it because we kaoequirement is there.
Although the requirement amount could be low, werehdo keep
producing.” --Interviewee M1
Hence, managdiM1) claims that they require an additional chaniliéis channel is
designed as an auxiliary tool and it can be utlize support the deficiency of their
original channel partners. Furthermore, other fiats® encounter similar situations.
Managers in Ms and Tm Companies mention that tHgms adopt the
diversification strategy in order to attract momgstomers and disperse risks. For
example, Ms Company now has eight different prodinets including VGA, MP3,
digital camera, etc. Tm Company has not only Draodute but also flash memory
and audio system. Each series of flash memory hdgferent appearance and
storage volume such as 512m, 1G, 4G etc. Nevesthelee major obstacle for them
is the limited space in the retail store and it ldoe difficult for the retail store to

stock all the product lines.

“When you are in a computer retail store, you camlyofind a small
counter which is utilized to demonstrate flash mgmieach producer can
only demonstrate four to five products in the ceunthe range for your
choice is very limited. However, for every Dram moiledmakers, they
would have at least fifty to sixty different kiredgproducts. Meanwhile, we
often receive the enquiry from customers and theayt wmore choices such
as 16 G flash memory” Interviewee M10

“The motherboard is our strength but it is not egbufor one firm has
only one popular item. A large number of firms adthye diversification
strategy. For example, our main competitor ASUS mihphasis on the

> The modern concept of Small Office and Home OfficeSOHO, or Small or Home Office or
Single Office/Home Office deals with the categofyposiness which can be from 1 to 10 workers
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mini notebook and launches EeePC. The reactioruite gositive from
customers. However, one shortcoming for the difieation strategy is
that our physical channel partners do not have ¢hpacity to accept all
our new products. | think that the advantage ofual market space can
be utilized to solve this problem parth*Interviewee M15

B. Accessory management

How to manage a large number of accessories islenge for channel managers.
For example, as interviewee (M13) mentions, wheopfe purchase a Notebook,
they may require an extra battery, AC adaptor,are line. However, interviewee
(M13) confirms that the accessory is a low margiodpct and the sale volume is
difficult to predict. However, based on customerviee, to provide a complete
accessory range is necessary. How to resolve toislgm is always a confusing
problem for both manufacturers and retailers. inésvee (M13) mentions that one
factor to develop the internet channel is attengptim resolve this problem about

accessory management.

“Our products have many accessories, but their sai@ume is quite low.
Few channel partners want to keep inventory ofdheescessories, and it
is hard to get shelf space from them. So it islp teehave a website where
we can sell our whole range of accessories witheirig concerned about
shelf space. With the internet, we can provide antomplete service to
our customers .- Interviewee M13

5.2.4.2 As a substitute channel

“A crucial issue in a real business world is howdistribute profit and

margin properly. If you cannot give your intermatsa enough margins,

you would lose them very quickly-Interviewee E1
In this section, the discussion is based on thervigw data and conversations with
respondents within Mi Company. In the previous isect managers regard the
internet channel as a supplementary channel. [eon.tkthe traditional channel is still
the priority choice and they put more emphasis han ghysical channel compared
with the virtual channel. However, there is anottiecumstance that is mentioned

by interviewees. The priority order can be modified

124



As mentioned above, there are two key criteriah ugpduct margin and rapid stock
turnover, for retailers to select their product mike question is what can a manager
do, if their company’s product does not conformeither of the criteria? Some
observations from interviews within Mi Company ntiginswer this question. When
this happens, the expected function for the virclnnel would be more than a

complementary channel. It would be more like assitlte channel.

“It is because of the rapid increase of digital caras and multi-
functional printers, the role of scanners has beelisplaced
dramatically.”—Interviewee M17

This statement can be supported by Figure 5.2.r &690 the sales volume for
scanners dropped significantly. Moreover, the salekime of digital cameras
exceeded the low-end scanner in 2002. Managers ,(Ma,6and 18) agree that the
scanner is now not the only device for people t@ioltheir digital images. Actually
the digital camera is more convenient for end qusts because of the characteristic

of mobility.

Figure 5.2: The global output volume for scannegital camera, and functional

printer (thousands)

& Scanner (K) —m— Digital camera (K) —a— Multifunctional (K)
printer
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Source: PIDA (Photonic industry and technology dgwament association) (2005)
(http://www.pida.org.tw/welcome.asp)

When the demand from the market does not increagenaorder to cope with this

situation and attract more customers, the firm toasut their price and margin. In
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1996, the selling price for a customer-use scam@er $399 (U.S dollar) but now is
less than $ 80, according to respondent (M16). Hewethe production cost for a
low-end scanner cannot be reduced because theagsatesmt of the low-end scanner
is not large enough to reach economies of scales. iShanother reason for eroding

product margins.

“The gross margin for a scanner is not as good afole. Besides, the
scanner does not become a compulsory computer cwnpas we
expected before. In our original expectation, tiearmer would become
the standard equipment for PC just like a CD driwell, it seems that the
direction is going the another way-Interviewee M17

Manager (M16) also said that in the 1990s theyaoudhintain at least three levels of
channels in each region or county. They could dftor maintain seventy to eighty

sales people in each county at the same time. Haweaw they barely maintain one
level of distribution channel.

“When the gross margin is lower than 20%, it ididiflt to maintain three
levels of channels. It is because in my experieaaeh level requires at
least 7-10% margin. With the limited space, chamaetners will prefer to
sell some high margin products such as printer radge, digital picture
frame, or GPS system. Therefore, we have to cankmie to reduce the
level of our distribution channel and try to findeplacement channel*-
Interviewee M16

Hence, they develop the internet channel and tfiereince between Mi Company
and other companies is that they regard this cha®@ main selling channel.

“Indeed, the internet channel cannot solve therenpiroblem. It seems
that it is an inevitable trend for the digital caraeto replace the low-end
scanner. However, before that day comes, we stdldnto do something.
Besides, we still have other product lines suclth@shigh-end scanner
and LCD TV and these products are probably suitablbe sold through
the internet. We want to know and learn how toagithe internet as a
distribution channel*--Interviewee M17

When the gross product margin keeps decreasingttenautside environment is
harsh, the expectation for the internet channellevba different. From the interview
with respondents within Mi Company, it seems todmee a substitute channel rather

than a supplementary channel.
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5.2.5 Findings and summary of external factors

5.2.5.1 To interact with end customers

It has been mentioned in chapter two (section 2ptRat to understand the thinking
of customers is important for manufacturers, egdgoivhen the requirements of end
customers are evolving rapidly and the externalpeetition is increasingly fierce. In
such a highly competitive environment, the levdlsustomer switching behaviour
tend to be high because price competition is irgearsd accessing and comparing
information on competitors’ offers is easy anduaity costless (Schoenbachler and
Gordon 2002; Coelho and Easingwood 2004) .

This view is supported by this study. As severalnaggers mention, with the
assistance of the internet and prevalence of bavatilztustomers are more likely and
willing to search for the relevant product inforivatby themselves. It can be argued
that a new customer behaviour is formed with theettgment of technology and
customers demand more accurate information thaordeWVith a vast amount of
information, customers become more knowledgeabl@, @s mentioned in the
literature review chapter, the levels of custonweitahing behaviour tend to be high.
“Consumers now have access to databases and gaekimnologies that allow them
knowledge about products, inventories, profit margnd competitive offerings.
They are no longer at the mercy of firms who setrtiles and prices and the internet
has truly accelerated the trend toward a more nméol, savvy consumer
marketplace”(Schoenbachler and Gordon 2002:44)th@rother hand, interviewees
also realize that sometimes information deliveryulddbe inaccurate or delayed, if
they merely rely on their traditional channels.drder to cope with the changing
consumer behaviour and making information delivefficient, manufacturers are

willing to design their own web sites and onlin@gs.

At the same time, some managers have a higher &tijpecof the internet channel
and they are not satisfied with it providing meredgcurate and up-to-date
information to customers. Another important fadtmsupport the internet channel is

that managers desire to establish a bilateralioalstiip with end customers. It means
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that they desire to learn how to communicate with €énd customer and receive
valuable feedback and opinions. Before the precalesf the internet, this kind of

relationship is considered a kind of privilege amdwned by the intermediary and
usually the intermediary controls the customers.réspondent (M1) describes, the
intermediary interacts with customers and they magn make the decision for their
customers—this is one of the reasons the custonssr b@ more loyal to the

intermediary than the supplier.

Through the process of bilateral communication weitkl customers, it is possible for
managers to understand their customer profile mbhes could be considered as an
intangible benefit and is helpful in several walyer example, an online forum can
be formed and the information is generated by mesntiiea virtual community. This
can offer useful feedback on the quality of produand their features. In addition,
“The elimination of information asymmetries enablesmore informed way of
evaluating whether an actor in a market relatignskiacting opportunistically or
not” (Mols 2000:237). Besides, some extra custos@wice such as membership
clubs, free product coupons, and free training s®esircan be provided by
manufacturers to end customers directly and sevesabgers believe that it is useful
to improve customer loyalty.

In brief, end customers seem to becoming more igesiind knowledgeable. Online
search behaviour is becoming common prior to pwehManufacturers consider
that it is necessary to provide detailed and coirdormation to end customers and
therefore the virtual channel is introduced. Morpwmanufacturers can build a

bilateral relationship with end customers which w#fcult to achieve before.
5.2.5.2 More than a reduction of business risks

Using data from a survey of independent agentstaDaital (1995) note that a multi-
channel system can assist a company to reducemsndence on the intermediary
and, furthermore, the risks associated with théization of a single channel.

Moreover, based on interviews with thirty financgdrvice managers, Coelho and
Easingwood (2004) observe that when the multi-cBbatrategy is adopted, it can
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redress the power balance between suppliers aedmatliaries. This finding is

confirmed by this study.

As mentioned in the previous section, the retailanagement issue is a considerable
issue for manufacturers. The managing and bargaimiocess is quite complicated
and also fluctuates, especially when manufactdeses powerful retailers such as the
chain stores. Besides, manufacturers must donate satra marketing expenditure
in order to get access to the chain store. Seveaalagers (M 3, 6,9,13 and 17)
confess that this activity, donating a variety eé$ and expenditures, is annoying
although necessary. Even for some manufacturerghvare brand leaders in their
area and with relative high channel power such a€d&npany, they also have to
compromise with their retailers. Manager (M4) in@dmpany notes that every year
they have to join the “discount fair” that is argal by retailers. “To a certain extent,

customers are controlled by the intermediary” ndsrviewee (M4) notes.

Another reason for the manufacturer to developritegnet channel is to support the
weakness of the intermediary. This point is seladoentioned by previous literature.
One exception is Porter (2001) who mentions thairternet channel can be utilized
as a complementary channel. However, this viewpomsupport the deficiency of
the intermediary?, (which can be further divided into launching npvoduct and

being a secondary channel) has been mentionedasévees by different managers

in different firms and the empirical evidence isyded.

This might be explained by the following: in a cogtipve environment, in order to
survive, a large number of manufacturers adopodymt diversification strategy. As
manager (M15) notes, it would be dangerous for rfeenturers to produce merely
one or two hot product lines, especially in the ififlustry. Interviewee (M15)
explains that in the IT industry, technology alwapsinges and the product life cycle
is very short compared with other industries. A ydap product today could be
obsolete tomorrow. Therefore, in order to dispettse risk, they have to keep
designing and making new products and differentlpeblines. Meanwhile, in order

% More discussion is in chapter 7
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to service all kinds of customers, they also haveroduce unusual products for
specific groups, and providing accessories is amgressary according to
interviewees (M1; 13).

However, all these activities (product diversifioat maintaining accessories and
offering unusual products) require heavy supportl aooperation from the

intermediary. Unfortunately, the majority of resgents mention that not so many
intermediaries are willing to offer their suppofte reason could be pretty simple
and straightforward. As an interviewee (E1) noteseryone is doing business”. The
final goal for everyone is to pursue maximum profitor this reason, the

intermediary will choose high margin and fast maviproducts. A variety of

accessories and unusual products are not theiidsyad options. Etgar (1978:53)
notes that, “Traditionally, manufacturers and dsttors have relied on price and
related mechanisms of intermediary markets to gethe required cooperation from
other channel members. However, differences insgoabrms, expectations, and
perceptions among different members of a distnieutihannel have often inhibited

cooperation and affected detrimentally the exeoubiochannel-wide policy”.

On the other hand, the intermediary may not haigeability to cooperate with their

suppliers’ strategy, according to respondent (MIB)e exhibition space is always
limited even in a big computer shopping mall. Fos reason, the intermediary does
not have this capability to carry all kinds of puots and they are often hesitant
towards new products when the end customers’ mederis not clear. In order to
cope with the unwillingness and deficient capapitit intermediaries, manufacturers

may consider it is necessary to figure out a semgnchannel

To sum up, in this empirical research, one factorng manufacturers to design the
multi-channel structure is to manage the retaiksué. Manufacturers desire to
reduce their dependence on the intermediary. Bhieecause the intermediary often
has a conservative attitude to the manufactureokcy and there is a natural

limitation for physical stores. Hence, manufactsreealize the weakness of the
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traditional sales channel. In order to overcoms weakness, manufacturers consider

development of the internet channel.

5.3 Internal factors

The reasons for manufacturers to develop the iatamannel can be external such as
customer demand, pressure from intermediariesroted shelf space in the physical
store. However, it can be discussed that the reafwrfirms to develop the virtual
channel might also be internal. In the fieldwonkotfactors can be classified as
internal factors: me-too strategy and managemempt. Quotations and detailed

discussions are provided below in support of thesw

5.3.1 Me too strategy

Sometimes, the reason for manufacturers to devillepinternet channel can be
simple and direct without a long term decision mgkprocess. The me too strategy
is confirmed by some interviewees because of twim measons: in order to catch up
the online business opportunity and to do some guegjon for the future.

Respondent (M12) states that not only other matwfacs but also their channel
partners such as retail stores are starting to meklucts through the internet.
Regardless of whether firms are suppliers or inggliaries, using several channels
simultaneously to reach the end customer is beaprtiie norm rather than an
exception, according to manager (M12). For examplerviewee (M16) mentions

that even for the privately owned store, severatestowners also sell products
through online platforms (i.e. Yahoo shopping) octeon web sites (i.e. ebay.com) in
order to increase their exposure rate. It seentghieaonline customer is considered
as a new gold mine and there is a gold rush betdigen, an example described by
interviewee (M16). At this time, an atmosphere asnfed inside the firm and it

seems that we need to do something in order tchcapcthe opportunity of e-

commerce, as manager (M12) described. This thinlangpnsidered as an internal
factor that encourages firms to develop their @nlanannel. Unlike the external

factors mentioned above are to deal with outsiaddlpms that manufacturers face.
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The internal factor is more like an internal atlieuor a marketing concept driving

manufacturers to develop the internet channel.

“It is as if everyone finds a new customer segntieait they never noticed
before. For many firms, the online customer is a segment for them.
Ten years ago, this group is not significant foerth Nevertheless, now
this group is growing and moreover, each firm fetblat they have the
ability to reach this group. Therefore, everyongasng to contact with the
online customer and feels that they cannot bebefind™---Interviewee
M12

“Why don't we design a virtual channel? A large rhanof firms in the IT
industry have already established their own intérctgannels. We cannot
fall behind them.*- Interviewee M18

In DI Company, respondent (M1) agrees that theraotsa complicated decision
process behind the development of the internetredlafror them, to sell products
through a direct channel is not a new concept. @efitilizing the internet channel,
their firms already used other direct sales chansech as stores owned by the
company or TV shopping. The internet is merely ldest experiment for them,
according to interviewee (M1). Moreover, intervien@14) mentions that to prepare
for the future marketing trend is also one of tleginsiderations. As a brand leader,
DI Company has a relatively strong bargaining poam it seems that the internet
channel in DI Company is not in a vital positionevértheless, a large number of
firms now are thinking about the necessity to depeihe internet channel and it
seems that no one can precisely predict the dommarketing channel in the future.
Respondent (M4) notes that a common thinking hglddveral firms is to develop
the online channel in a basic level (i.e. offerdurct information and limited product
assortment) and wait for the future development ahdnge of e-commerce.
Managers in DI Company also follow this thinkindig thinking is also supported

by interviewee (M7) in Tm Company.

“To be honest, the reason to develop the inteamgnnel for our firm is
not to increase current sales but to make preparetifor the future. In
case, in the future, the internet channel suddeblgcomes an
indispensable channel-Interviewee M4
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“It is not a surprise that everyone desires to hdkeir online channel.
Several reports show that the market and revenueribne shopping is
increasing year by year. Everyone desires to oc@ipyce position in it.
We also have the same thinking. No matter whetteeinternet will finally
become a dominant channel or not; to do some pedjmar is better than
nothing. ” -- Interviewee M7

In addition, according to interviewees (M 14; 15)Ms Company, in their company,
managers do not expect a significant sales voluim@ the internet channel. For
them, to launch the internet channel is more likee@periment or a trail procedure.
For them, to gain some management experience fravirtual channel for the

future is more important than the sales volume.

“To do business with end-customers directly idedgint compared with
doing business with intermediaries. We lack thigllaf experience and we
want to learn.™- Interviewee M14.

“At this stage, we do not desire to develop a cacaptd channel system
such as the synergy structure you mentioned. W& kome customers are
getting used to the e-channel while we desire aonl¢he online customer

reaction step by step*- Interviewee M15

To sum up, for several channel managers, the retmsa®velopment the internet
channel can be straightforward because severas fimgluding their channel partners
are doing the same activity. In order to catch hg @nline business and service as
many customers as they can, a virtual channel as bdopted in the channel mix.
Furthermore, some interviewees note that they dapreslict the future marketing
trend precisely. To develop the internet channeal reparation for them and this

though is also held by other companies.

5.3.2 Management support

“The lack of senior management support would bes@oss obstacle to
most of the new company policy development. Thelajgwent of the
internet channel is the same situatior.Interviewee C1
In the fieldwork, several respondents mention tha attitude and personal
preference from senior managers are critical daeigioints for firms to develop

their virtual channel. As manager (M9) mentionswhtheir senior managers
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recognize the effect of the virtual channel anérnntet the potential of e-commerce

will influence their channel strategy heavily.

“For some managers, they believe the trend forirenlshopping is
inevitable. However, still some managers do notehaw optimistic an
attitude towards the virtual market and they thioklaunch the internet
online is a kind of wasted resoufeelnterviewee M9.
If senior management considers that the internahreél is useful and necessary for
the firm, lower level employees will often follow even accept this assignment to
design an online channel and an ambience insidérthewill be formed, according
to interviewee (M16). Furthermore, interviewee (M8j}ates that if senior
management can provide tangible or intangible stppite launch process will be

relative smooth.

“I cannot say that our online channel can achievgreater achievement
than other firms but at least, the unpredictabletéas from internal such
as different attitudes from different departmeras e eliminated to a
minimum level*--Interviewee M16

“A simple example, if our senior management dodscoasider that the

internet channel is necessary, the resource toldpuée virtual channel

will not be allocated properly. For example, manym& prefer to

cooperate with some online shopping platform sugshvyahoo shopping

instead of developing their own online channel.tBg way, firms can

have e-channel while they do not need to maintdiriinterviewee M8
According to interviewee (M8), the online shoppiptform is well developed
recently and a large number of manufacturers iwdaiprefer to sell their products
through some online shopping platforms such as &aslwopping or PC home
shopping. For them, this kind of business traneaci$ more convenient compared
with the development of a company owned internenalel. Suppliers define the
online shopping platform as a kind of intermedidnye main difference is that these
plattorms do not have physical stores. Howevererinewees in Mi Company
mention that these online shopping platforms hae# shortcomings. For example,
these online shopping platforms do not carry inegntlt means that they receive
orders from end customers and then transfer thaimetmmanufacturers. Furthermore,
like other physical channels, if manufacturers et obtain a noticeable place on

their shopping website, they have to provide aageramount of expenditure. It
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means that a variety of fees are needed to be paida manufacturer with a low

margin product, this could be a problem.

“My boss realizes how difficult it is to sell aqaluct through the
intermediary no matter physical or virtual and tafare, our own online
channel receives high attention from senior managenThe command to
construct an online channel is directly from our@E-- Interviewee M17.

“Indeed, to cooperate with the online shopping fdaeh probably is the
quickest way to develop the online channel. Howetlhery have the
shortcoming such as donation fee. Besides, onhiogng platforms do
not carry inventory and they take the order theangfer to us. In other
words, their channel functions are very limitedr s, they are more like
an advertising billboard=--Interviewee M18
Another issue about the development of the intezhahnel is that in the initial stage,
the sales volume from the online channel is oftew. |It is difficult for the
department that is in charge of the online chatma&btain more resource from the

management level, according to manager (M14).

“It is not a surprise that, some people will doubé necessity of our own
online channel, especially with the low online salamount.—
Interviewee M14
In addition, although it is cheaper to establislvidual channel compared with
having a physical store, to maintain the interregtrmel is not free. Some necessary
activities such as to update the web site inforomatto manage the direct logistic
system, and to provide a good post-sales serviteegjuire a certain amount of
expenditure.

“In the beginning, it is difficult to keep a balamdetween income and
expenditure and during this time the attitude ofnagers plays an
important role.” -- Interviewee M14.
Interviewee (M11) in Tm Company also mentions ailsinview. In their company,
people who are in charge of the internet channeldassified in the marketing
department instead of the sales department. Thasx@ement is supported by the
senior management. It means they do not have tlotaquressure every month.
Furthermore, all the expenditure for the virtuadichel is considered as a marketing

cost and it is similar to an advertisement coshi@emanagers will not require
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strictly that income and expenditure should be mi@dd, according to interviewee
(M11).

“In our firm, the internet channel is still in theial stage. If we classify it
as a major sales channel, such as direct salesefaften each month
people who are in charge of this channel shouldrdsponsible for the
sales amount seriously. In our firm, the interngtconsidered as an
assistant sales channel. Indeed, it conducts sates svhile the sales

amount is not expected to be high by our senior agament.z--
Interviewee M11

In short, the support from the top level of managetplays an important role in the
design of the virtual channel, especially in théiah stage. If senior managers
consider that the internet channel and e-commesca future marketing trend,
managers are often willing to launch and suppatuintual channel. Furthermore,
some tangible or intangible support such as witlegs to accept low sales volume

will be provided.

5.3.3 Finding and summary of internal factors

5.3.3.1 The influence of internal factors

Through this study the factors driving manufactsirer develop the virtual channel
have been extended compared with previous litexaflhiese factors can be roughly
classified into two categories: internal and exaéffactors. The internal factors are
management support and me-too strategy. The ektdactors are customer
information management, retailer management igsu@unch new products, and to
be a secondary channel. As mentioned in chapter $ome authors have discussed
the factors for companies to develop the interhanael in the financial service area.
Coelho and Easingwood (2005) merely pay attentionthee external factors and
Hughes (2006) does not provide a clear classiboatHarrison et al (2006) offer

internal factors and this research supports thegsdication.

It can be argued that the internal factors inflgetitee channel development process
heavily, especially in the early adoption stage.ewimore and more companies are
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going to develop the multi-channel structure ardrge number of reports show the
growth of e-commerce, an atmosphere would be formsifle the company and
motivates managers to consider the developmeihteofittual channel. This thinking
(me-too) should be considered as an internal fattomwever, respondent (M8)
mentions that if a firm designs the internet chamighout a complete promotion
strategy such as how to draw the attention fronineffcustomers, increasing the
click rate, or cooperating with search engine camgsa properly that could be a
tragedy for their online channel and unfortunatety,usually happens. In the
beginning, the click rate is often low because @ustrs are not aware of the
existence of the web site. During this time, if upport from senior management is
limited or the online sales amount is demandednight be difficult to continue

maintaining this virtual channel.

Meanwhile a finding from the interviews is that thernal and external factors
could interact with each other. It means that theomild be several factors
simultaneously motivating or forcing firms to regs their channel mix. For

example, pressure from retailers could influen@ettiinking of managers in a firm.
On the other hand, when senior managers percehar itms or channel partners
have already adopted the internet channel, a cordéamitation strategy might be
formed. It can be discussed that in a competitiwarenment, firms have to emulate
the moves of their companies. It seems that heawypetition will force firms to

adopt the industry norm in order to avoid extinati®revious literature about multi-
channel systems seems to neglect this interactnengmenon and merely puts

emphasis on the benefits that the internet chazarehchieve, such as cost reduction.

5.3.3.2 Expectation of cost reduction

As mentioned in chapter two (section 2.5.2.1), cedtiction is one of the important
advantages for firms to develop the multi-chanrnstesm. Research conducted by
Hughes (2006) in the financial services industiystrates that cost saving is one of
the factors for financial service providers to depethe online channel. However, in

this study—the Taiwanese IT industry, the majoafyinformants claim that during
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the process of channel development, cost reduidiont their priority consideration.
For example, interviewee (M1) mentions several i@t the function of the virtual
channel in their firm should be considered as ainmedetween them and customers.
All activities about the development of the intdrrehannel are considered as
marketing behaviours rather than commercial aatiwit The major difference
between sales and marketing activities is thatssad#ivities can bring benefit to the
firm while marketing activities always cost monag,interviewee (M1) describes.

Furthermore, manager (M1) also notes that theyadlirdnave other direct channels
such as TV shopping or directly owned stores. Alth@se direct channels have the
same characteristic: to assistant promotion andesend customers. Several
managers (M5, 8, 10, 12, 14, and 15) in differembd support this view. Besides,
interviewee (M8) mentions that for most companiespecially the manufacturer,
they do not have the ability to handle the trantgimn process for small package
items. In order to fulfil the online order, manuiaers have to hire logistic

companies such as DHL or UPS. Who should pay theedg cost is always an issue
for several firms. In Tm Company, in order to settveir customers, they absorb the

delivery cost. However, the cost for online shogpasiincreased not reduced.

In addition, according to respondent (M14), a largenber of people have a
common misunderstanding about the internet chaniPebple often regard the
internet as an inexpensive channel. However, totaia the internet channel within
a good quality is not as cheap as many people expecexample, a large number of
firms do not have the expertise to manage and mhi@eend customer database and
usually they have to outsource this part. Neveetgelthe charge for outsourcing is
high. According to manager (M14), “For example, agéryone can or is willing to
do the customized advertisement like Amazon or eBépse companies can be
successful because they have invested a lot, edlget the area of customer

analysis and customer retention”.

Interviewee (M9) supports this statement and mestibat a number of firms adopt

limited utilization of the internet channel becatisey lack people with expertise in
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the needed area, even though they are IT compaBesdes, manager (M11)
mentions that for a large number of firms, espécial the non-technology industry,
to create the virtual channel and a vivid websithout any assistance is not an easy
task. They have to hire some outside experts oresprofessional web-design
companies to integrate direct and indirect chanmaain the expenditure is high. In
other words, moving into multiple channels withthe required capabilities is likely
to result in less than optimal benefits. Indee@, dnline channel can bring several
benefits to firms but if the original purpose afiis is to reduce channel expenditure,
the online channel might not be the best choicepraling to manager (M11). To
sum up, several previous studies put emphasisosih reduction, the most important
benefit in designing the hybrid channel system. Elsy, the view from the firms
interviewed in the Taiwanese IT industry is contrém that espoused in previous

literature.

5.4 Chapter Summary

Six factors were identified driving manufacturecs develop the internet channel
(Table 5.1): customer information management, Ietaimanagement issue,
launching a new product, to be a secondary chamneltoo strategy, and senior
management support. A number of key findings entefgem this empirical research.
For example, the factors can be classified interidl and external factors. Internal
factors play an important role in the developmdnthe internet channel. This part
has seldom been mentioned in the previous litezataraddition, the end customer
exhibits more demand for relevant product informratiThrough the internet the
information can be conveyed by manufacturers ctyeand, furthermore,

manufacturers can establish an interactive relahignwith end customers. This
relationship was difficult to achieve before. A tinghannel system can assist firms

to obtain a more holistic view of the consumer.
A further finding is that the multi-channel syst@&mt only reduces the business risk

but also supplements the weakness of the intermedidere are some natural

limitations for intermediaries, such as inadequsppace and different perceptions
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about new product launches. Firms with a multi-clensystem can solve this

weakness partly. This finding extends what is knofnam previous literature.

Furthermore, for the majority of firm managers costiuction is not the priority

reason for them when they develop the multi-chamystem. For them the extra

channel is defined as a marketing tool instead sdlas tool. This result is contrary

to previous literature on t

his topic.

Table 5.1: Summary of chapter 5

Factors for manufacturers
to develop the internet
channel

Statements

Respondents

External factors

Customer information
management

--In order to provide accurate
product information

--To communicate with end
customers directly

M1,2,3,4,7,8,10,11,12,13
14,19 ,and C2

Retailer management issue

--High pressure fronehiaen
store systems

--To set a recommended pricg

M4,7,10,12,13,14,15,
16,18, and E1

Launching a new product

--To sell a whole new pobdu
type

--To deal with hesitant
intermediaries

and 17

M7,9,12,13,14,15,16,

3,

To be a secondary channel

--As a secondary channel

--As a substitutive channel

M1,10,13,14,15,16,17,1¢
,and E1

Internal factors

Me too strategy

--In order to catch up the
online business opportunity,
and to do some preparation
for the future, manufacturer
would adopt the internet

channel in their channel mix.

M1,4,7,12,14,15,16,
and 18

Senior management suppo|

rnt --The support from thimse
managers is crucial for the
development of the internet
channel, especially in the initig

stage.

M8,9,10,11,14,15,16,17,
8, and C1

(=)
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Chapter 6

What are the channel design patterns of the multidfzannel

structure?

6.1 Introduction

This chapter considers what the design pattertiseomulti-channel structure look

like, in particular focusing on the functions oflioe and offline channels.

It seems that channel design issues in the mudicll structure have been seldom
discussed in the literature. For example, Hugh€®&P mentions that structural
issues concerning the multi-channel system adgefihed. Steinfield et al (2002 a b)
offers a channel design pattern—the synergistimie@iastructure (Figure 2.4 in
chapter 2). Nevertheless, Rosenbloom (2007:5) arghat “Integrating online
channels with conventional channels to create ariéess” experience for customer
is, of course, the ideal situation—in theory atstedn practice, however, such
seamless integration is still more the excepticantlthe rule because substantial
obstacles exist”. Yet, Rosenbloom (2007) merelyntsoout the impracticalities of
the synergistic channel structure, he does notatehe possibility of other types of

channel structures and design patterns.

A reasonable prediction is that although firms s¢ppnaously develop offline and
online channels, they might design the channelcttra into different patterns.
Based on data from interviews, in this researcapjtears that firms with products at
different stages of the product life cycle desigeirt channel structures into different
patterns. The roles, the functions undertaken, expéctations of each channel are
different. The role of the traditional channel foanufacturers can be divided into

three different patterns: intermediation, reintetiaion, and disintermediatiéh

4 The meanings of reintermediation and disinterntetishere are different compared to what have
mentioned in chapter two. While the terms rema& same, the nature of each pattern of behaviour
was found to be different in the literatures, complawith that discussed in previous literature. Sehe
issues are fully explained in this chapter.
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The role of the internet channel can be classiiid three levels: as a supporting

marketing channel, as a complementary sales chaameghs a main sales channel.

In order to summarize and present views of intevees in a structured way, a
functional analysis is utilized. As mentioned inapker two, there are five main
channel functions: product flow, information praeis, aggregation, promotion, and
risk taking. The analysis is presented accordingdoh of the five functions. For
each section, discussions and selected quotationsihterviewees are presented in
advance. Then, a table with channel functionsilzed as a framework to describe
the undertaken channel functions for each chanrtedre are four main sections in
this chapter. After the introduction, in the secamdl third sections, the roles of the
online and offline channels are explained in detaihally, a chapter summary is

presented.

6.2 The role of the traditional channel

6.2.1 Intermediation

—Intermediaries play a dominant role

Several interviewees (M1, 2, 3, 4, 5, and 6) mewmiib that in their firms, the
traditional intermediary still plays an importamtie. It means that the intermediary
still is in a dominant position. Firms develop theernet channel but still rely
heavily on their intermediaries to perform certaimannel functions. Under this
pattern, the interaction and relationship betwagmpbers and intermediaries seems
not to be interrupted by the development of theerimét channel. According to
respondents, the main reasons are: to increaseetneokerage quickly and offer

products with specific characteristics.

6.2.1.1 Increasing market coverage

“Our product (wireless equipment) is still at theogith stage of the
product life cycle and the best method to penetth® market and
increase market share quickly is to utilize as mahgnnels as possible.
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For this purpose, we developed the internet chartielever, comparing

each channel, we discovered that our channel pastean do a better

promotion job.™- Interviewee M1
According to respondent (M4), although the IT temlbgy has been developed for at
least two decades, the popularity of wireless egeit is quite new compared with
other computer products. Managers (M2, 4, 5, anagée that when the product is
still in the introduction stage, the main goal fttvem is to increase market
penetration and brand awareness. A quotation fnbenviewee (M4) highlights this

point:

“To create market penetration is particularly impant for IT companies.

It is because for most IT products, their prodifet tycle is very short and

manufacturers have pressure for rapid market peiein in order to

avoid obsolescence. Therefore, marketing channalse Ho be loaded

quickly to expose the products to their widest jpbdssuser base before

product design becomes outdated.Interviewee M 4
Manager (M6) notes that at this stage, their firould not attempt to modify the
original channel structure. The main expected foncfor the virtual channel is to
provide information to channel partners and endtarners. The traditional
intermediary can generate a better penetration tih@annternet channel because of
their extensive distribution network. Therefore Ao Company, managers prefer to
keep investing in the retail network instead oftipgt emphasis on the internet

channel. This statement is also supported by rekpur(M3) in DI Company.

“When you get in touch with any type of intermegiauch as a chain
store, actually you are not only making a contathwne entity. You are
talking to the whole distribution network that timermediary represents.
For example, a chain store could have three huntbredl stores and each
store has a minimum of thirty staff. It is moraceght to achieve broad
market coverage by this method rather than a solepany web site:*
Interviewee M 3.
Meanwhile, respondent (M5) doubts the effectiveneksattracting customers by
utilizing manufacturers’ websites. Although e-commoeeis flourishing recently, how
to attract customers to browse the web is stillagomproblem for the virtual channel,
especially when only a single type of product cenftund on the manufacturers’

website. Hence, several respondents (M2, 4, 5,6arajree that a safer method to
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create market penetration and brand awareness ills t&t cooperate with

intermediaries.

“There might be thousands of online shops in tineual world. In my
opinion, before creating a consolidated brand imageh as HP or Nike,
to focus on the internet channel might be meangsyl&Vithout strong
brand awareness, it is difficult to attract customeo visit your site,
especially the website only offering a single tgpgroduct. In terms of
product assortment, traditional retail shops can adetter job. In the
retail store, customers can compare several braaag products at the
same time™--Interviewee M5

“After all, our product is quite new for end custers. The demand from
the market is still high and products can be soldckly. In a general
situation, the traditional intermediary will not jext this kind of
merchandise. They will accept and be willing toetakcertain volume of
inventory. At this time, we can transfer the ineeyptto them quickly. In
order to reduce the inventory volume, they wouldnpte heavily”---
Interviewee M2

6.2.1.2 Product attribute

“Not all the products are suitable to be sold thgbuthe internet. As you

can see, most customers purchase books, toysptiresl online but they

probably might not buy a complex product such asiai work station

online. When customers purchase an unfamiliar pcoddihey often

require a significant amount of interaction, negditbon, and support

service from personal contatt:- Interviewee E2
This opinion is supported by interviewees (M2, 3add 5) and they agree that
product characteristics will influence the decisioraking for the design of the
channel structure. Interviewee (M3) explains thérge number of end consumers
now are still unfamiliar with wireless technolodyor example, many customers do
not understand the meaning of product standard rigésas such as IEEE
802.11a/b/g/n or the bandwidth between 2.4 GHz.4835 GHz, when they choose

a wireless PC card for the first time, accordingespondent (M3).

For this reason, end customers usually requireectdpersonal service, when they
make a purchase. It means that customers needg@npércontact in the sales process
especially, contact by experienced, trained, andwkedgeable retail staff.

Customers often assume that staff are well-traiaed have better professional
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knowledge, according to respondent (M4). This fiomgtproviding personal contact,
is not easily provided over the internet channekrEthough for some young users
they can search for relevant information from th&ennet, for most people, their
concern is how to connect to the internet easity guickly. The specific knowledge

of wireless technology is not important for thermg@ding to interviewee (M2).

“Although purchasers now will utilize the internédb search the
information that they require, if they are not tkied of power user or
technology guru, it is quite possible for them atyron staff in the retail
store in order to obtain some advice quickly. Wihteistomers face an
unfamiliar technology, explanation by human beimgsnore persuasive
and convincing:- Interviewee M2.

“As a manufacturer, we might not have the abildyset up a large number

of service centres across regions. The intermeearstill have the

advantage to provide detailed personal servicet-pakes maintenance,

and product distribution. However, it is because tbé levels in the

distribution network that sometimes the informatfocom customers will

be delayed. We cannot receive customer opinions Begponses

quickly. "---Interviewee M5
Although the internet channel can provide an efitinformation flow, interviewees
(M2, 3, 4 and 5) mention that when they design ¢hannel structure, multiple
aspects would be considered. For example, spgmifiduct attributes such as an
unfamiliar item for customers will influence custempreferences and then these
preferences or requirements (personal contact)afféict the channel design pattern.
Interviewee (M3) agrees that to maintain a harmasioelationship with the
intermediary is a conventional approach and requarkot of investment. However, it

is still worth maintaining a good relationship witttermediaries.

“You do not need to do everything by yourself. Gwapng with
intermediaries might not save money but can sawditfie and energy-:-
Interviewee M3

6.2.1.3 Functional Analysis—intermediation
It seems that designing a multi-channel structarmore complicated than previous

literature suggests. In this section, although difraunched their internet channel,

their intermediaries continue to play a dominarle.rd-rom Table 6.1, it can be
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observed that the physical channel can performtt@rggromotion function than the

virtual channel, especially with products requirthgtailed explanation and personal

service. Meanwhile, the intermediary can offer #idseaggregation function than the

online shops owned by manufacturers which merelyyca single product line.

Furthermore, in this section, managers mentioned their channel partners are

willing to take the inventory because the demarnfrthe market is increasing.

Therefore, to cooperate with traditional interme@s s still an optimal scenario for

them.

Table 6.1: Functional analysis of intermediation

Channel Statements Respondents | Capability of
functions channel
function
performance
Product flow The physical channel is good at peniag ©
product flow.
Information Information provision is still conducted by theM,5, and 6 O
provision traditional intermediary. However, one
shortcoming is that manufacturers cannot
receive customer opinions and responses
quickly.
Aggregation The traditional intermediary can oftéfer a | M3 and 5 ©
greater depth of product assortment than a
single manufacturer’s website.
Promotion The physical channel is good at increpsin | M2, 3, 4and 5| ©
awareness of the product being sold, to and E2
educate consumers about the products’
features and characteristics.
Risk taking When the demand from the market is high| M2,5, and 6 ©
inventory burden can be transferred quickly to

intermediaries. A complete network across
regions is necessary to provide post-sales

service.

©: Unique contribution of channel function
(O:Capable of performance of channel function
/A% unsuitable or uneconomical of channel function

% These three classified levels are based on thenstats from interviewees in this research. These
classifications might be subjective but reflect 8titude from interviewees.
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6.2.2 Reintermediation

—Intermediaries are still important but some functions are shifting

Unlike the statements mentioned by respondentshén last section, during the
interview process, several interviewees (M 7, 8, 11) 12, 13 and 15) mentioned
that their channel structure has been slightly fredliby the development of the
internet channel. Manufacturers are attemptingetbesign their channel structure

and are willing to pay more attention to the onlkshannel.

As mentioned in chapter two, this concept, reintmation, implies lengthening of
the channel rather than shortening it because &a extual channel is added to the
channel structure. More intermediaries appearantednic marketing channels while
conventional marketing channels continue to exlehgside electronic channels
(Rosenbloom 2004). For example, when a consumestrefecs manufacturer
considers their channel structure, both the virfual Amazon.com) and physical (i.e.
PC World) intermediaries might be considered. lis thection, the meaning of
reintermediation is slightly different compared wiwhat has been mentioned in the
literature review chapter. Manufacturers develartbwn virtual channel to support
a deficiency in the physical channel instead ofiingl on outside third parties.
Meanwhile, some marketing channel functions aredgmly transferred to the
company-owned online channel. The opinions from erinewees about
reintermediation can be presented under three$aletlining margins and intensive
competition, requirements from customers, and laegable functions of the

intermediary.

6.2.2.1lIntensive competition and declining margins

“In a normal family, having a PC is as usual as mgyva TV. It is not
surprising that the majority of computer componeats reaching the
maturity stage. The Dram module industry is alsotlds stage.™—

Interviewee M7

“With no doubt, the motherboard industry is at tmaturity stage. When

the first PC was invented, the motherboard exisiksl.you can see,
recently no matter whether PC or even the Notebalblre in the plateau
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stage in terms of sales amount, especially in Eesmopand American

areas. The growth rate and demand from the marketot as high as

before” ---Interviewee 12
When discussed with several interviewees (M7, 9, 1®, 13, and 14), they
repeatedly mentioned that the shifting of the pobdifie cycle in the IT industry is
rapid. Entering the maturity or even the decliregstwill not take a long time. For
example, as manager (M10) notes, ten years agfipfhmy disk was common to see.
However, the floppy disk disappeared and the CR-Raight be the next one, as
manager (M10) predicts. Furthermore, at the matustage, a variety of
homogeneous competitors exist in the same markdtcampetition is extremely
intense. A price war is a common situation and aesalt, product margins keep

decreasing.

“About ten years ago, the sales price for a memmogule would be three

or four times the cost. However, now the gross mai@r our product is

merely ten percent and for the OEM business are@oise—Interviewee

M8
With the low margin, respondents (M11, 13, and ¥®ntion that the levels of
intermediaries have been reduced gradually in oimesave cost and maintain the
competitive advantage. Meanwhile, this intensivenpetition affects marketing
functions that were undertaken by the intermedsarte®r example, at the maturity
stage, a large number of homogeneous competit@sisto Therefore, the supplier
no longer has as strong bargaining power overttegmediary as before because the
intermediary can aggregate products over a largenber of suppliers and is not
dependant on any one supplier. Moreover, channéhgra are only willing to carry

the inventory of popular items rather than slow mgutems and accessories.

“By conducting a diversification strategy, each year firm will launch
at least two dozen new products. However, conttaryour original
expectation, it is not easy to negotiate with imtediaries to accept all

new products.™--Interviewee M12

Furthermore, even the most popular product, theherbbard, respondent (M12) in
Ms Company mentions that the order volume fromrineliaries is less than before.
In other words, the function of holding inventory weaker than before. With the

trend of e-commerce, the virtual channel becomg®ssible option. At least, the
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online shop can offer the complete product assortrfi@ customers without the
need to pay the donation f8éor intermediaries each year, according to in@mée
(M12).

6.2.2.2 Customer requirement

In section 6.2.1.2, several respondents mentioted their product (wireless
equipment) requires more assistances and explasatioom intermediaries.
Therefore, the relationship with channel partnersstill valuable to them. In this
channel pattern, interviewees offered a differepinion. Respondents in two
different firms, Tm and Ms, mentioned a similarcaimstance, that more and more
customers are willing to search for the relevamdpct information or even order
products online by themselves. As respondent (Mtiéhtions, people are getting

used to shopping online for standardized products.

“In the beginning, the design of our website wagejgimple and we only
provided some messages such as company backgrocoatact
information, and very simple product informationowever, we received
several requests from customers. They asked usotidp the complete
product information and even an online shog:"Interviewee M10

“We have done some marketing research before langabur online shop.
Some customers mentioned that there was no difeeréor them to
purchase a flash memory disk online or offline lseathey do not require
the extra explanation from staff in a store. Thegerstand the difference
between 1, 2 and 4 G. Furthermore, it might be nftarible (time or
location) for them to shop onlihe-- Interviewee M11

“Each year we will arrange several road shows irder to promote our
products and have a direct contact with end custemigore and more
customers mention that for electronic consumer gpadich as MP3
player or even the Notebook, they prefer to compdmrmation online by
themselves instead of asking staff in shops. Eslpedor some young
people, they mention that it is not difficult fdnetm to purchase a
Notebook online or offline because they are famikaith product

characteristics and know how to operate {t* Interviewee 14

%6 As mentioned in section 5.2.2.1, in order to geeas into the retail stores, each year manufasture
have to pay a variety of fees (e.g. shelf spaceffegw product launching fee).
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Respondent (M15) notes that the popularity and esgcof online intermediaries in
Taiwan such as Yahoo online shopping might illusttaat more and more customers
get used to searching for information online, egdlycwhen they feel that they are
familiar with products with a high level of standemation such as toys or clothes.
Hence, several managers (M10, 11, 13, 14, and XIfgeathat although
intermediaries still perform the function of infoation provision and promotion,
with the change in consumer behaviour and prodwats a high level of
standardization, the importance of the intermediargerform these two functions is

decreasing gradually. A quotation from interview&d 1) highlights this point.

“When products become highly standardized, the ap@n procedure will
be minimized and become more convenient for endoroess. The
computer operating system such as Windows is a ggathple. You do
not need to learn any computer languages such aS B@ymore. In our
area, the situation is the same. You just buy lashfdisk and use it. You
might not need extra advice from intermediariesaose the product is
highly standardized and accepted by end customertmterviewee M11

6.2.2.3 Irreplaceable functions of intermediaries

Although some marketing functions carried out byeimediaries have been
modified because of intensive competition and maalifons of consumer behaviour,
several respondents (M, 8, 10, 12, 13, and 15ERPkeep mentioning that they still
rely on intermediaries and do not want to modify thannel structure dramatically.
Firms will hedge on both sides, according to in@mee (M7). The major

considerations for them are the functions of prodimv and post-sales service
undertaken by intermediaries. Interviewee (E1) sidkat one challenge for online
shopping is that few customers will conduct thairghases online regularly. Firm

managers feel that they are in paradox—to invesenma logistic system or not.

A. Product flow

“How to fulfil customers is one major problem forany manufacturers
who desire to create their own online shop. Formepke, the process and
shipping of a variety of small items, often ond arime, is expensive and
complicated for manufacturers. They are not familaath this process.
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Order process and shipping costs can be high redatio the sales volume
produced. —Interviewee P2
Interviewee (M13) notes that until now, the sale®ant from online is still a small
proportion of the total sales. Therefore, theimfimight not desire to establish their
own direct-marketing infrastructure because theeagure could be more than the

cooperation with the intermediary.

“Everyone keeps talking about the growth of e-comsmelndeed, the
sales amount from our online shop is increasingaditg while the
proportion is still small. The sales amount is bft8uctuating and
unpredictable. Hence, it might be risky to create own logistic system.
As a metaphor, the intermediary is a cash cow @&f-t+ Interviewees
M13

Why is a synergistic multi-channel system not @datThen, the problem of product

flows can be solved perfectly. This question wakedsduring the interviews.

However, the response is negative from respondents:

“You mention the advantages of a synergistic raliinnel such as pick-
up service. However, if you cannot offer some hisnef incentives to

channel partners, they will not accept to provities tkind of service for
you. | think the more possible scenario is thatythell choose other

suppliers who can offer better margins and reqegsier sales processes”
---Interviewee M 10

“From our perspective, what you mention about aesgistic multi-
channel structure has a major shortcoming—to shafermation with
each channel. Why should we share the informatitim avtotally different
company? How do different companies manage cortfaden
information?” ---Interviewees M 15

B. Post-sales service

Similar to the situation with product flow, inteewiees (M 8, 12, and 14) agree that
intermediaries can offer a better post-sales serian suppliers, especially in terms
of product return and maintenance. Manufacturery mat have the ability to

provide several post-sales service centres. Tlagersent corresponds to what

interviewee (M5) suggests in section 6.2.1.2.

“Even for Dell, such a big company, in Taiwan, thegy not handle post-
sales service by themselves. Dell outsources thit tp their contract
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partners. If customers desire to repair or retumogiucts, they need to call
these contract partners and have to pay an extrant@aance fee.™--
Interviewee M8

“Although everyone criticizes the donation fee p@dntermediaries each
year, at least, there is one advantage. They peoulie maintenance
service for us. They hire several engineers to ige¥echnology advice
and repair service. | have to say that post-salppsut and service is
complex and trivial for manufacturers, especiallgen customers are too
spread out or too many in numbersinterviewee M12

“As you know, when you purchase a product frometil store, the
product warranty is provided not only from the miawturers but also
from retailers. When you buy a product, you getidiowarranties. For us,
the intermediaries can share our responsibility gmdvide some post-

sales service:---Interviewee M14

6.2.2.4 Functional analysis—reintermediation

In this section, reintermediation, the relationshiph traditional intermediaries is
still important to manufacturers. As Table 6.2 siiates, two channel functions,
product flow and providing post-sales service amplaceable for manufacturers. In
this research, several interviewees mentioned thieis have no plan to build their
own fulfilment system. Nevertheless, the functiafsinformation provision and
promotion undertaken by intermediaries are notrague as before. It seems that
customer behaviour has been modified slightly whth popularity of the internet and
the growth of e-commerce. For some highly-standadiproducts, customers prefer
to search for information or even make the ordet payment by themselves. In
addition, it is because of intensive competitiond adeclining margins that
intermediaries are only willing to carry populaents with a relative small inventory
volume. From the view of manufacturers, how to dedh a new product launch,

slow moving items, and accessories are problemihén.
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Table 6.2: Functional analysis of reintermediation

Channel
functions

Statements

Respondents

Capability of
channel
function
performance

Product flow

The sales amount from the virtual c¢ten
does not achieve a significant amount and

economics scale. Therefore, it is worthwhile
to cooperate with intermediaries rather than

build a company-owned logistic system.

M 10,13,14, and
15; P1; E1

©

Information
provision

Intermediaries still undertake this function

M10, 11, 13, 14,

while more and more customers are gettingand 15; E1

used to searching for information online.

Aggregation

Intermediaries still undertake the aggtion
function while merely focusing on popular
items.

M12 and 14

Promotion

At the maturity stage, intermediariel sti
undertake this function, although the
importance is not as high as before. It is

M 8, 12, 13, and
15

because customers are more familiar with|the

product attribute and characteristic.

Risk taking

Order volumes from intermediaries dase
Intermediaries prefer to carry low volumes
of product from different competitors. From
this perspective, the function of holding
inventory is decreasing. However, the
function of providing post-sales service by
intermediaries is still irreplaceable.

M 8, 12, and 14

©: Unique contribution of channel function
(O:Capable of performance of channel function
/\: unsuitable or uneconomical of channel function

6.2.3 Disintermediation

— The intermediary ends the relationship with the manufacturer gradually

In chapter two, disintermediation happened whenstigpliers of a good or service

have the ability to circumvent intermediaries aetl products to customers directly

(Evans and Wurster 1997). One important motivatmmsuppliers to conduct this

strategy is that the intermediate transaction castbe saved (Simpson et al 2001).

This phenomenon, disintermediation, is mentionedsbgne interviewees in this

study but the meaning is different compared wittatwlias mentioned in chapter two.

Interviewees (M16, 17, 18, and 19) in Mi Companwgfooed that for their company,

the importance of traditional channel partnersasredasing dramatically. For some
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products such as LCD and PDP TV, the virtual chhaonéertakes the main sales
function. However, interviewees mentioned that whieey considered the channel
structure, the issue to be considered is more doatptl than mere cost reduction.
For example, the pressure from outside such asopecative channel partners
would also push them to consider this strategy. dpieions from interviewees about

disintermediation are presented into two pointserimal and external aspects.

6.2.3.1Internal aspect --low margins

“Our product, especially for the low-end scanney,tiuly at the decline

stage. The reason could be from several dimendiahghe main factor is

the emergence of new technology. The low-end scdmasedramatically

been replaced by the digital camera. The salesmeland margin both

keep declining.*—Interviewee M16
According to respondent (M17), without enough masgihere would be a serious
impact on several dimensions such as new produeélg@ment or promotion
campaigns. The most serious influence is still thannel structure. For instance,
interviewee (M18) notes that it is very difficutt thaintain a complete distribution
system, if the margin is low. As mentioned in sett.2.2.1, several managers (M11,
13, and 14) mention that the levels of intermedmtbecome fewer. Interviewees in
Mi Company also confirm this situation. Their firso follows this trend and has a
more radical response. For example, manager (Mdf@srabout seven or eight years
ago, there could be three to four levels of intetiawg@es such as distributors, regional
dealers, local agents or brokers, and final resédres within a firm’s channel
portfolio (Figure 6.1). This channel structure iy similar to the current channel
structure employed by DI/Ac Company (Figure 4.2}. tAat time, each level of
intermediary could obtain a reasonable margin. Hamevith the decreasing margin,
it is difficult for manufacturers to maintain seaktevels of intermediaries and the
levels of intermediaries have been reduced graglimlbrder to maintain margins
(Figure 6.2").

" The Figure is the same with Figure 4.3. Neveets®lin order to present a clear comparison, this
figure is illustrated in here.
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Figure 6.1: The previous channel structure in Mirpany
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According to interviewee (M 18), now there are fprivately owned stores which

continue to cooperate with them.

“This kind of store (privately owned) is often staaland often will not
make contact with suppliers directly. They rely the upper level of
intermediaries. Each level will erode a certain giar and this is a
disadvantage for us--Interviewee M 18

“The more levels that should be maintained, theerependiture should
be invested. For example, the local subsidiariebranches should be set
in order to respond to channel partners quicklyleSapeople are also
required because in Taiwan, doing business relieavily on keeping
personal relationships with your channel partnerglat is important to
visit your channel partners frequenthxinterviewee M16

Nevertheless, interviewee (M16) mentions that tegY maintain the cooperative
relationship with the chain store system, althot@maintain this relationship is not
cheap and requires expensive donation fees eachH@aever, the expectation for

the traditional channel is different compared vather firms mentioned above.

“Although our firm puts more emphasis on the ared<OEM, high-end
scanner, and digital TV, we still desire to keepriat awareness in the area
of the low-end scanner. The main purpose to codpendth the chain
store is to remind end customers of our existefbe. main expectation
for traditional partners is to undertake the promoot function instead of
creating a big sales volume. The physical store dgraslually become an
exhibition centre instead of a sales channeklhterviewee M16

Why does a firm choose to have such an expensivibiggan room?

“The internet channel is not our first virtual chiael and we have tried
others before. For example, we have tried TV shapgHowever, we find
that the return rate form TV shopping is very highout 40 percent. The
main problem is not the product quality. The majof customers say
that the main problem is the product does not gpoad with the image
on the TV screen. When they touch the real prodiey, feel the image is
not the same. Therefore, we think it is necessarkeep holding a
physical exhibition space=Interviewees M17
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6.2.3.2External --reluctant channel partner

“Channel partners do not work for you=Interviewee E1

“Without enough margins our product becomes vergtuactive to most

channel partners and then, it is difficult to fiedspace in the physical

store.”—Interviewee M18
Respondent (E1) notes that for most of the interanes, they have their own
objectives and different business operating moddknce, they have their own
standard about how to develop business, retaimwuests, and sell products. For
instance, as mentioned in the previous chaptelintbemediary will select their own
product mix by two criteria: high product margindarapid stock turn. Therefore, it
could be argued that the intermediary would notvtiat manufacturers want them to
do. As interviewee (M16) claims, channel partneesrarely as loyal to a product or
a manufacturer as sales representatives who ardoyses of manufacturers
themselves. For example, an obvious change igrtetnediaries might not pick up
low-end scanners in their product mix. Even thosgime intermediaries continue to
hold the low-end scanner in their product assortgjethe order and inventory

volume are low, according to interviewee (M16).

“Indeed, you can still find some brands of scansiech as HP or Epson in
the retail store. Nevertheless, from my knowledlys, is a bundle sale. It
means that intermediaries have to accept the bumdlescanner and
printer at the same time. Although the printer && & product with high
margins, the cartridge has a very high margin. iglithe cartridge is
attractive to intermediaries but even with thisge timventory level of
scanner is still low=-- Interviewee M16
Meanwhile, interviewee (M17) mentions that the intediary can offer a weaker
post-sales service than before. Taking the mainmnaervice as an example, the
low purchase rate for scanners means that inteamesgimight not hire a specific
engineer to perform the maintenance task. Accordmghe explanation from
respondent (M17), although many firms are clasifes an IT Company, the
distinction between each category such as softarahardware is huge. For example,
people who can fix cell phones might not be famiigth printers. With fewer and
fewer people buying low-end scanners, the convémigy for intermediaries is to

return faulty products to manufacturers insteadinhg their own engineers.
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Furthermore, corresponding to what interviewees timeed in section 6.2.2.2,
interviewees in Mi Company agree that the intermaproves the ability of
information searching for end customers. As inamage (M19) notes, the low-end
scanner is a highly standardized product withouhmlacated instructions. What
customers should do is to connect their PC andnscahrough a USB cable line. It
does not require any particular knowledge. It isyedor customers to obtain
information online and customers can shop onlire@mplete the transaction easily.
The channel function of information provision cadiout by intermediaries is

weaker than before.

Finally, during the interview, interviewee (M16)<ha different interpretation of the

meaning of disintermediation compared to what leenbmentioned in chapter two.

“In a precise description, we are eliminated by dotermediaries. The

relationship between suppliers and intermediarissending gradually.

Hence we need to do some preparatienliterviewee M16
In brief, it is difficult to cooperate with the etmediary who has a reluctant attitude
and this forced Mi Company to look toward a rephaeat channel, according to
interviewee (M17). This external pressure pushecemthto adopt the
disintermediation strategy. Therefore, suppliers forced to reduce their usage
levels of intermediaries and eventually they chotise direct sales channes
Rosenbloom (2004) notes, if appropriate interméesant the wholesale or retalil
levels are not available, the manufacturer may tae virtually no other choice but
a direct sales channel. One contrary observatighda@revious literature is that the
strategy, disintermediation, is pushed by the megtiary instead of the manufacturer.

6.2.3.3Functional analysis—disintermediation

In this section, disintermediation, respondentsddhat their channel structure has
suggested a radical modification and the channeh@a play a quite different role
in performing the channel function. This channdtgra is different compared with
the previous two channel patterns. As Table 6.3stithtes, intermediaries still
undertake the function of product flow. Howeveteimediaries might not undertake
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other functions as before. For example, when ingeliaries consider their product

mix, the low-end scanner might not be an idealawpfior them. In other words,

intermediaries might not undertake the aggregafiomction in the same way.

Furthermore, channel partners would not be wiltimgnaintain a significant volume

of inventory and based on respondents, they a#fes post sales services than before.

Table 6.3: Functional analysis of disintermediation

Channel Statements Respondents Capability of
functions channel
function
performance
Product flow Although sales amount from the traxtiil ©
channel is decreasing gradually, for tangible
products, this function still cannot be
conducted by the virtual channel.
Information It is similar to the last section M 16, 17, 18 O
provision (reintermediation). Respondents mention thanhd 19
more and more customers are willing to
search for information and shop online, when
the product is highly standardized.
Aggregation More and more intermediaries would not | M16 and 18; E1| A
choose the low-end scanner in their produgt
mix.
Promotion The intermediaries become just an exhbibit M 16 AN
room.
Risk taking Fewer and fewer intermediaries areimglto | M 16 and 17 A

carry the inventory of the low-end scanner
The inventory level is decreasing.
Furthermore, they provide less post-sales

services than before.

©: Unique contribution of channel function
(O:Capable of performance of channel function
/\: unsuitable or uneconomical of channel function
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6.2.4 Summary of the role of the traditional channel

To develop a multi-channel structure is more difithan merely putting online and
offine channels together. It seems that when firdesign their multi-channel
structure, several factors will be considered. Tgost has seldom been mentioned
in previous literature. In this study, it seemst tie stage of the product life cycle is
one of the factors to influence the design pattd@rmultiple channel structures. It
seems that although companies in different prodifet cycle stages would all
develop a multi- channel system, the channel dgsajterns would be different. In
this study of the Taiwanese IT industry, the roleah@ traditional intermediary for
manufacturers seems to be divided into three brbackls: intermediation,

reintermediation, and disintermediation.

As Figure 6.%illustrates, when companies are at the growth sthgeimportance of
the intermediary for them is relatively high (comgzh with other firms in the
maturity or decline stage). When managers conditggr channel design pattern,
they still put emphasis on their original chanfiélere are two possible explanations:
in order to increase the market coverage and theifspproduct attributes. Several
major channel functions are suitable to be undertdly intermediaries. For example,
newly launched products often require the assistamc instruction from retail staff

and this is a special product attribute in thendustry.

In the maturity stage, the role of the intermediaystill important while some
channel functions undertaken by intermediaries Hasen modified slightly. It is
because of intensive competition that intermedsaméght not perform some channel
functions such as aggregation or holding inventmyvell as before. Besides, in this
stage, products often become highly standardizedcastomers can conduct their
purchases easily by utilizing the internet chanHekvever, in this empirical research,
respondents mention that the expenditure to establinew fulfilment infrastructure

IS an important point that encourages continuatan the relationship with

%8 |n Figure 6.3, the introduction stage is not ineld because of lacking a sample company which is
in this stage. Therefore, it is unclear in an idtretion stage how important the intermediary wdagd
for the manufacturer. It is a limitation in thissearch and requires further research.
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intermediaries. Therefore, although the role of ititermediary has been modified,

the traditional channel partner is still vital.

Finally, in the decline stage, the role of the iimtediary has been modified
significantly. In this research, interviewees in Miompany mention that the
intermediary is not their main channel to distrdytroducts anymore and the
importance of the intermediary is declining. Howewene contrary finding to the
previous literature is that the intermediary is ttwntrol part. It means that the
strategy of disintermediation is conducted by thérmediary rather than the
manufacturer. It is because the low margin resultthe intermediary more likely
having a reluctant attitude to cooperate with maatufrers.

Figure 6.3: The role of intermediary for manufaetsrand manufacturers’ product

life cycle

Introduction Growth Maturity Decline

v ¢
Sale: /\

/

\ 4

Disintermediation
(As perceived by
the respondents)

Intermediation (As Reintermediation
perceived by the (As perceived by
respondents) the respondents)
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6.3 The role of the internet channel

Webb and Lambe (2007) suggest that it may not begmnto understand simply the
virtual or physical channel in a multi-channel gyst It is necessary to investigate
the interactive relationships that exist betweea piysical and virtual channels,
when research focuses on channel design patternthéomulti-channel system.
Hence, the role of the internet channel and itsxebhafunctions performed should
also be explored. In this research, the role ofiikernet channel is highly related to
the physical channel. As the role of the intermgdlzas been classified into three
levels, from the viewpoints of respondents, thee rahd function of the internet
channel can also be classified into three levalsan assistive marketing channel, as

a complementary sales channel, and as a mainwasel.

6.3.1 As an assistive marketing channel

6.3.1.1 An information provider and receiver

According to the statements from interviewees (M,B,4,5, and 6), in their firms,

their original channel structure has been modifieda small degree after the
development of the internet channel. For them,rtihe of the internet channel has
been defined as an assistive marketing channehelins that the main expected
function for the virtual channel is to assist otbkeannels by undertaking the function

of information provision. A quotation from interviee (M1) highlights this point:

“For the current stage, the sales amount that tbeline channel
contributes is very limited but we are not surpdige upset. It is because
in the beginning, our online shop has not beengiesi as a sales channel.
In a more precise definition, we regard the intéraleannel as our private
promotion medium and a convenient communication tweith end
customers—Interviewee M1
Respondent (M2) mentions that the main expectdtiotheir web site is to offer up
to date product information and, moreover, to nee@ustomer information outside
the channel system. In other words, it is an ebaitrmedium to cope with the trend

that more and more customers will conduct theimensearch before conducting the
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final purchase. To create substantial sales igh®it main expectation. Meanwhile,
they expect that the negative influence of the tigraent of the internet channel can
be reduced to a minimum level because several ehfunmctions are still undertaken

by intermediaries.

“As | mentioned before, for most of the end custsmihey do not have
the specific knowledge of wireless equipment oy tleenot want to have it.
However, there is a paradox. We cannot deny thatenand more
customers will search for information online befbrgying products. More
important, if everyone owns a web site, it wouldbter to have one. You
know just in case. Meanwhile, we try to use thaalrchannel to receive
customer information and answer their enquiriesr Es, this is a kind of
customer service=- Interviewee M2

“The internet channel is not our only direct salgsannel and we also
have others such as TV shopping or fully companyedvstore. However,
from our perspective, all of these direct salesroteds have the same
function—exhibition and sometimes to collect feeldbarhe physical
distribution network is still important for us, East now.”---Interviewee
M1

“Several famous manufacturers such as HP or IBM hae& online

shops. However, most of their online shops oft&t exan inconspicuous

web site corner. We adopt the same strdteggterviewee M5
Interviewee (M2) suggests that they have the geelvantage to cooperate with
intermediaries and use the distribution networkaitt endless argument or bargains
because the demand from the market is still strAsgnterviewee (M2) states, “It is
a seller’s market”. As a result, very likely inteztharies are willing to hold inventory
and share some post-sales service. Thereforewialjpthe concept, to cooperate
with intermediaries, manager (M4) expects custornsars browse their web site to
obtain some product information and then go to rétail store to make the final

purchase.

“You mention the crisis of free-riding and canniizakion. However, we
hold a reverse thinking. We provide the informatadrour intermediaries
on the web site and highly recommend customersrttact them. Through
this way customers can obtain a complete serviak the intermediary
can be satisfied. We can also receive the full sttpfsom our channel
partners. If everyone can be happy, why should empete with channel
partners directly”-- Interviewee M4
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Furthermore, managers (M 1, 2, 4, and 5) keep esigihg that the philosophy of
going direct and becoming a retailer is a totaliifedent concept for them. As a
professional manufacturer, they feel that it is netessary to confuse the role
between the manufacturer and retailer. A quotatiom interviewee (M5) reflects

this ideology:

“We make and they sell. It is an easy way for eattter. Our strength is
making wireless equipment not to negotiate withehngmbers of end
customers, although to receive information from #red customer is
important”--- Interviewee M5
Respondents (M1,2,4, and 5) mention that followng strategy, highly valuing the
intermediary and reducing the impact of the intectennel, it might be easy and
convenient for manufacturers to manage the relshigpnbetween channel partners.
On the other hand, when the role of the interne¢ggrded as an assistive marketing
channel, the demand from customers, such as infmmaearching and answering
guestions in time, can also be satisfied and fetfilIn order to encourage customers
to visit the local physical store, interviewee (Mdaid that they publish all the
product information online while the product asswnt sold online has been
selected carefully. They adopt a limited assortmsinategy. They put more
emphasis on products which are designed for SMESandO segments. Interviewee
(M4) explains that products for SME or SOHO mightt nbe carried by
intermediaries because the product is often experasnd requires more specific
knowledge. Order frequency and sales amount aen aincertain. Therefore, it
might not be worth assigning or creating a salesntén charge of this group of

customers.

6.3.1.2 Functional analysis—as an assistive markeg channel

In this section, managers note that in their fiting, internet channel is defined as an
assistive marketing channel. As Table 6.4 illussathe main function undertaken of
the virtual channel is information provision. Maeag expect with the assistance of
the internet channel they can show the newest ptadtormation quickly because

they perceive that more and more customers wiltckeéor relative information
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online before going to physical stores. Meanwhite, opinions or suggestions from

customers can be received by suppliers througmtamet channel quickly.

It has been mentioned in section 6.2.1.2 that tinele@ss equipment product requires
more detailed explanations. Therefore, although ititernet channel can transfer
information quickly, interviewees note that theyll stely on intermediaries to
conduct the promotion task. Interviewees also menthat the market demand for
wireless equipment is still strong and they can ehaeveral advantages to
cooperative with intermediaries. For example, miediaries are willing to hold
inventory and share some post-sales service. Hencerder to maintain a good
relationship with intermediaries, managers note their online product assortment
is considered carefully and puts more emphasis eding products for specific

segments such as SOHO or SEM.
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Table 6.4: Functional analysis — as an assistiviketiag channel

Channel Statements Respondents Capability of
functions channel
function
performance
Product flow The tangible product seems unlikely be YAN
conveyed by the internet channel
Information With the assistance of internet technology, | M 1,2,3,4,5, and ©
provision product information can be updated quickly| 6
on the web site. On the other hand, customers
can leave their message on the web site. It|is
useful for manufacturers to receive
information from outside.
Aggregation In theory, an online shop can offeadety of | M1 and 4 O
product. However, in order to maintain a
cooperative relationship with intermediaries,
managers mention that they would not launch
all their product lines online.
Promotion As mentioned in section 6.2, 2he internet| M2, 3, 4and 5 | A
channel might not be suitable for products | and E2
which require detailed explanations and
human contacts.
Risk taking The development of the internet channel | M1 and 2 A
means that manufacturers cannot transfer the
burden of carrying inventory to their channel
partners. Meanwhile, how to provide the post-

sales service through the internet channel ¢
cross regions by a single manufacturer is a
problem.

r

©: Unique contribution of channel function
(O:Capable of performance of channel function
/\: unsuitable or uneconomical of channel function

6.3.2 As a complementary sales channel

6.3.2.1 More than an information provider

Unlike the role of the internet channel (an assstnarketing channel) mentioned

above, several managers note that they have arhégpectation of the new virtual

channel. According to them, the role of the eleuttochannel in their firms is

?In this study, in order to understand the chamfesign patterns of the multi-channel system, the
interactive relationships between online and offlanannels are studied. However, it is inevitabat t
some statements already mentioned in previousosectvill be mentioned again because these two
channels are highly connected with each other. Seim#arities and overlaps exist. Nevertheless, in
order to offer a more holistic view, the author siders these repeated statements and overlaps are

necessary.
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regarded as a complementary sales channel. It nteahghe expectation for the
internet is not only an information provider bus@hb sales burden sharer. Quotations
from interviewees (M7, 12, and 14) highlight this:

“Of course, the internet channel is convenient @ier to make a contact
with end customers directly. It is good at informoat transmission.

However, from my perspective, | expect the intemtennel can be
utilized more than an electronic tool to publishdareceive information.
After all, to develop a high quality website is mbieap.”—nterviewee

M7

“We have had our online shop for five years. Althlothe sales amount is
still a small proportion of the total retail salethe increasing trend can be
easily seen. In our firm, the sales amount hase@®ed six times. This
phenomenon might reflect the modification of custornehaviour. It
seems that more and more customers accept theeoBRC transaction.
We highly evaluate and keep focusing on thidnterviewee M12

“Every channel has its own advantages and disachged. For me, the
physical and virtual channels are complementary aelp each other to
enrich the firm, to enrich our activities and thaluwe of the firm"—
Interviewee M14
Interviewees (M 11, 14, and 15) mention that thiermet channel can be utilized as a
complementary channel for firms to solve some tlestime problems that are both
difficult for suppliers and intermediaries. Inteewiee (M14) notes that every firm
inevitably would have some popular products and esampopular, slow-selling

products, and accessories.

“However, the boundary for popular and unpopulaogucts is vague.

Taking cell phones as an example, after six monitesmost popular cell

phones could be obsolete” Interviewee M14
From the perspective of the retailer, it is natahalt they do not want to carry these
products because these products do not corresporibletr criteria of selecting
product mix and, moreover, the physical space amests limited. For example,
stocking accessories is always a conflict issuéh witermediaries, according to
interviewee (M15). It is because the demand faessories is uncertain. Retailers
prefer to transfer orders to suppliers after thegeive the order from customers.
Nevertheless, it often takes time and end customeégbt complain. Furthermore, as

mentioned in 6.2.2.1, some intermediaries now ahg willing to carry inventory of
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popular products. How to manage the unpopular dod-selling products is a
difficult issue for managers. The common methodteetthe development of the
internet channel was to negotiate with the inteiargdFor instance, they would ask
the intermediary to order a higher amount for ¢enp@pular products and give them
the out of season and slow-selling items freelyamsncentive. Another method is
that they give a higher discount for popular praduout intermediaries have to
accept some slow-moving products. Nevertheless effextiveness of this bundle
package is not so good, especially when firms ar¢hé maturity stage and the

intermediary can change suppliers easily.

“Making an order is more complicated than producartsportation. It
also means the issues of cash flow, inventory ,level risk management.
After transportation, we transfer this burden tdeirmediaries and they
take the responsibility to face the uncertaintyisitcommon to see that
channel partners only order three or four populaogucts. However, we
have eight product lines and each product line ams a series of
products™—Interviewee M15

Therefore, even though suppliers provide some feelucts as an incentive, the
intermediary may not be willing to take the riskrt@ke a large order. This is the
natural problem of the physical channel and no simuld be blamed, according to
respondent (M14). Interviewees in Ms and Tm comgmmention a similar situation.
In order to solve this problem, interviewee (M1O)entions that the special
characteristic of the internet has been considesen they encounter the limited

shelf space in physical stores.

“The internet channel has no space limitation. Wensder this
characteristic and sell all our product lines ordinincluding slow-selling
products and accessories. It means that we creatgoader product
assortmerif than our intermediaries. Of course, we keep conicating
with channel partners and explain we do not deireompete with them.
What we want is to solve the problem for both of\We expect they can
keep supporting us such as offering the post-ssdegce’---Interviewee
M10

% 'The meaning of the broader assortment shoulddréietl here. It does not mean the manufacturer
can offer more product types than the intermediinpeans that in some specific categories such as
motherboard or flash memory, the manufacturer cier @ more complete product line online
compared what intermediaries can offer offline.
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Aggregation is one of the channel functions memttbim chapter two. According to

Coughlan et al (2006), by aggregating a varietypafducts in a physical store,
retailers can offer a broader product assortmenthir customers compared with a
single manufacturer. Nevertheless, here, the fanabf aggregation seems to shift
slightly to the online channel. How does it workhem the internet channel is
designed as a complementing channel? The answer ifiterviewees is positive.

Interviewee (M11) mentions that compared to intetiz@es end customers are more

easily attracted by some promotion methods.

“I could not say that the problem (out of seasonl @&low-selling products)
can be solved perfectly by the development of thernet channel.
However, customers are easily influenced by sone&strsuch as 30%
discount or three for two. Another example is tknat can design a
package including popular and unpopular items th. $eis a simple tip
but it works, especially for end customers. Itestér than to abandon the
item or to give it free to intermediaries. The intey can be reduced
gradually by utilizing the internet channel*Interviewee M11

“Now, intermediaries will encourage customers tooghonline for
accessories or products that they do not carry amdrmediaries are
quite happy to carry limited volumes of accessdtiesinterviewee M15

6.3.2.2 Conservative attitudes toward the virtual lsannel

In this section, the internet channel is designe& a&omplementing sales channel.
Nevertheless, several interviewees emphasize aticpthat the sales amount from
the virtual channel might not exceed the physi¢ennel. They mention that the
internet channel will finally become the usual shiog channel for many firms and
the channel structure would be modified in a certlgree. However, it seems to be
unlikely for firms to rely on the internet as a wragales channel such as Dell before

2007, according to interviewee (M8).

“After the failure of so many dot.com firms ance tmodification of
channel structure of Dell, the role of the interebainnel seems to become
clear. Perhaps the most possible scenario is: tiernet is only another
channel that firms have to manage. It is not patady different from
telephone, mail catalogue, or TV shopping. We db thmk that the
internet channel would have the opportunity or épiio change the whole
business environment or to do incredible stufflriterviewee M8
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Interviewee (M7) notes that eventually most manuwifiars would adopt the multi-
channel system and this is an unavoidable trendusecevery one can sell online.
However, managers have to choose their priority—ptihysical or the virtual channel.

Interviewee (M7) puts emphasis on this point:

“Ten years ago, Dell created its direct model aruhatt was really
impressive. Many companies such as Compaq and &Ae«enin Taiwan
desire to imitate this model but no one can succ&mnpaq faces the
problem of channel conflict. We finally understathdt we have to put
emphasis on one side. Although the internet chanael have several
advantages, some functions provided by intermesBaare irreplaceable.
The priority and balance between offline and onkheuld be considered
before the development of the internet chanrelriterviewee M7
Interviewee (M9) provides another explanation féwwthe original channel structure
would not be modified dramatically by the developtnef the internet channel. One
of the major deficiencies of the internet chansdiow to overcome the “touch” and
“experience” issue. Even though a large amountnédrimation can be provided
through the internet, personal experience cannaobheeyed by the computer screen,
according to interviewee (M9). Intermediaries agquired to provide a minimum
level of promotion. For example, the customer etgtean could be different from
what they get in reality and what they see on thebsie. This statement
corresponds to interviewee (M16). In section 612.3nanager (M16) mentions a

similar statement and in their firm, the returrerfdr TV shopping is very high.

“As you can see, in Taiwan, even for some intdeggsoducts, we still
prefer to buy the insurance or airplane ticket tigh the direct personal
contact. Indeed, the internet changes our shoppielgaviour but it still
cannot overcome its natural limitations=“Interviewee M9
Therefore, interviewees predict that before thesblpms (product flow, touch and
experience issue, and providing post-sales sendoe)overcome, the internet can
only be regarded as a supporting channel for filkhgreover, firms would invest

limited resources in the development of the ontinannel.

“Since the internet channel in our firm is consieéras a secondary
channel, why should we invest more resource tolodgve ‘synergistic
channel structure’ you mentioned. This kind of ctedrstructure requires
us to cooperate with intermediaries heavily. Moepwan infrastructure
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across different firms is required. We do not thihks necessary:---
Interviewee M7

6.3.2.3 Functional analysis — as a complementarylsa channel

In this section, interviewees mention a higher ekguen of their internet channel.
Interviewees expect the internet channel can beyed as a supporting channel to
resolve troublesome problems that are both diffitarl suppliers and intermediaries.
In the mature stage, intermediaries can have dea#femnative choices and they
might not perform the aggregation function as vesllbefore. Hence, interviewees
mention that they utilize the internet channel tpmort the weakness of their
intermediaries. It is because the internet charrad no space limitation that
suppliers can launch all their product lines onliée function of aggregation is
shifting slightly to the online channel (Table 6.B)evertheless, the internet channel
is still defined as a supporting sales channeleagstof the main sales channel.
Interviewees mention that they have a conservaditteude toward the internet
channel. For them, the internet is one of many abnthat they have to manage.
They do not want to compete with their intermedisiriirectly because at this time
they remain depending on the traditional channglexdorm the function of product

flow and providing post-sales service.
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Table 6.5: Functional analysis — as a complemersalgs channel

Channel
functions

Statements

Respondents

Capability of
channel
function
performance

Product flow

As mentioned in section 6.2.2.3, manag

agree that they still rely on intermediarie
to perform this channel function.

M 10,13,14, and
515; P1; E1

A

Information
provision

It corresponds to the statement in
section6.3.1.1. The internet channel is
good at information flow. Precise
information can be published on the
website. Meanwhile, firms can receive
customer information quickly.

M7, 8, 9, 10, 11,
12,13, 14 and 15

©

Aggregation

The internet channel has no limitafmn

space. Firms can launch all their product

lines online and provide a broader
assortment than their intermediaries.
However, this broader assortment still
focuses on one particular category such
as Dram module.Intermediaries can
provide a product assortment across
different areas such as hard drivers,
software, mouse, and printers.

M10,14, and 15

Promotion

Compared with intermediaries, customer$19 ,10,11,and 15

are easier attracted by online promotion.

However, some managers mention that the

internet channel cannot offer the feeling

“touch and experience” to end customers.

of

Risk taking

By developing the internet channel,

manufacturers have to carry inventory and

provide post-sales service by themselve
However, in this section, interviewees
mention that the internet channel can he
to reduce the inventory of less popular a
slow selling products.

M11

.

D.

p
nd

OIN

©: Unique contribution of channel function
(O:Capable of performance of channel function
/\: unsuitable or uneconomical of channel function

6.3.3 As a main sales channel

6.3.3.1 A new substitute distribution channel

Geyskens et al (2002) offer a proposition that gbéential of an internet channel

addition is positively related to product-demanawvgh. It is because different

channels, direct and indirect sales channels, banesthe growing market at the
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same time. However, in this research, managers icolipany (M16, 17, 18, and 19)
claim another possible explanation for firms to &k internet channel. Even in a
declining market, firms would attempt to adopt thelti-channel system and the

importance of the internet channel is regardedIliigh

“Our channel structure is really modified by additige internet channel
and the sales amount that the internet channelrimries in the B2C
market is high. For example, in the scanner mariet, virtual channel
contributes almost twenty percent of total salesrddver, for the digital
display, the virtual channel contributes the entgales amount*
Interviewee M16

Interviewee (M18) states that without the intercleannel their firm is highly likely

to become a pure OEM company.

“We are not the only firm in the scanner marketféme the recession
problem. We were number one in this area and ewertheé world.
Nevertheless, we cannot stop the change of teaymols you can see,
some of our competitors modify their main produes or turn into a pure
OEM company. Some are even worse; they disappeaveit—
Interviewee M18.

As a result, interviewee (M17) states that findiagnew substitute distribution

channel is an inevitable challenge for them. THeg have tried other kinds of direct
or virtual channels such as mail catalogue or Tépping. Nevertheless, the result is
not satisfactory. According to interviewee (M18)etmail catalogue has almost
disappeared because of the emergence of e-commBesdes, although TV

shopping can be useful to create broad awareresgxpenditure is high. Moreover,
within a very limited time period on TV, it is difult to give a detailed and correct

introduction to products, according to interviewWsE.6).

“For example, the producer of the TV program migiut want you to
explain the difference between PDP and LCD TVyaill need to do is to
say that LCD is better than PDP, if you are goiogsell LCD TV today.
Actually, there is a difference and neither is éetDifferent products are
suitable for different situations and purposes. @én publish all the
information online and it is not difficult to undtand. Nevertheless, with
the time limitation on TV, a clear image cannot transferred to
consumers:--Interviewee M16
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Interviewee (M17) explains that this might be amotheason to explain why the
return rate is high for TV shopping. Hence, thegcdver that the internet channel
might be the most suitable virtual channel for theema also the acceptable channel

for end customers.

“The reason is not complicated. More and more custsnare getting
used to the internet channel. We believe this treildincrease steadily,
especially for standard products. Meanwhile, we cantrol our website
fully, such as to design promotion activities arfterodetailed product
information. All our product lines, including higow-end scanners and
the digital display can be launched online with sjace limitation.™—
Interviewee M17

“We have more flexibility to do online promotioadause we do not need

to share the margin with intermediaries. Time pérend discount rate

can be controlled ourselves. However, one majorblerm is still the

product delivery. For some large items such astdigiVv, we can deliver

ourselves. For some small items, we have to relpuside third party

such as DHL to do the delivery service. It erodeme margins. -

Interviewee M16
Nevertheless, a major problem of the developmentth# internet and the
modification of the original channel structure isaanel conflict. This statement is
confirmed by interviewees (M16) and they encountnplaints and dissatisfactions
from the intermediary. However, interviewee (M1€tss that they do not push the
trigger and the problem is coming from the modiima of the whole environment.

Managers continue to communicate with their intafiauees in this point.

6.3.3.2 Functional analysis—as a main sales channel

In this section, the internet channel is consideasda main sales channel. As
mentioned in section 6.2.3.2, more and more chapadhers are not willing to

include the low-end scanner in their product mix.drder to stay in business,
interviewees state that they have already trie@érséwther channels. They discover
that the internet channel might be the most swetaifiannel for them and end
customers. The function of information provisiomdae undertaken well by the
internet channel. Customers can obtain completanmdtion online and place order
and payment easily. Meanwhile, one advantage ®witiual channel is that it has
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no space and time limitation. This statement cpoeds to the opinions in section

6.3.2.1. Interviewees note that they can offer aemammmplete product assortment

than their channel partners in the scanner catedgamthermore, without sharing

margins with intermediaries, respondents menticat they are more flexible to

design their promotion activities. Now, the intdrobannel contributes a solid sales

amount, although manufacturers have to carry thkentory and provide post-sales

service themselves.

Table 6.6: Functional analysis — as a main salesro#l

Channel Statements Respondents| Capability of
functions channel
function
performance
Product flow Product flow is still a main probleor the M16 YAN
internet channel. Interviewee notes that they
have to cooperate with outside companies|to
solve this problem.
Information Detailed product information can be M16,17,18, ©
provision published on the website. and 19
Aggregation As mentioned in 6.2.3.2, more and more | M16and 17 | O
channel partners will not include the low-end
scanner in their product mix. Through the
internet channel, a complete product
assortment of the scanner and digital display
can be launched online.
Promotion Online promotion can be more flexible. M16 O
However, managers still say that it is
necessary to maintain a minimum level of
relationship with the chain store. The
physical store is considered as an exhibition
space.
Risk taking Manufacturers have to undertake inugnto| M 16 OIN
and provide post-sale service by themselves.
However, in the decline stage, the virtual
channel contributes a solid sales amount. |t
seems to solve partly the problem of holding

inventory.

©: Unique contribution of channel function
(O:Capable of performance of channel function
/\: unsuitable or uneconomical of channel function
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6.3.4 Summary of the role of the internet channel

In this research, the role of the internet chamael be classified into three different
types: as an assistive marketing channel, as aleomeptary channel, and as a main
sales channel. Table 6.7 is a summary table fonredigunctions undertaken by the
physical and virtual channels in this researchh@ligh in each firm, the virtual
channel can take online orders and receive paymé&oi® customers, the
expectations in different firms for the internetanohel are different. This finding is
different compared with previous literature (i.¢ar@ifield 2002 a b) and contributes

to an extension in knowledge of the multi-chaniystam.

When the role of the internet channel is considaedn assisting marketing channel,
the main expectation for the virtual channel is uodertake the function of
information provision. It means that the virtuabohel is defined as an information
provider and receiver. It is because in the grostlge, managers state that several
channel functions such as promotion are more deitad be undertaken by
intermediaries. To maintain the relationship wittermediaries is a more economical
choice for them. Furthermore, in the maturity stagespondents state that the
internet channel is utilized as a complementarynobhto support the weakness of
the intermediary. The internet channel can shamesohannel functions with the
intermediary, especially when the intermediariege anwilling or suitable to
undertake them such as assortment. Nevertheldssyigwees in this study agree
that the sales amount from the virtual channelnbkaly to exceed the physical
channel. For them, the internet channel is only @h@any channels that they have

to manage.

In this study, when the product is in the declinegs of the product life cycle,
managers mention that in their firm, the interrffermel is regarded as a main sales
channel. Several channel functions now are undemtdky the internet channel
except the function of product flow. Respondentgertbat with low margins, it is
difficult to attract and negotiate with traditionahannel partners. They have tried

several direct channels while they consider theri@t channel is suitable not only
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for suppliers but also for customers. Several cBhfunctions have shifted from the
traditional channel to the virtual channel. Howewke problem of channel conflict

emerges.

Table 6.7: A summary table for channel functionsied by the physical and virtual
channel

Product life cycle Growth Maturity Decline

Channel Physical | Virtual Physical | Virtual | Physical | Virtual
functions/channel

types

Product flow © YAN © YAN © AN
Information O © O © O ©
provision

Aggregation © O O O A O
Promotion © A O O A O
Risk taking © A O OIN A OIN

©: Unique contribution of channel function
(O:Capable of performance of channel function
/\: unsuitable or uneconomical of channel function

6.4 Chapter Summary

The design pattern of the multi-channel structuoenlgining online and offline
channels has been seldom discussed (Kiang et 8).28@infield et al (2002 a b), in
their empirical research, offer a pattern—the sgiséic multi-channel structure
(Figure 2.4). They assume that the online andn&flthannel can achieve a highly
integrated level. However, Steinfield et al (200B)another research, claim that the
synergistic multi-channel structure is uncommonsétdloom (2007) argues that a
seamless channel structure is still more the eiaephan the rule. In this research,
the synergistic multi-channel structure suggeste®teinfield et al (2002 a b) is not
found. This result corresponds with previous enoplrresearch (Steinfield et al 2005;
Hughes 2006). It seems that these two channelseoahd offline are not easy to
integrate with each other in this context. Moreowethis study, product life cycle is

a factor that appears to influence firms to desigair channel structure.

One finding in this research is that when firms iardifferent stages of the product
life cycle, they will design their multi-channelstture into different patterns (Table
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6.8). When firms are in the growth stage, the ofltheir intermediaries is important
(intermediation) because intermediaries are morgalda to undertake several
channel functions such as promotion and risk talkitence, in the growth stage, the
internet channel is considered as an assistive etiagk channel and the main
function is to receive and provide information. WiHems are in the maturity stage
of the product life cycle, in this study, the imtet channel is considered as a
complementary channel because intermediaries illnengtortant but some functions
are shifting (reintermediation). The traditionalachel still undertakes the main
channel functions such as product flow and proggost-sales service. In an article
discussing the design of online and offline chasnéorter (2001) suggests a
strategy to use the internet as a complement tdérélational channel. This research
supports this viewpoint. In the decline stagehd product life cycle, the role of
each channel seems to be different compared wikiqus stages. It seems that
several channel functions shift from the traditioolaannel to the internet channel
because the intermediary gradually ends the ralship with the manufacturer. In
this stage, the internet channel is consideredmasgia sales channel. A phenomenon,
disintermediation, emerges with this strategy pdsine the intermediary instead of

the manufacturer.
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Table 6.8: A summary table for chapter 6

The role of the Conceptualization The importance | Product life
traditional channel of the channel cycle
Intermediation Intermediaries play a Relatively high Growth
dominant role.
Reintermediation Intermediaries are still Moderate Maturity
important but some channel
functions are shifting.
Disintermediation The intermediary ends the | Relatively low Decline
relationship with the
manufacturer gradually.
The role of the
internet channel
As an assistive The internet channel is Relatively low Growth
marketing channel considered as an information
provider and receiver.
As a complementary | The internet channel can Moderate Maturity
sales channel contribute more than an
information provider and it
helps the manufacturer to
support the deficiency of the
intermediary
As a main sales The internet channel acts as| &elatively high Decline

channel

new substitute distribution
channel and contributes a

substantial sales amount.
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Chapter 7

How can channel conflict arising from the developmeof the

internet channel be minimized?

7.1 Introduction

In quasi-experiment research, Brown and Fern (1&8)tion that conflict episodes

in a single structure appear to be self-containkidevthose in dual channel structures
seem to be ongoing. They suggest that differenflicomanagement mechanisms
are required for single and dual channel strucsystems. In the internet era, Webb
and Lambe (2007) claim that channel conflict argl sburces would be more
complex after the development of the internet ckanbecause, for many

intermediaries, they feel that they are bypassethbly suppliers. As Tamilia et al

(2002) note, intertype channel conflict emerges.

The objective of this chapter is to explore therses and the resolution methods for
channel conflict arising from the development oé tinternet channel. Since this
research focuses on the conflict that arises frben development of the internet
channel, the sources of channel conflict in a ruallannel system with the
development of the internet channel are relevastEashberg and Michie (1994:77)
suggest, “Logically, to understand and manage ttemel conflict, we must first
identify conflict determinants and sources”. Henttee aim for this chapter is to
explore the sources of conflict in the multiple ©hal structure and then the
approaches which manufacturers have attemptedettougsolve conflict. There are
four main sections in this chapter. After the iduotion section, four channel
conflict sources: goal incongruity, domain dissareggnperceptual differences, and
inefficient communication are discussed in def@adnsequently, in this research, six
conflict resolution styles: communication, diffetiation, avoidance, accommaodation,
compromise/collaboration, and competition are idiet through interviews. Finally,

there is a brief chapter summary.
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7.2 Sources of channel conflict due to the develamnof the internet

channel

In this research, there are four main sources ahwél conflict: goal incongruity,
domain dissonance, perceptual difference, and dogfe communication. These

have been identified through the interviews.

7.2.1 Goal incongruity

The higher the level of goal incompatibility, thiglrer the likelihood that this will be
a source of channel conflict. It is because incdibpdy tends to promote
incongruent decisions (Eliashberg and Michie 19@gal incompatibility among
channels exists when the objects of all channelitmes cannot be achieved
concurrently. Goal incompatibility can take thenfoof conflicting objects among
channel coalitions related to growth rates, revenpeofits, and market share (Webb
and Hogan 2002).

A. Before the development of the internet channel

In the interviews, some interviewees agreed thatl gacongruity is a source of
conflict between them and their channel partnerd #ms kind of disagreement
already exists before the development of the ietechannel. Managers (M7; M 8)
offer an example and they note that as a supghey would like to boost the
production capacity as much as they can in ordesréate profitability and sales
growth. This philosophy often translates into agragsive effort to build sales. The
manufacturer will often suggest the intermediaryiricrease the order volume and
therefore the manufacturer could reduce their omuentory level and transfer the
burden to other channel partners. However, the fgvamany intermediaries is to
maintain the current customers. The product brena jparticular manufacturer for
them may be just one of many brands sold. Theypfiea satisfied with the existing
level of business and prefer a gradual expansiobrief, it seems that the business
goal for suppliers is to maintain profitability amdost sales growth while, on the
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other hand, the business goal for intermediariesoisincrease their product

assortment to serve the end customer and achgkdiviersification.

B. After the development of the internet channel

After the development of the internet channel, basiness goal for suppliers and
intermediaries is more diverse and the tension étwchannel partners also
increases. For example, in Mi Company, intervie\{ld&6) notes that the goal for
them to develop the internet channel is to increlhsesales for the low-end scanner.
As mentioned in the previous chapter, the intectennel for Mi Company is
regarded as a main sales channel. They actuallyeuthis channel to bypass the
intermediary and the business goal for them is &ximize their own profit and
revenue. Under this philosophy, their goal is deotiig with the goal of their

intermediaries, according to another interviewed& {\in Mi Company.

“Indeed, | agree that we are very likely to be ddesed as a direct
competitor by the intermediary. We sometimes willsdme aggressive
online promotion in order to attract customers. @ndhis circumstance,
the business objective between our firm and thenmblapartner is in
conflict. Each side sells the same product, the-do scanner, to end
customers and both of us desire to create our owafitgbility.” ---
Interviewee M17

For other firms, to develop the internet channeln@® to compete with their

intermediaries directly but it still results in artain level of tension between channel
partners. As mentioned in the previous chaptersémne firms, the objective of the
online channel is not to compete with their chanpeitners but to resolve some
retailer management issue such as setting a recodedeprice. Nevertheless,

interviewee (M12) notes that they have receivedfferdnt opinion from some of
their channel partners.

“One of our expectations of the online channebisét a reasonable retail
price for everyone in order to avoid a price wardareate a fair
regulation. However, for some intermediaries, eggcthe privately own
store, they feel this strategy limits them in aithag customers. As |
mentioned before, in order to compete with the rchaistem store, the
privately owned store will set an abnormal price dtiract customers.
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Nevertheless, we are not pleased to see this ®itudtecause it might
cause confusion between channel partriertnterviewee M12

The purpose of the online channel in some firmshinlge to collect information

directly from the end customer. The function ofioal shopping is considered as
providing an extra convenient service to the enstamer. However, this goal, to
contact the end customer directly and offer anaestnopping service, might be
conflicting with their intermediaries about theussof customer control, according to

interviewees (M 14 and 15).

“One objective of an intermediary is customer rei@m and by
maintaining customers they can generate revenueuld say there is a
balance between suppliers and intermediaries. Wkentlae product and
they contact the end customers. Everyone has a algective to achieve.
Nevertheless, they might feel the internet chartmedks the balance.
Although our objective is to contact the end custotirectly and online
shopping is an extra service, indeed, this aimroiots the intermediary to
achieve customer retentida-Interviewee M14

“In the beginning stage, the intermediaries hopattbur firm only utilizes
the website to launch some simple information about company
background or product detail instead of selling guots to the end
customer directly. Perhaps the image of Dell anda2om is too strong
and aggressive to everyone. They feel that theydaose the control of
customer, if our website provides the shoppingtfancit means that they
desire and insist on being the starting point o tilationship with the
customers.~—Interviewee M15.

In short, goal incongruity (Table 7.1) seems to &aource of tension between
channel partners. When firms desire to developiniernet channel, they would
carry several new business goals, and these gadglg tme incompatible with the

goals of intermediaries.
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Table 7.1: The summary table of goal incongruity

The issue of Goal Statements Respondents
incongruity
To boost inventory/ risk Suppliers would suggest the intermediary | M7 and 8
diversification pefore the increases the order volume while
development of the internet | intermediaries prefer to cooperate with
channel several suppliers in order to provide a richer
assortment.
To create sales Each side, suppliers and inteamesd] M16 and 17

desire to create their own sales revenue.

To setting a recommended | Suppliers desire to set a recommended pricé12
price/ to attract customers | in the market while intermediaries consider,
that this activity will limit them to attract

customers.
To collect customer Suppliers want to collect information directlyM14 and M15
information/ to conduct from the end customer. However,
customer retention intermediaries consider that their ability to

conduct customer retention is influenced by
the development of the internet channel.

7.2.2 Domain dissonance

Domain in the marketing channel refers to a chameghber’s claims in terms of: (1)
range of products, (2) population served, and €Yyises or functions performed
(Rosenberg and Stern 1971; Magrath and Hardy 19@&8n and El-Ansary 1992).

A. The modification of channel character

Based on conversations with interviewees, seveagagers agree that the overlap of
domain is a serious issue for them because for ofostem, this is a new type of
conflict that they encounter. In the previous cl@mmystem (single channel structure),
they might encounter goal incongruity while corflibat is sourced by domain
dissonance is seldom encountered. A possible raadbat the definition of role for
each channel member is defined quite clearly (leigul). As mentioned above by

respondent (M14), each side has a clear busingsstivk to achieve.

“We focus on producing products and improving thealgy. The
traditional channel partners put emphasis on sglliand maintaining
effective communication with the customers. Thenttary for each is
clear without doubt and argument:interviewee M14
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It seems that following these different objectivesmnufacturers and intermediaries
dominate their own different domains. For instanite manufacturer focuses on
production and the area of B2B. On the other h#malintermediary puts emphasis
on customer service and the area of B2C. Nevedbehls mentioned in a previous
chapter, with the development of the internet clehmrmanufacturers can construct a
bidirectional relationship with the end customei$e definition of roles for

suppliers and intermediaries under this circums&asoague. From the perspective
of the intermediary, suppliers are also competittmsother words, manufacturers
carry out the function of retailing that previousisas the exclusive domain of the

intermediary.

“Before the development of the internet channelnoain customer is the
intermediary. We seldom contact the end custonrectty. It means that
we merely put emphasis on the area of B2B and tlumdary issue is
definitely clear (Figure 7.1) for everyone. Neveldss, with the online
channel, we can reach the area of B2C (Figure @rg) provide a broader
range of product line. Of course, our intermediari@ill have negative
opinions™--- Interviewee M8

“Everyone now can sell online easily no matter hey are suppliers,
intermediaries, or individual persons. For the imediary, they will not

be pleased to see this situation because if we apeamline shop, it is just
like we open another retail store in the same streelnterviewee M18

Figure7.1: The domain before the development ofritexnet channel

B2B:the B2C:the

domain of domain of
suppliers intermediaries
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Figure 7.2: The domain after the development ofinternet channel

B2C: the
domain of the The
internet overlap

chanel domair

B2B:the
domain of B2C:the
suppliers domain of
Intermedian
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B. Unpredictable customer flow

Manager (M12) mentions that the internet empowsesbuyers to choose their ideal
suppliers. Before the prevalence of e-commerce dfder of supply chain is
manufacturers, intermediaries, and then custonitasshard for the end customers to
contact manufacturers directly. The territory idimked clearly. However, with the
internet, customers can ignore this sequence aikeé araorder to the upper channel
player. This is also a reason that suppliers winglcconsidered as a threat to their

intermediaries.

“Although we also have other direct sales storesrbehe development
of the internet, intermediaries can tolerate it ese the number of stores
is few. We would not be considered as a rival atantake the same tasks.
But after developing the internet channel, the gaphical limitation is
broken. Opening times and locations for storesrexeimportant anymore.
People can find the virtual store easily with feieks and we become a
direct threat” ---Interview M12

Interviewee (M17) also agrees that the flow of castrs is hard to be predicted. It
means consumers may not be fixed in one partichiannel. They cannot regulate or

force end customers to utilize any particular clehnwhen they do the shopping

behaviour.

“One special characteristic for online shopping igpredictability. You
can not predict who will come and when will theynebs--Interviewee
M17
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Although manager (M1) claims confidently that ineithcompany the customer
segments for the virtual and physical channel ae# defined some interviewees
mention an opposite view. Manager (M1) believeg tustomers who shop online
are some sort of technology gurus and power usetsia general, this number is
few. It means that the sales for intermediary waubd be influenced dramatically.
Most people who desire to purchase wireless equipmeuld still go to retail stores.
Nevertheless, for some firms with standard prodaath as MP3 or Flash memory
or even digital displayers, respondents do not heweh an optimal attitude as
suggested by respondent (M1). The customer segfoetihe physical and virtual

channel is often vague. As mentioned in sectiol2&3when the product is in the
growth or the decline stage of the product lifeleycustomers usually are more
familiar with the product characteristics and atites. Hence, the willingness to
shop online for a familiar product is higher tham anfamiliar product. In this

situation, conflict is highly possible because shene population is served.

“For some young people, they mention that it isdierent for them to
purchase a notebook online or offline because #reyfamiliar with this
product and know how to operate K- Interviewee 14

“A large number of people purchase books or DVDmmf Amazon
because they know there is no difference for tleesidp online or go to a
physical shop. In the IT industry, the situatiorthe same. If the product
requires limited staff assistance, the possibilitypeople shopping online
is high."—Interview M 17.
In brief (Table 7.2), when manufacturers develog ititernet channel, the overlap
domain really results in conflict between channednmbers. It is because of the
modification of role of manufacturers and unprealt¢ customer flow that tension

between channel partners is hard to avoid.
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Table 7.2: The summary table of domain dissonance

The issue of Statements Respondents
domain dissonance

Function performed There is an overlap betweeménormed functions. | M8, 14, and 18
With the assistance of the internet channel,
manufacturers now can conduct the retailing service

Population served Manufacturers cannot controfithve of the customers| M1, 12, 14 and
Meanwhile, when people are more familiar with a 17
product, the possibility for them to shop onlindaigh.

Range of selling This point is not discussed in this section. Nehaldss,
product as mentioned in chapter 6, for some firms, thelinen
product line is the same as their intermediary. For
example, Mi Company launches all their series of
scanner online.

7.2.3 Perceptual difference

Channel members will usually perceive the marketewgity different because they
are in a different position and channel level (Mslgrand Hardy 1988; Stern et al
1996).Perception refers to the way that a channember interprets outside
environmental stimuli and information. Although tlsame information can be
received, it is quite common for channel memberdifégrent channel levels to have
different interpretations (Rosenbloom 2004). Insthesearch, conflict seems to
emerge not only from outside the firm but also frimside the organization. It seems
that perceptual differences occur among comparify $tae discussion in this section
is based on the interviews in Mi Company.

Although, in theory, people in the same organizatmuld be working toward the
same business goal, they could still have diffeegceptions of reality. This is a
particular phenomenon that is expressed by inteege(M16) who states that when
their top management distributes this assignmentttiem to develop the new

distribution channel, sales people in their firnvdna quite opposite attitude.

“Even for me, | would feel that to develop the wait channel is an extra
burden because to be honest, | do not have highotjpon for the new
channel. Four or five years ago, e-commerce wak istiits initial

development stage and no one can guarantee whetlsomers would
accept this new type of channel or not. For exampidine transaction
fraud and revealing personal information are commoiiaiwan and until
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now a large number of customers still have a hasitdtitude toward e-
commerce. It seems that no one can give a cleadigiren to e-
commerce.™ Interviewee M16
Although people in Mi Company share the same bgsimgpal: to increase the
maximum sales amount and profit, people in differewels and positions have
different perceptions about the development ofititiernet channel. According to
interviewees (M 16 and 17), staff in the front lineve to consider some technical
issues such as website design, boosting onlines saigount, and moreover, to

contact the intermediary.

“Our sales people state that if the internet chdneealeveloped, it would
be very difficult for them to negotiate with thetemmediary and
meanwhile, the channel relationship is hard to rte&im” — Interviewee
M16

“Actually, the burden for sales people is heavyey'thave to explain the
company strategy (online channel) to the intermgdend handle some
negative and emotional opinions. Meanwhile, thdl/lstve to achieve a
sales target every month. It is not surprising ttregy will complairi---
Interviewee M17

It is because, in Mi Company, the internet chansaltilized as a tool to compete
with their intermediaries directly. All of these aertain challenges (from customers
and intermediaries) make the front line staff, esly the sales people, have
different perceptions about adding a new channehpawed with their senior

managers (Figure 7.3).

“People in different positions will have differenideology and
considerations. The consideration for senior mamage how to keep the
firm operating. However, for the front line salesople, their concern is
how to negotiate with the intermediary. Upper masragnt does not focus
much on conflict while sales people have to face itermediary
everyday—Interview M16
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Figure 7.3: The different perceptions about theettggment of the internet channel
in Mi Company

The perception
from top
management about
the development of
the internet chanel

The perception
from sales people
aboutthe
development of the
internet channel

7.2.4 Ineffectivecommunication

Communication can be defined as the formal as wsllinformal sharing of

meaningful and timely information between channehtbers (Anderson and Narus
1990). Mohr and Nevin (1990) describe communicatioohannels as the glue that
holds together a channel of distribution. It is dgse efficient communication can
provide the basis for sending and receiving infdrommamong the channel members
and between the channel and its environment. Rtsemi(2004) also mentions that
an efficient flow of information is fundamental fan efficient movement of products
or services through the channel. However, in tlea af marketing channels, very
little literature discusses (except Etgar (1979 ttorrelation between channel

conflict and communication.

During the interviews, no respondents mention they have invited their
intermediaries to join the online channel developth@ocess and the information
about the innovation (online channel) adaptationas passed to the lower channel
level. It means that suppliers do not attempt tonmmoinicate with their outside
channel partners, when they redesign their chastmatture and this new added
channel might have a certain level of impact onahginal channel structure.
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A. From the perspective of the manufacturer

Interviewees (M4 and M10) explain that they do fexl their channel partners,

regardless of whether they are the privately owedes or chain stores, would be

interested in information about the developmenthef online channel. From their

previous experience, they assume that the inteanediould pay more attention to

the information about product price, margin anaadists, and return privilege.

“Everyone is doing business whether they are sorallig intermediaries.
The most common issue and point of argument betweppliers and
traditional intermediaries is how much margin wdlwifer to them and
their competitors. "--Interviewee M4

“In - my opinion, the most common topic between matutxs and
intermediaries is price and related issues. Forragke, for the chain store,
they can take a large inventory volume while thisp ask for a higher
discount. It means they want a cheaper price. Rergrivately owed store,
they might not ask for the discount as usual asHtan store but they will
ask to return some over-season product. About tHaarmel design issue
that you ask, unfortunately, it seems seldom tceappn the table’--
Interviewee M10

In addition, respondent (M14) notes that for somadf,sespecially the sales people,

the communication with channel members is merelgity “routine”.

“Every day we would contact with our channel parsnby phone, e-mail,
or even MSN. However, it is pretty common that dustact gradually
becomes less meaningful. It is quite common for sales people to
contact intermediaries simply for specific transacs and contact usually
drifts away after the termination of each transanti The information
sharing and meaningful interaction between charpesitners becomes
less and les’.— Interviewee M14

Respondent (M14) expresses a view that the developraf a new electronic

channel is not a big issue in the IT industry. A&, the significant achievement of

Dell has been discussed for more than ten yeaey absume everybody knows and

can understand this behaviour.
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B. From the perspective of the intermediary (as perceed by manufacturers)

However, some interviewees (M4, 10, and 13) mentibat some of their
intermediaries have complained about this arbitraéghaviour (new channel
development). Some intermediaries feel that theg aot respected by the
manufacturers. The quotations from managers (MO4add M13) give a detailed

explanation.

“They thought we will cooperate with online platits instead of

developing our own online shop. Just like we asstimeg will not be

interested in this information. Everyone is basadaesumptions to predict
other channel partners’ behaviours. Hence, somé&eim complain. We
have to explain that our online channel is desigreed an assistive
marketing channel and will not hurt them--Interviewee M4

“In the beginning, our sales people did not bearnmnd the need to
explain this strategy (new channel developmentthi® intermediary.
Nevertheless, some staff report that we underesgintiee dissatisfaction
and negative reactions from the intermediaries. nkrtheir perspective,
they share so many risks and burdens such as ¢tashihventory, and
post-purchase services for us. However, withoutsaliimg with them in
advance, they thought they have been isolated foilteodecision-making
process on programs that directly affect their bess” — Interviewee
M10

“Indeed, some intermediaries complain. They mentibat they can

understand why we develop the internet channel. édew they thought

although everyone conducts the same behaviour, dmuerdary issues

such as online price and product line are still vagand need be discussed

with each other. All these issues are requiredegadlscussed and defined

clearly between channel members in order to avoithegessary

confusions and arguments. They feel we intendep &# information and

take advantage of it. What can | say?Interviewee M13
Webb (2002) offers a similar proposition. “Insteafdintroducing the new internet
channel under a veil of secrecy, suppliers shakd the time to clearly explain their
e-commerce strategy in advance. Resellers needderstand what segments are
being targeted, and how the supplier’s online &faan help them rather than hurt
them. Failure to communicate these points will keisuan atmosphere that is ripe for
channel conflict” (Webb 2002:100). In this researthe empirical support is

presented.
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In conclusion, ineffective communication (Table )7.Bheans that necessary
information in channel members cannot flow smootMisunderstanding could be
caused, when other channel members feel they a@ed and do not receive

information to which they feel deserved.

Table 7.3: The summary of ineffective communication

The issue of Statements Respondents
Ineffective communication

From the perspective of thel Manufacturers assume that the M 4, 10 and M14
manufacturer intermediary would pay more

attention to the information about
product price, margin and discounts,
and return privilege. Furthermore,
sometimes the communication

between suppliers and intermediaries
becomes ‘routine’ work.

From the perspective of the Intermediaries complain about this | M 4, 10 and M13
intermediaryas perceived | arbitrary behaviour (new channel

by manufacturers) development). Some intermediaries
feel that they are not respected by the
manufacturers. Meanwhile, some
boundary issues should be negotiated
between suppliers and intermediariLs.

7.2.5 Findings and Summary

In this research, channel conflict arising from ttevelopment of the internet
channel can be classified into four categoriesi gaangruity, domain dissonance,
perceptual differences, and inefficient communamati(Table 7.4). Inefficient
communication has seldom been discussed as a sofirohannel conflict in
previous literature. In this research, it mightdoasidered as an additional source of

channel conflict and some empirical evidence ivioied.

Firms at different channel levels would have déf@rbusiness goals or philosophies
and it is hard to coordinate within each party. fElfiere, conflict happens usually and
this has been mentioned in previous articles. is tbésearch, when manufacturers
develop the electronic channel, some managers ometitat their goal is to build a

connection with end customers. However, interméehaoften feel their business
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philosophy, customer control, has been disturbd&arthermore, some intermediaries

believe that the setting of online prices might @de them to attract customers.

Several interviewees mention that domain dissonarmdd be a serious source of
channel conflict, when the internet channel is tigwed. It is because manufacturers
now are undertaking the same function (retailing) austomer segmentation is often
vague. Therefore, conflict between channel partrser®t easily resolved. Different
interpretation and perception is also a sourcenahnel conflict. Interviewees in Mi
Company confirmed that even in the same businegmnation, people in different
positions will have different interpretations of ethoutside stimuli and the
development of the online channel. Furthermore, esanterviewees state that
intermediaries would complain about the lack ofassary information, especially

information which directly affects their business.
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Table 7.4: Sources of channel conflict in this aesk

Conceptualization— Brief Summary Respondents
sources of channel

conflict

Goal Incongruity After developing the internet channel, the | M7,8,10,14,1

business goal for suppliers and intermediafiésl6 and 17
--To boost inventory/ risk | is more diverse and the tension between
diversification channel partners is also increased.

-- To create sales

-- To set a recommended
price/ to attract customers

-- To collect customer
information/ to retain
customer

Domain Dissonance After the development of the internet M1,8,12,13,1
channel, suppliers and intermediaries are | 4,17, and 18
-- Function performed competing for the same customer and selling

the same product because the manufacturer
-- Population served now can undertake the retailing function
through the internet.

—

-- Range of selling produg

Perceptual Difference Even in the same firm, people in different | M 16 and 17
positions will have different interpretations to

-- the different the development of the internet channel.

interpretation of outside

stimuli

Ineffective Suppliers do not communicate with their | M 4, 10, 13,

Communication intermediaries about the development of theand 14

internet channel. On the other hand,
--From the perspective of| intermediaries complain that they do not
the manufacturer receive the necessary information.

--From the perspective of
the intermediary(as
perceived by
manufacturers)

7.3 Approaches to resolving channel conflict

One of the main objectives in this chapter is tplese how firms resolve channel
conflict following the development of the internehannel. As Hunt (1995:420)
claimed, “Properly managed conflict increases ttubability that conflict aftermath
will be positive, and therefore, the conflict wilké viewed as functional. On the other

hand, poorly managed conflict will result in negaty perceived conflict aftermath
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and, therefore, conflict will more likely be viewad dysfunctional”. In the literature
review chapter, several conflict resolution methbdse been classified into four
categories which are avoidance, accommodation, cmmipe/collaboration, and
competition (Table 3.2). From the interviews, twdd#ional resolution styles,
communication and differentiation, have been suiggeby interviewees. Following
an order of communication, differentiation, avoidencompromise/ collaboration,

and competition more detailed discussions and tjootaare presented below.

7.3.1 Communication

“Most arguments that happen in channel members lsarsolved with
good communication, clear communication, and cadoests
communication. Continuing communication could be rtiost useful and
the only method to solve tensions between chanretnegys. If
communication is not working, other methods seetetoedundant”---
Interviewee E1
Based on interviews, one particular finding is tleammunication is helpful to
resolve not only external conflict but also intdroanflict. Following the taxonomy,
internal and external communication, detailed dismn and quotations from

managers are presented below.

7.3.1.1Internal communication

As mentioned in section 7.2.3, even in the sameinbss organization, top
management and staff have different perceptioniseoflevelopment of the electronic
channel. Employees, especially the front line splesple, are likely to resist this
new technology adoption. Moreover, different petaes easily result in negative
emotions and this harmful emotion is likely to saréhrough different subunits in a
firm. Moreover, destructive emotion is frequentlysaciated with channel conflict.
Under this circumstance, interviewees in Mi Compatate that what managers can
do is to communicate with staff more frequentlydemiss the uncooperative staff.
Of course, to dismiss people would be the lasoptaccording to respondent (M17).
They expect, through more formal and informal comioations, that the ideology
and goal in the mind of top level management carréeslated to lower levels,

196



according to interviewee (M16). More meetings andespntations across
departments are arranged. Managers would encopesgg#e to express the obstacle
that they face.

“No matter what kinds of dissatisfactions exist;mgmany policy still
needs to be conducted insistently. However, weral@e that staff have
to vent their dissatisfaction and upset emotionsoider to handle this
negative emotion, our CEO assigns a senior diretdaronduct a series of
communication programs*- Interviewee M16

“Mangers will attempt to talk to the front lineadt informally just like a
conversation between friends. Sales people can tlout their
dissatisfactions and the difficulty to negotiateéhathe intermediary. For
most of the sales people, they are worrying abbeir tbusiness targets
and we can understand this point. However, we ddsicreate a common
consensus across departments. Indeed, if we daewalop the internet
channel, the intermediary might not complain rigbtv. Nevertheless, it is
perhaps five or six years later that we have tegip the low-end scanner
totally. It is hard to say which one is bettef:Interviewee M17

By exchanging different concepts, senior managdemat to educate their staff
regarding why the development of the new channelesessary, as mentioned by
interviewee (M17) above. This kind of educationlveé performed by developing
written and unwritten rules expressing the valughef firm. For example, a senior
director is assigned to be in charge of the devetoy of the internet channel and the
CEO in Mi Company has written several e-mails tergvstaff to explain the e-
commerce policy. Meanwhile, interviewee (M16) keepmphasizing that people
who are in charge of internal conflict should havédigh level of authority. For
internal staff, people would follow this authorapd for external intermediaries, they

can perceive the determinations of the manufacturer

“The coordinator should have strong power and auityobecause it
represents the determination of top managemenbther words, he is a
symbol and icon. People who are internal can peeiearly about what
the company policy is. Usually, people would folltwis strategy and
accept the modification with no questions. On ttheeiohand, for external
intermediaries, they can also realize that we highltaluate this policy.>
-- Interviewee M16

Interviewees in Mi Company expect that the diveogebetween different levels can

be eliminated gradually and they attempt to formaamosphere inside the firm.
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Interviewee (M17) mentions a critical point thapdople inside the firm do not have
the same common consensus, it is hard to persusdentermediary why they
develop the internet channel.

“When the common consensus is achieved, our salgsgcan explain to
intermediaries that this policy has been discusssstiously and
consistently inside the firm. If our intention isnf and unchangeable,
complaints from intermediaries would decrease bseathey know that

7

nails are in the coffin.=-- Interviewee M17

In short, in this research, the method to resaiternal conflict seems to be simple
and straightforward. When internal channel conftieppens, the first activity that
managers take is to communicate with their empley&enior managers would
attempt to educate their staff and hope the vafuthe firm can be translated into

each individual.

7.3.1.2External communication

From interviews, the majority of managers expressingilar concept about their
initial strategy to resolve channel conflict. Saleesolution methods can be adopted
at the same time. Nevertheless, interviewees stat# when tensions or
disagreements happen in the channel system, gteHhwught through their mind is
that there should be some problems within the comeation system. For example,
as mentioned above, communicating with the interargdgradually becomes a
routine for sales people. The first task for mamage to inspect the whole

communication system carefully. Interviewee (M7eas an example.

“There is one significant difference between theéenmediary and
customer. The relationship with each individual tonser ends after a
transaction. Nevertheless, the relationship betwesmnufacturers and
intermediaries often takes a long time to establithmeans that the
established relationship might not be ended easityout a significant
reason. Sometimes tensions or dissatisfactions ftloen intermediary
might be a sign for us. They want us to pay maen#bn to the arguing
point and to communicate with theminterviewee M7

In this research, communication seems to be thd nmamon conflict resolution

method mentioned by interviewees. In order to arplaearly, the next few
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paragraphs follow an order of communication andhokaconflict, communication
and the product life cycle, and communication stide provide more detailed

explanation.

A. Communication and channel conflict

Why is communication useful to resolve channel kcir?f A possible explanation is
that most of conflict happens by mistake. Througdgdient communication, each
party has the chance to clarify their real intemsioMeanwhile, several interviewees
state that in a real business world, each chararéthgr has a common consensus to
restrain conflict in the early stage. In other wgrdach party would attempt to figure

out an agreement that is accepted by each othewrstructive communication.

Interviewee (M13) states that the majority of contél are sourced by mistake. For
example, after the development of the internet sahrthe intermediary mistakenly
believes that manufacturers intend to be a congpeliherefore, the efficient method
to eliminate the panic is to improve the qualitydagquantity of communication
process and make the message clearly expressed. example, according to
interviewee (M13), after the development of thesinet channel, they realized that
some intermediaries would be upset. Therefore, theuld ask their sales
representatives to visit their intermediaries mieguently instead of contacting by

phone or mails.

Through the face-to-face communication, sales meoah record the dissatisfaction
from the intermediary in detail and at the sameetiitiney attempt to explain the
company policy clearly. Every day sales people haverite a daily report to their
managers. This report contains opinions, feedbaek&l complaints from the
intermediary. If the dissatisfaction level from arficular intermediary is rising,
channel managers would visit this intermediary aliye Interviewee (M13) notes
that misunderstanding is inevitable in the chamakitionship regardless of whether
the internet channel is developed or not. Constrectommunication could help to
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avoid such an event happening again and lead tettarbunderstanding for each

party.

“Conflict between channel partners is not a big kddéne most important

thing is to learn how to communicate and negotiatgh the

intermediary™---Interviewee M13
Besides, respondent (M7) states that minor levélsoaoflict always exist in the
channel system. For example, before developmentthef internet channel,
intermediaries always criticize price, product dyalpromotion support, or even
delivery time. As Dwyer and Walker Jr (1981) mentitatent conflict would become
overt, when numerous mutual influence attempts raegle together by channel
partners. How do managers resolve this latent mbrtHat happens frequently? The
majority of interviewees claim that there is nogbenpanacea for all channel conflict.
What they can do is to communicate with their imediaries frequently. As
interviewee (M7) mentions, “see your clients evanyd Through this interaction,

the intentions from each side should be clarifieplieitly.

Although the development of the virtual channeldmees a new argument point and
probably increases conflict, the majority of respemts still believe that conflict can
be constrained by constructive communication. Whg #ey so confident?
Interviewee (M10) provides a possible explanatibisually, each channel party
realizes that in order to obtain the maximum prdditlong-term and harmonious
relationship within channel partners is necesdaig. because each member realizes
that the success of each firm would rely on thepeoation between channel partners
and moreover, this cooperation would lead to outenthat exceed what the firm can

achieve alone.

“Indeed, intermediaries complain about the interreétannel. However,
everybody also knows the best business model asetie a reciprocal
environment instead of fighting along. For exampfeanufacturers
require intermediaries to provide post purchasevesr. Intermediaries
rely on suppliers to provide some promotional suppbdence, the best
way to manage disagreement is that each partydsien and figures out a
proposal accepted by everyone-* Interviewee M10
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The over-reaction seems unlikely to be adopteditneesuppliers or intermediaries,
according to interviewee (M10) and a practicablethoe is depending on the
communication procedure to decide the boundaryeiskuerviewee (M12) offers a
similar statement and he insists that conflict wlobké constrained in the beginner

level and manifest conflict seldom occurs.

“What you mention about manifest conflict is ualik Of course, the
intermediaries can turn to support other suppliekgithout the
development of the internet channel. However, itlui@tson now is almost
everyone has the online channel. They might complaiit the
intermediary cannot stop this trend. To bargainhagiuppliers and take
some benefits is better than ending the relatignéhtInterviewee M12

As previous literature suggests, “ Rather thaovatig these conflicts to run their
course capriciously, however, adroit partner fimleselop mediating mechanisms to
defuse and settle their difference rapidly” (Anderand Narus 1990:56). Genuinely
destructive conflict is rarer than most scholarspase (Bucklin et al 1997). Even
though the internet channel could have a significampact on the traditional
distribution channel, a self-restraint method sastbilateral dialogue is more likely
to be adopted. It is because when each channelepargards the relationship as
valuable and worthwhile, channel partners are mdely to work out their
disagreements as early as possible by some amioadileods such as constructive
communication or concept exchange. An example edfdry manager (M14) could
explain this concept in more detail.

“Manifest conflict happens rarely. For example, aur firm, accounts
have been classified into several tiers. In a usialation, the first tier
accounts would keep complaining while businesdioglahip can still be
maintained. It is because our product line is papuh their stores. When
conflict happens, each party would attempt to discdisagreements and
figure out a proper solution because each partyemejs on the other.
Under this circumstance, several factors such asvipus relationship
(Guanxt?) would be considered in the communication procass the
relationship would not be broken easily. On theeotimand, if they are not

31 As mentioned in the literature review chapter,neted conflict can be classified into four episodes:
latent, perceived, felt, and manifest conflict.

%2 Guanxi could be defined as “to the existence of direatipalaristic ties between two or more
individuals” (Tsui and Farh 1997:60). Furthermor@uanxi is briefly translated as personal
connections on which an individual can draw to seeasource or advantage when doing business as
well as in the course of social life (Davies e1895).
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key accounts, the relationship would be stoppefowit any argument. It
is because our product line contributes small anicainsales and the
dependence between each other is lewlhterviewee M14

Although this example does not particularly focus aonflict within the multi-
channel system, it provides a basic principle abloonv managers handle the

partnership.

In short, respondents mention conflict would bestained in the early stage. It is
because each channel party recognizes that thessuof each firm depends in part
on the other firm. Therefore, to maintain a longrterelationship and create a
reciprocal environment is necessary. Thereforg, likely that each channel member
would initially adopt the amicable method, constie communication, to resolve

channel conflict.

B. Communication and the product life cycle

Webb and Lambe (2007) state that in the declingestd the product life cycle, the
extent of external channel conflict will be greatdran in previous stages
(introduction, growth, and maturity). It is not pusing that intermediaries would
attempt to maintain a long term relationship withnuafacturers, when firms carry a
product line in the growth or maturity stage beeaesch party can still obtain
enough margins. However, if a manufacturer camiggoduct in the decline stage,
the intermediary may not be so keen on maintainit@ng-term relationship because

of the limited margin.

Following this logic, manufacturers with produatstihe decline stage of the product
life cycle should adopt a quite different confligsolution method. Nevertheless,
interviewees from the firm (Mi Company) in the deel stage of the product life

cycle state that several methods would be adoptetihage the channel relationship

while the primary adopted method for them is $itild communication method.

“Of course, we still attempt to communicate withr oatermediaries.
Some of them have a good business relationship wgitfor more than
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fifteen years. We attempt to explain that the natibn of channel

structure is caused from the change of outsiderenwient. No one should

be blamed for this problem- Interviewee M17
As Hibbard et al (2001) mention, in marketing relaships, the intermediary is
more likely to be sympathetic, when the manufactudees not hold direct
responsibility for the destructive activity. Thevef, external factors sometimes
could enhance the relationship and increase thbapility of an intermediary’s
passive acceptance rather than disengagement fienmetationship. A quotation

from interviewee (M16) seems to explain clearly.

“Actually, the relationship between our channel ypears is better than our
original expectation. | cannot say that we are el@s before. However,
most of the intermediaries can understand and &ctiep modification.
Perhaps, they feel that venting and complainingasuseful. For example,
they have already found some alternative produnesdlito replace the low-
end scanner. Besides, the sales amount of therovs@nner in the retail
store is decreasing day by day. The clash for tt& sales amount is not
big, when we are starting to sell online:* Interviewee M16
In brief, although a firm with a product in the tiee stage of the product life cycle
would adopt several conflict resolution methodstre same time; constructive
communication is still their priority choice. Dugrthis time, intermediaries seem to
accept the explanation passively because theya®mtiat complaining is not useful.

Meanwhile, they would attempt to search other a#teve products.

C. Styles of communication

Since several respondents suggest that construativenunication is useful to ease
channel conflict, a consequent question emergesw H® this constructive

communication conducted? This section explainstyjles of communication.

Communication can be broadly classified into fornsdd informal and this
dichotomy has been widely used in previous rese@irenMohr and Nevin 1990).
Formal communication generally refers to commuicaflows that are planned,
structured, and routinized, such as formal meetijogs participation at conferences
or industry associations. Formal communication tm@yecorded. For example, there
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may be minutes of a meeting. On the other handynmdl communication is more
personalized and spontaneous and perhaps eversaegside the organization, such
as face-to-face contacts. In contrast to formal roomication, there is often no
official record of the interaction. Hence, informr@mmmunication is less overt and

more difficult to observe.

Mohr and Sohi (1995) suggest that formal commuigoacan contribute to a
dealer’s sense that information is complete. Funtioee, formal communication can
encourage the willingness of channel members taiaiand develop routines and
procedures for communication. However, in this gtuithterviewees express a
different attitude. When communicating, there ie@dency to adopt more informal
styles. For example, interviewee (M13) notes thatflect occurs randomly and
cannot be resolved by formal routine meetings ofer@nces alone. A more informal
response is necessary because that is flexibleganoo cope with the often

unplanned and unforeseen conflict.

“It does not mean that the formal communicationn® important or
useless. Nevertheless, communication with inte@mniedi should be
conducted every day because the outside environrsechh as material
price, a customer trend, or competitor strategycl@nging all the time.
Moreover, different channel partners under différemcumstances could
have different conflict issues:* Interviewee M13

The statement mentioned above by interviewee (Md.3upported by the majority
of managers in this research. For example, respdr{i#8) mentions that in general,
one manager is in charge of managing the virtualnobl and dealing with the
possible channel conflict. Under his/her supervisiseveral sales representatives
visit channel partners usually and conduct thetflime communication job in a face-

to-face interaction.

“The ideology might not be changed in a single nmgebr one-time
conversation. It takes a long time and severalrim@d visits. For example,
it takes a long time to persuade our channel padnat our online
channel is designed as a promotional tool. They mat get hurt by the
development of the online channel. Instead, theposure rate will
increase because we offer the information of inesfiaries online*--
Interviewee M3
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Moreover, respondent (M9) notes that communicatiwaugh unplanned forms may
be met with less resistance and it is a more daeitsthle in Chinese society. Manager
(M9) emphasizes that in Chinese society doing ®mssins more than signing a
contract. Instead, Guanxi is the most importaninel® to maintain a relationship
and keep business operating smoothly. Interview@8, 10 and 14) provide

examples about the effectiveness of Guanxi.

“It is quite necessary and important to build a goGuanxi with your

intermediaries. Sometimes, when intermediaries uatal the business
relationship, price may not be the only criteriondaprevious working

experience would be more important. For a recerangXe, the DRAM

production of Samsung is over capacity. The pricéhe DRAM chip in

the market decreased dramatically. In order to rteim the price,

Samsung asked a favour from Kingsfoiingston still purchases a high
amount of chips, when the demand from the markiewsWhy? | think

Guanxi plays an important role:*- Interviewee M9

“The relationship between suppliers and intermedsris not merely
determined by a contract. In my opinion, it is mooenplex than that. For
example, if an intermediary can carry a larger int&y but they always
haggle with the price or are unwilling to cooperatéth the promotional
activity, we might attempt to choose other partnesso carry lower
inventory but the cooperation level is high. On ttkeer hand, if we can
consistently offer technical or promotional supgotd the intermediary,
the intermediaries might not change suppliers gaglven some of our
products with higher price. Guanxi is an unspok@msensus between
channel partners and it takes a long time to essdblOnce intermediaries
trust the supplier, cooperation generally follows antermediaries
consider themselves less threatenedliiterviewee M10

“Sometime when a sales person cannot reach the pantbta, he will
call the intermediary who has good Guanxi with hifhe intermediary
might agree to increase the inventory volume asglai favour. However,
the favour is not free. The sales person has ta the intermediary
frequently and sometimes give some incentives asiehbetter margin or
rebate to the intermediary. It means a recipro@ationship is expected”
--Interviewee M14

It might be expected that if a manufacturer has cmdg Guanxi with their
intermediaries, it could be easier for them to kesaonflict. The explanation is

because this dyadic relationship between the seip@nd retailer has proved

¥ Kingston is the biggest DRAM module manufacturettie world.
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effective in resolving conflict. Therefore, the plipr or intermediary might regard

their channel partners as cooperative and willomgegotiate. This often takes place
in the context of a long-term relationship. Chanpaitners, no matter whether the
supplier or intermediary, would utilize previouspexience to resolve the new

emerging conflict.

“If a partnership (Guanxi) can be maintained foefigears or even longer,

it illustrates that the supplier or intermediaryrcget certain advantages

from channel partners. At least, the advantage iggdr than the

disadvantage. In order to maintain the advantagehechannel partner

will try to learn how to resolve the difference Wween each other, when

conflict occurs. It means that everyone is selfst@ined and negotiable.

Previous experience can be used as a sample orinmdeal with new

emergent disagreemerits:Interviewee M2
However, Guanxi is hard to establish in a formayves several interviewees express
this view. In Chinese society, the development abxi seems to extend beyond
institutionalized, structured, formal communicatioh specialized language and
common consensus is often developed between chaanilers through informal
networks such as chatting with intermediaries igead or visiting intermediaries at
the weekend. When partners know each other venry, witelis possible for
intermediaries to reveal specific information abthémselves, their needs, or their
resources. All of these activities are informal, nature and sometimes are not

explicitly considered as a part of doing business.

“If you want to build a good Guanxi with your chaal partners, you
have to learn their jargon and chat with them fregtly. You need to ‘talk’
to them. No intermediary would like to do businesth a sales person
who only brings the contract®-Interviewee M16

“It is just like making a friend. Would you thinkuydriendship will be
consolidated, if each year, you merely send a @has card to your
friends”---Interviewee 11
To sum up, the form of communication generally banclassified into two styles:
formal and informal communication. In Chinese sbgiemangers prefer to
communicate with their channel partners in an miarway. It is because a special

personal connection, Guanxi, plays an importarg nolpartnership development and
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management. In general, this special connectidleveloped and maintained outside

the organization by an informal style of communmatnd development.

7.3.1.3Summary for communication

In summary (Table 7.5), the study reveals that rsévednflict resolution methods
tend to be adopted but communication is the pyiordésolution method, when
conflict occurs by the development of the electrocthannel. Several interviewees
express consistent attitudes. When they encouatdliat, either internal or external,
initially they prefer to communicate with staff apdrtners who are dissatisfied. For
internal conflict, senior managers with high auityowvould be assigned to arrange a
series of meetings across departments. For exteamdlict, according to managers,
communication is the most common and frequentlypstb strategy. It is because
each channel partner realizes that this is necessareate a reciprocal environment
for the long-term. Through communication, the itiam of each partner can be
clarified and conflict can be limited to a lateatél. Managers who represent firms
at different stages of the product life cycle esgrasimilar attitudes. Besides, in
Chinese society, informal communication seems tanoee effective than formal
communication. One possible explanation is thatr@uplays an important role in

business operations.
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Table 7.5: Summary for communication

Types of communication | Statements Respondents

Internal communication Managers will attempt to caumicate with | M16 and 17
staff in the firm and expect the value from
senior managers can be translated into the
lower level.

External communication

(A) Communication and | Each channel member would initially adopt M7,10,12,13,
channel conflict the amicable method, constructive and 14
communication, to resolve conflict becaused it

iS necessary to create a reciprocal
environment for the long-term relationship.

(B) Communication and | Even though the firm is at the decline stage d16 and 17
the product life cycle the product life cycle, they still attempt to
communicate with their intermediaries.

Managers desire to explain that they do not
cause conflict deliberately.

(C) Styles of In this study, the majority of interviewees | M2,3,9,10,11,1
communication mention that they conduct the communicatio®,14,and 16
with their intermediaries in an informal way

7.3.2 Differentiation

From the interviews, differentiation is another fhich resolution strategy that has
been mentioned and supported by managers broadije W has seldom been
mentioned in the literature. Based on interviewss style can be further classified

into two sub-categories which are product and pdifferentiations.

7.3.2.1Product differentiation

As mentioned in section 7.2.2, one of the sourdeshannel conflict is domain

dissonance. Domain in the marketing channel reéeeschannel member’s claims in
terms of: (1) range of products, (2) populatiorvedr and (3) services or functions
performed. In order to resolve the domain conflscime interviewees mention that
they would differentiate their online and offlineoguct lines intentionally. Through

this method, they expect customers can also beesggoh For example, interviewee
(M1) notes that in their firm, products that arédsthrough the online channel have

been selected deliberately. Some specific modefsarfucts such as specific design
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for SME or SOHO or high unit price would be conséteto sell through the internet

channel.

“The product for SME or SOHO requires more spectichnical
knowledge and support. The normal intermediary migi be capable to
carry these products in their inventory. They migbt feel us as a threat,
when we sell this kind of product line online. Bymmating the
overlapping marketing domain, the supplier will anbe the perception of
intermediaries that the supplier is attempting &fair.”--- Interviewee M1
In Ms Company, respondent (M14) mentions that tlegiine channel puts more
emphasis on carrying accessories and less populadugis compared with
traditional channels. Sales of these kinds of pctslare hard to predict and therefore,
it is difficult for intermediaries to decide invemy levels. If such products are sold
by suppliers through the internet channel, the mament cost for intermediaries

can be reduced.

“The intermediary might think since those items céssories and

unpopular products) are not their main profit soeyat is not a big deal

for the supplier to sell online-*-Interviewee 14
Furthermore, interviewee (M12) states that in tiiem, they arrange some online
pre-booking activities for the launch of new prosudiowever, even if the reactions
from customers are positive, they still prefer tmperate with intermediaries for the
necessary promotions and sales. The key objediivihé development of the online
channel is not to compete for the same high denm@moducts but to create a

reciprocal business environment for a long-terratr@hship.

“As | mentioned before, at this stage, there anl stany aspects for
which we have to rely on our intermediaries. Foamyple, to provide
some post sales service is a big challenge forlmsother words, a
harmony Guanxi is still necessary. Hence, it migbit be wise to compete
with the intermediary for the same produetinterviewee M12
In addition, some interviewees mention that theppada package differentiation
strategy for different channels. For the internearmels, they would offer a semi-
packaged product. Interviewee (M14) provides annga. When customers
purchase a notebook in their online shop, they daiffer a different standard of

product compared with the physical store. Custorhaxse to pay extra to purchase
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accessories such as USB cable line, mouse, softwase extra memory stick. All
these items will be contained in a complete packapech is sold through the
traditional channel. Respondent (M16) also mentoritbis method, package

differentiation, during the conversation.

“By utilizing this strategy, the price comparisoncémes vague. For
example, the intermediary might complain that weadewer online price.
Nevertheless, our sales people can explain thatamline products are
semi-packaged and customers have to pay some f@dréo buy other
accessories. When the comparison cannot be doae/cibe of complaint
will be gradually lower*--Interviewee M16

Meanwhile, in Tm Company, interviewee (M11) mensioa similar method to

resolve channel conflict.

“It is inevitable to sell one or two popular prodisconline. If your online

shop does not have any popular items, how to dttrastomers will be a

problem. We have considered this point. Neverteeleken we launch the

popular products online, we will do some little rifmétion. For example,

the same product might be given a different namesenes code.

Sometimes, we redesign the product appearancecafosay this is a trick

but it gives our sales person a way to explaifhterviewee M11
In brief, in order to resolve the domain conflictterviewees suggest that they would
segment online and offline product lines and adempdifferent product package
deliberately for different channels. It seems taorespond to the suggestion by
Hibbard et al (2002:58) that “in the case of a d$i@ppadding a new channel,
differentiating the products sold through existicigannels and the new channel--
even relatively small or cosmetic changes—may allexisting channels more

selling latitude”.

7.3.2.2Price differentiation

“Before the development of the online channel, @i already the most
common point of argument between manufacturers iatetmediaries.
Now, the supplier becomes a competitor. | thinkatggiment about price
will become harsher.-*-Interviewee C2
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During the interviews, interviewees in Tm Compangntion another segmentation
method which is based on price setffhggome authors (Alba et al 1997; Steinfield
et al a b 2002) note that it would be very likety ¢ause channel conflict if
manufacturers sell their products through the mgechannel at a lower price. For
many intermediaries the most significant threateploBy the internet is that profits
will be eroded drastically by intensified price goetition when consumers can
search and compare the prices of merchandise .ebsilys Company, interviewees
mention that they adopt an identical price stratéigyas been mentioned above that
when suppliers develop the internet channel, ineeliaries would expect suppliers

to set a higher online price.

“Intermediaries expect that we set a higher pricgime. It is because they

can show the online price to customers and dematesthat their price is

cheaper than the price on the manufacturer’s weljsi Interviewee M12
However, according to respondent (M13), the semanagement is unwilling to
accept this suggestion. Manager (M13) notes théiherprice setting has been
discussed several times in their firm. In the eti@ir senior managers adopt an

identical price strategy across all channels ireotd avoid customer confusion.

“Top management believes that customers who alingvito buy our

product online directly show a kind of trust to dum and the brand. If

we set a higher online price, indeed, it can avemmplaints from

intermediaries. Nevertheless, senior managemerdidenthat is cheating

to our customers--Interviewee M13
In order to attract customers, some intermediasiesld set an unreasonably lower
price. Other intermediaries question whether sepploffer a special treatment to
specific groups. If suppliers adopt an identicatgrstrategy through all channels, it
is useful for suppliers to set a reasonable rgidde in the market. Under the
identical price across channels, it seems workéblalleviate the doubt between

different intermediaries.

% In this research, interviewees provided four défe online price setting methods which are higher,
identical, lower, and differential method. Identi@énd differential methods are discussed in this
section. Higher price is discussed in the avoidasemion. Lower priced method is discussed in the
competition section.
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“Of course, there will some intermediaries who arewilling to cooperate.

We will try to communicate with them initially. \&epect they can follow

the recommended price and under this price, thexehe authority to

give discount to customers. If they still do nontv@ cooperate, we will

prior give new and popular products to other intedraries.” ---

Interviewee M13
Interviewees in Tm Company suggest a differentepgetting method. Interviewee
(M9) notes that it is because of limited shelf spaad pressure of inventories that
each year intermediaries would select certain @optems such as 1G or 2G flash

memory disks to carry in their physical stores.

“This is the natural limitation for the physical®st. For example, in some

privately owned stores in the computer market siiece might be smaller

than a convenience store. They have to choosedbkepuopular product in

their product assortment. They might not sell ti& lor 32 G flash

memory.*--Interviewee M9
Hence, there is a flexible space which can be mgetipgd by suppliers to set the
online price. It is possible for suppliers to setlifierential price (Figure 7.4). It
means that the online price is not static but dyinafs mentioned in chapter two, it
is easier to change online prices than pricesearpthysical store. Interviewee (M10)
notes that their online shop contains all theirdpici lines (i.e. from 512 M to 32 G).
Nevertheless, for the product line that the intetiawg might have such as 512 M, 1,
and 2 G flash memory stick, they set a higher enprice. For other product lines
such as 16 or, 32 G, they can set a lower onliroe pBy utilizing this dynamic price
strategy, channel conflict relative to the onlifenel can be minimized and each

party can benefit. As interviewee (M10) notes, theate a buffer zone.

“Each party can benefit by the fluctuation pricérasegy no matter
whether they are suppliers, intermediaries, or oosrs. For customers
who prefer to shop at a physical store, intermeémrcan demonstrate
they have a cheaper price. On the other hand, gewapio get used to
shopping online would find out that our price ismattractive for the
large storage itemi—Interviewee M10.
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Figure 7.4: The differential price strategy settinygTm Company

The online product The offline product
assortment carried assortment carried by
by Tm Company intermediaries

1

A lower price is set A higher price is set

In short, the online price issue is a critical sshetween channel partners.
Intermediaries would regard suppliers as rivalsh& online price is lower than the
price in physical stores. In this study, some vitavees mention that they adopt an
identical price through all channels. Other manageggest a dynamic price strategy.
In cases where the product is carried by the ireeiary, a higher online price is set.

In cases where products are not carried by intelaned, a competitive price is used.

7.3.2.3 Summary for differentiation

In this research, in order to resolve the possithknnel conflict, interviewees across
different firms note that they would adopt the eliéfintiation conflict resolution style.
This style can further be divided into two sub-greTable 7.6): product and price
differentiation. Product differentiation containerée main points. Manufacturer
managers note that they will offer different prodlioes for different channels.

Furthermore, some interviewees mention that theline channel carries more
accessories and less popular products. Meanwhilepfter different product

packages for online and offline channel is also tmleed by interviewees. Price
differentiation is another differentiation methoéor the product carried by the

intermediary, interviewees mention that they wét & higher online price. On the
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other hand, for the product not carried by thermeiary, interviewees note they

can set a lower and competitive online price.

Table 7.6: Summary for differentiation

Differentiation Statement points Respondents
Product differentiation -- to offer different praztdines for M2,11,12,13,14,and
online and offline channels 16

-- The online channel places more
emphasis on carrying accessories and
less popular products.
-- using the different package strategy

Price differentiation -- to set a higher price pooducts M9 and 10
which are carried by intermediaries

-- to set a lower price for products
which are not carried by intermediarie

2

The previous two conflict resolution styles (comnaation and differentiation) have
been mentioned and supported broadly by intervisw&he former two styles are
new and rarely mentioned in the previous literatileanwhile, it can be observed
that those two conflict resolution styles seem g@oused across different firms and
product types. Below, four further conflict resadumt styles (avoidance,
accommodation, compromise/collaboration, and coitiqe} are discussed. The next
four resolution styles have been identified in jpoas literature. However, most
previous research does not focus on the multi-oblasiructure. Hence, most
previous research discussed the conflict resolgicategy under the circumstance of
a single channel structure. In addition, a diffeeeletween the former resolution
styles and the next four styles is that the folloyvseems to be used according to
different business circumstances. Different resotuimethods are used based on
different product attributes, the role of theiremhediaries, and the stages of the
product life cycle.

7.3.3 Avoidance

Avoidance conflict resolution style is taken whemagnel partners physically or
psychologically remove themselves from the conflsiene often by denying
discussion of the conflict, being indirect and ewasand changing topics as a
method to avoid dealing with the conflict at hattdss and Guerrero 2000). This
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resolution style has been mentioned by interviewedsl and AC Company. This
resolution style can be further classified into teub-groups: to set a higher price

and transfer online orders.

7.3.3.1Higher price strategy

According to Webb (2002), a solution to the chanoehflict problem is to
deliberately set a higher online price than thaikgdrice in stores, thereby raising
awareness of the brand without really competindp witermediaries. Corresponding
to previous literature, some interviewees state their firms set a higher online
price. Two common characteristics among these fians that they represent
products in the growth stage of the product lifeleyand their product (WLAN
equipment) requires some explanation and facedge-$aipport from intermediaries.
As mentioned in the previous chapter, when firmsycproduct lines in the growth
stage of the product life cycle, the role of thiinet channel would be considered as
an assistive marketing channel. Their intermedsaiethis scenario undertake the
main fulfilment responsibility. Moreover, intervie® (M1) mentions that the
intensive business growth strategies of market tpaten and product development
depend on the intermediaries’ distribution netwarkstead of the suppliers’ online
shop. When the product is in the growth stage, rexmibf customers are increasing

S0 opportunities are good and there is plenty sirass.

“We have enough margins to share with our interragds and we do not
need to compete with them. By using their netwitwk,exposure rate is
much better than a single website--Interviewee M1

In the growth stage of the product life cycle, lmtaawareness is the first priority

issue for firms. Therefore, to set a higher pria iwin-win strategy for all channel

partners, according to interviewee (M2).

“We have adopted several resolutions such as impgoeommunication,
arranging training program, and segmenting onlinedaoffline product
lines. However, what is the real concern for intetharies is still the price.
To set a higher online price is the easiest way dase their
misunderstanding, panic, and complaints.” Interviewee M2
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“When we set a higher online price, intermediartegk that we do a
favour to them. It is because our web site alsoides the reference link
to connect to our intermediaries. We believe tha possibility for

customers to search for information online and skt physical store
will be high.”--- Interviewee M1

“We meet the expectations for the majority of intediaries. By this
method, the relationship can be consolidatedhterviewee M3

7.3.3.20nline order transferring

Another avoidance methods mentioned by interview®Esand 6) in Ac Company
is to transfer online orders. The product line ic Bompany is also wireless
equipment. Managers (M5 and 6) note their firmd@asnline channel and also takes
orders from end customers directly. Furthermorejsitsimilar to DI Company
mentioned above. Interviewees in Ac Company nudé they also set a higher price
for their online channel. Moreover, they transfaerlime orders to the nearest

intermediaries when they receive the orders.

“We take online orders because we want to offerraverment service to
the end customers. The relationship with our charpatners is not
changed at all. Before the development of the m&echannel, sometimes
customers might call us and say they want to buypooducts. We will
recommend suitable intermediaries to them and feanheir demand to
the intermediary. The main difference after theellgyment of the internet
channel is that the internet replaces the telephbueeverything is the
same. The channel structure is not modifieg:liiterviewee M5

“Indeed, in a strict definition, our firm does noperate a multi-channel
system. The online channel merely performs thetitmof information

provision and does not have any real impact on dhiginal channel

structure. However, by utilizing this strategy, ttansfer online order,

customers can shop online and get the convenidntermediaries can
receive the order and we can maintain the relatimps We keep the
domain area for each other clear and we might netcbnsidered as a
competitor. It does not matter where the customgchmses our product.
What we are really concerned with is whether custsnpurchase our
product. If everyone (suppliers, intermediariesdatustomers) can be
happy then this strategy is useful-Interviewee M6
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To sum up (Table 7.7), in order to resolve conftjaickly, the avoidance conflict
resolution style would be adopted. Firms can séigher online price or for an
extreme example, transfer the online order to tiné@érmediaries.

Table 7.7: Summary for the avoidance strategy

Avoidance Statements Respondents

To set a higher online price Manufacturers camgiteo set a M 1,2,3,5, and 6
higher online price in order to avoid
the price competition with their
channel partners.

Online order transferring The online channel c&ke @rders M5 and 6
from the end customer directly but
transfer order to the suitable channel
partners.

7.3.4 Accommodation

Accommodation is more than just a method of keepivegpeace between channel
partners (Rahim 1992). Bradford et al (2004) mentimat accommodative conflict
management behaviour is utilized when suppliersrelds create an environment
where each party allows others to have their wayarept the other members’
perspective. It means that manufacturers may desireconstruct an official

relationship or harmonious environment with thatermediaries actively rather than
avoiding conflict passively (Coughlan et al 2008).the literature review chapter,
three accommodative resolution methods were disdusexchange of persons,
membership of trade association, and educationpaopaganda. In this research,
evidence is found for the use of education and ggapda mechanisms. In addition,
some managers also mention two mechanisms: joionguional activities and

launching e-kiosks in physical stores that mightlassified in this category.
7.3.4.1Education and propaganda

This method, education and propaganda, is mentidngedsome interviewees.
Interviewees in DI Company mention that their fiamanges training programs on a

regular basis for their intermediaries. Interview@42) states that their product

(WLAN equipment) requires more specific knowledgempared with other
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electronic consumer goods. Each season their fithinvest considerable resources
to arrange a series of training programs for ineghiaries and their employees. It is
because in an area of rapid technological developmpeoduct, education and

training is essential, according to interviewee M2

“I think the training program is really necessaryr fmtermediaries,
especially for the privately owned store. Althotigé price in the privately
owned store might not be as cheap as the pricdénchain store, one
advantage for the privately owned store is thaytben develop a deeper
relationship with customers through an explicit lax@tion. We allocate
resources to arrange several training programs rdes to enhance their
understanding and knowledge of wireless technoleglyiterviewee M2

Furthermore, during the training program, intermaeids can be gathered at the same
time in one location. With the opportunity to maekarge number of intermediaries
at the same time, managers in DI Company attemmxfdain and educate their

channel partners that the development of internahicel is necessary.

“In original, this kind of training program is helldy technological staff in
our firm to explain the detailed function for egatoduct. Now, managers
who are in charge of the online channel also jdie training program.

Managers try to explain the main objective of theeinet channel and
how we avoid the dissatisfaction between channghpes. For example,
the goal and expectation of the new channel infouor is to realize the

market outside the traditional distribution systend to collect some
information from customers:*-Interviewee M3

In Ms Company, interviewee (M13) mentions thattfiem arranged a conference to
explain their blueprint and strategy for e-commerespecially for the identical
online price setting. Respondent (M13) notes int thaeting, some statistical data

was demonstrated to the intermediaries.

“We want to educate channel partners that the papumafor online
shopping is increasing year by year. This can bestitated by the
statistical data from some research centres or gawent reports. It is not
a surprise for firms (manufacturers or intermedes) to take this business
opportunity and develop the internet channel. Faample, not only
suppliers but also retailers are developing theiwwroonline channel. We
want to catch this trend of e-commerce and leamdhstomer behaviour
in the virtual world.™--Interviewee M13
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Meanwhile, other information was also utilized digrithe conference. For example,
interviewee (M14) notes that they showed the ddt@otal sales amount of the
traditional and online channel to their intermemisr

“We told our intermediaries that the real situatios better than their
expectations. For example, sales though the traakii channel are not
decreasing dramatically. In fact, the sales amoiamnt both channels is
increasing steadily and cannibalization betweenncieds does not exist at
this stage. We expect the misunderstanding and econdssues
surrounding the direct channel can be easedliiterviewee M14
According to interviewee (M13), they try to educd#ibeir intermediaries that each
channel partner can benefit from the new electraiannel. For example, the
internet channel is beneficial to reduce the inegnicost for accessories or less
popular items. With this product segmentation méthnanagers in Ms Company
believe that each channel can play different rol@speratively and serve different

demands from customers.

“We attempt to persuade the intermediaries to thifilprofitability and
benefit in terms of cross- channel coordinationheat than individual
gross profit margins: --Interviewee M13

7.3.4.2Joint promotional activities

Two methods, exchange of persons and membershipds associations, have been
mentioned in previous literature (i.e. Stern e1@r'3; Anderson and Narus 1990). A
common characteristic of these two mechanismsaisahannel partners in different
supply chain levels can have more chance to irtesétth channel partners and
establish a formal relationship. Such connecti@rslead to reduce levels of conflict.
Nevertheless, in this research, interviewee (Ml1Bjes that they would not
deliberately exchange persons with their internrgéesa

“It is strange to send our people to intermediaridédanufacturers and
intermediaries are different firms and have différeconfidential

information. It is not likely that will invite a istnger or even a channel
partner into our organization. Besides, we have drads of

intermediaries. Who should we inviteZInterviewee M12
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However, interviewee (M13) notes that they adoptnailar method to enhance the
relationship with their intermediaries. As mentidnbefore, Ms Company will

arrange the pre-booking activities online for thevnlaunch of products as a first
wave promotion. After these online activities, theyll arrange a series of
promotional activities such as road shows and et around Taiwan. During

this time, they would invite several regional imediaries to join these promotional
activities. For instance, the promotional actiatiill be arranged in several retail
stores. People from different levels of the supphain have a chance to work
together temporarily. This method, joint promotibaetivities, is also mentioned by
other interviewees in Tm Company. Nevertheles§;nmCompany, the frequency of
occurrence is less. Interviewee (M10) states theylavinvite intermediaries to join

the annual electronic product exhibition in Taigeterviewee (M10) notes that they

will pay the cost for the exhibition.

“To join the worldwide formal exhibition is not freéd/e have to pay

several fees to book a place. During the exhibjtiwe will enquire the

intentions of our intermediaries. If they are wilii to join the exhibition,

staff from each side can work together and we pay.”---Interviewee

M10
According to interviewee (M13), these activitiesncachieve two main functions.
One is to promote their new products together whkir intermediaries. As
interviewee (M13) states, people from the headguadsually are not familiar with
the marketing situation in the local market. Theguire the assistance from local

retailers.

“In each county, we will choose four to five reta8 and use their
locations to arrange road shows. Each road showsldsr two to three
days. By this method, our people from headquartars have a deeper
understanding of the local markets. Although Taiviarsmall, the local
market and customer reactions in different coungiesquite different---
Interviewee M13
Consequently, the supplier can demonstrate thgtdbetinue to put emphasis on the
traditional channels after the development of thernet channel. They still keep
investing resources to both channels and the eealstip with intermediaries is

highly valued by suppliers. For example, interview®12) mentions that a certain
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amount of promotional allowance will be grantedittermediaries who join and

assist in arranging the promotional activity.

“For example, we will discuss with each intermegigeparately to decide
the promotional allowance. The amount depends enrd¢hl situation in
local regions. By using this fee, they can prinneoDM or launch some
campaigns through local media such as radio. Ineottvords, we give
them this money to attract customers to their sto@ustomers who are
attracted to the shop might purchase not only awdpct but also other
items. Nevertheless, the result is good for theerinediary.™--
Interviewee M12
Moreover, through these promotional activities ¢¢@hows and formal exhibitions),
a large number of customers can be attracted. Masagention that if there are any
inquires or orders from end customers during prasnat activities they will transfer
customers to the proper local intermediary insteddaking orders themselves.
Interviewee (M12) explains two reasons for thistidily, customers can receive a

better service from intermediaries.

“For example, by contacting with intermediaries dilg customers can

return the product directly to the local retaile«=2Interviewee M12
Consequently, it is a good opportunity for supglido ease the concern of
intermediaries. Manufacturers are not necessaingctdrivals for intermediaries, yet,
as manager (M12) states, suppliers cannot coriteoflow of customers. While the
internet channel is a necessary development, metowéss are willing to invest
more resource to arrange more promotional actssiths a result, not only brand

awareness but also the volume of customers whothkisiphysical store is increasing.

7.3.4.3Launching e-kiosks

During the interviews, interviewees in Tm Compangntion that their firm is going
to install a facility, e-kiosk, in the physical sts of intermediaries. An e-kiosk is a
computer with touch screen and the ability to cahméth the internet. In the initial
stage, the chain store outlet is the first cooperatarget for the manufacturer to
launch the e-kiosk. The e-kiosk means that in thgsjgal stores, customers can

utilize this facility to link to Tm Company’s weltei As mentioned earlier, limited
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shelf space in the physical stores can be a prolibena large number of firms,
especially firms with a variety of product lineshel e-kiosks give exposure to the
product without the need for intermediaries to ptalyy carry the inventory.

According to interviewee (M10), they expect thisigem (limited shelf space) can
be solved by the e-kiosk, due to the deep contanproduct features that can be
found on the website. Respondents (M 7 and 8) merliat it is also convenient for
staff in the physical store. One reason for supplie develop the internet channel is
to provide accurate product information to cust@neBtaff can utilize the

information that is published by Tm Company to pdeva better customer service.

“When customers ask for information on a flash mgnstick, staff can
use the touch screen to show the shape of memckyasid some relative
product information. The website can offer detailadd accurate
information. All product lines are online so custs can pick up their
ideal product.---Interviewee M7

“The display space in the physical store can bezowery flexible.

Intermediaries only need to demonstrate one or $amples and other

products and information can be provided by theosk The information

about product standards and features will be acteirentermediaries also

save money for DM--- Interviewee M8
The problem of free-riding seems to be mitigatedlpay this accommodative
method. As mentioned in chapter three, free-ridiagpens when the end customer
checks products in the physical store while shapghe product online. Interviewee
(M8) notes that if customers do not have the igeatluct in the physical store, staff

can enter their specific reference number and Ileelorder online for customers.

“For example, if a customer wants to buy a largerage of memory stick
or with a different shape or colour, staff in thetail store can help the
customer to book online. We give each physicainmediary a different
reference code. When they enter their specificeate code, we know the
order is coming from an intermediary instead of @md customer--
Interviewee M8

Furthermore, according to interviewee (M8), theyrdd mind that intermediaries
give the reference number to customers and cussooar shop online during their

free time. It has been mentioned several timesftbat the managers’ perspective,
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where customers purchase the product is not impmoftar suppliers. They are
concerned whether customers purchase their praduxit. In addition, the response
from the intermediary is positive, according teemiewee (M10).

“1 think the boundary issue for each other is clearew. Intermediaries

only need to carry popular products in their protdassortment. For some

uncommon products such as the large storage of myestizck, they can

help customers to book online. Furthermore, they f=el that we still

keep investing in the traditional chanriekinterviewee M10
Intermediaries feel more comfortable about the rullannel system and are
reassured that manufacturers have no intentioypgads them or compete with them
directly. As interviewee (M8) claims, “if we desireo compete with our
intermediaries, we should put resource into therimdt channel instead of the
physical channel”. This statement corresponds prévious literature. Eyuboglu and
Kabadayi (2005:12) state that “if a manufactures maade substantial specific
investment in an intermediary, the intermediaryl widt perceive it as a threat if the
manufacturer switches to a multiple channel sysfEne dealer’s sense of security
will be essentially unaffected because his/her em@ss of the manufacturer’s

switching cost and resulting dependence”.

7.3.4.4 Summary for accommodation

In conclusion, this research has identified threeommodative conflict resolution
methods: education and propaganda, joint promdtiangvities and launching e-
kiosks (Table7.8). Some interviewees mention thairtfirm will arrange some
formal meetings to propagandize the role of thermd#t channel in the whole
distribution system. Managers desire to educatie imermediaries that the internet
channel merely undertakes a supportive functionthadraditional channel partners

will not be harmed.

Some managers mention that after the developmeheofirtual channel, their firms
arrange more promotional activities than beforedByng so, more customers can be
attracted to the physical store. Manufacturers alao demonstrate that they keep

investing in the traditional channel and the imponce of the intermediary is highly
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valued. Launching the e-kiosk is a strategy thatrseseldom to be mentioned in
previous research. There are several advantagethifofacility. First, using this
facility, displace space in the physical store bararranged efficiently. Second, the
problem of free-riding seems to be resolved paitlyird, through investing this

facility in the physical channel, the dealer’s sengsecurity will be unaffected.

Table 7.8: Summary for accommodation

Accommodation Statements Respondents

Education and propaganda| Formal meetings are arranged to M 2,3,13, and 14
discuss the issue about the
development of the online channel
with the intermediary. Manufacturers
want to educate their channel partnefs
that the trend of e-commerce is
inevitable but they might not desire to
compete directly with the intermediar,

Joint promotional activities | Manufacturers invite their channel M10,12 and 13
partners to join some road shows and
exhibitions. By the opportunity to
cooperate with each other and invest
more resources, manufacturers can
illustrate that the intermediary is still
highly valued.

Launching e-kiosks The e-kiosk is an electronic facility carM7,8, and 10
be utilized to connect to the internet.
With this facility, the intermediary can
help customers to book online.
Furthermore, by investing this facility,
the intermediary can be aware that the
dependence from the supplier is still
high.

7.3.5 Compromise/ Collaboration

As mentioned in the literature review chapter, whens are concerned not only for
themselves but also for other firms, they might toy adopt compromises or
collaboration approaches to resolve conflict. Thmdifference between these two
methods is that the compromise approach does mpddrexconflict in as much depth
as the collaborative method (Rahim 1992). In othanrlds, the collaboration
approach involves cooperation between the patgsinvolves openness, exchange
of information and examination of differences taale a solution acceptable by both

parties. The compromise approach lets each sidewachis goals but merely to an
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intermediate degree (Ganesan 1993; Coughlan e®@8)2 Information, goals and

priorities for each channel partner are not exchdng

7.3.5.1Mediation and arbitration

Although the third party mechanism is mentionedeaation 3.5.4.1, the majority of

managers mention that mediation and arbitratio€himese society is not a proper
method to resolve conflict with intermediaries. mentioned before, suppliers and
intermediaries are often pursuing a long term auwiprocal relationship. Moreover,

taking litigation or similar activities in Chines®ciety means that the relationship
will be terminated forever. As interviewee (M8) dekes, “the face is broken”.

“When the face is broken, it is unlikely to do awpstantial business any
more. You can say the relationship is ovetlhterviewee M8
In a usual situation, it will be the final optionrfchannel members regardless of
whether they are suppliers or intermediaries. Altffomediation and arbitration are
not litigation, their characteristics are very dani according to interviewee (M7).

All these activities require a third party from sidie to act as a judge.

“Going to court is a very bad sign for businesssinhot about rational but
about emotional feeling. It means that you do rasteha good relationship
with your channel partners and furthermore you dmt know how to
manage the problem properly between channel pastndryou usually go
to court or take similar activities, | think no omeould be happy to do
business with ydtr-Interviewee M7

“In Chinese society, mediation and arbitration awtilized only when
some serious conflict happens between channel g@rtsuch as the
argument of patent or trademark. Conflict arisimgnh the development of
the internet channel seems to be at a minor levéfiterviewee E2
Interviewee (M14) also mentions that the processi@dliation and arbitration is still
too cumbersome and too costly for a large numbdirms. Sometimes, a resort to
litigation in the courts would offer a more powerfierdict than arbitration, if the
partnership is already at a dangerous stage, dangaim manager (M13). Therefore,
in this research, respondents note that mediati@nbitration might not be a suitable

strategy for managers to manage the daily partigersh
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7.3.5.2Compensation

A compromise method that has been mentioned byvieteees is compensation.
Several interviewees note that before the developno¢ the internet channel,
economic incentive was a common way adopted by geasdo mitigate the tension
between channel partners or even improve the pedoce (i.e. volume discount).
For example, interviewee (M 9) mentions that inesri spur the order volume from
intermediaries, suppliers can offer a better payniemm as an economic incentive

for those intermediaries who order a higher prodotime.

“It depends on their purchase volume. In a normalation, the payment

term is about 20 days but if they purchase a larggume, the payment

term can be negotiated-Interviewee M9
A similar example, interviewee (M1) notes that awan, if the transaction between
channel partners exceeds a certain amount, intéaneslhave to provide a fund to
suppliers as a mortgage or deposit. The highetr#msaction amount is, the higher is
the deposit required. In order to encourage intdrangs to boost the order volume,
sometimes they will set a lower level for this dgpolnterviewee (M12) offers
another example. Conflict issues often are trilNénagers may not have the time or
ability to resolve all the dissatisfaction. If amportant intermediary keeps
complaining, managers sometimes will offer an esig® product for them to

promote in limited time.

After the development of the internet channel, som&rviewees note that
compensation remains a common method to ease theatidfaction from
intermediaries. For example, it has been menticatgalve that although suppliers
will adopt a product segmentation method to avdidnmel conflict, it is unlikely to
avoid the overlapping product line completely. Unthes circumstance, interviewee
(M13) notes that for the overlap product, the manmgite is adjusted. It means that

suppliers offer more gross margins to the interaugdas a kind of compensation.

“Indeed, we put more emphasis on selling accessaural less popular
products. However, everyone has a different dedmiof the less popular
product, especially when intermediaries are inadféht regions and facing
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different customers, they might have dissimilaigjuénts. Therefore, it is
not a surprise that the online and offline proddictes will overlap
sometimes. We have told our sales people thatafnrediaries complain
about this, the margin for an overlap product candiscussed. However,
other standards such as Guanxi or their purchadenae for the overlap
product still need to be considered during the niegion process. ---
Interviewee M13
By contrast, respondent (M10) notes in their fitmeyt do not compensate for any
specific intermediaries or products. This is beeatithe compensation policy cannot
be conducted fairly, it is highly likely to causeather conflict. However, after the
development of the new electronic channel, theteekate for achieving target sales
amount increased. Interviewee (M10) mentions thay texpect intermediaries can
put more emphasis on boosting the sales amoumaihsif complaining about how

the internet channel affects their business.

“After all, in the future it is very likely that ewy firm has several
distribution channels, especially the online chdnRerhaps, it is time for
not only manufacturers but also intermediaries link about how to
utilize the virtual channel and take advantagesmfree-business*-
Interviewee M10

7.3.5.3Collaboration

A collaborative approach is the resolution of cmtfby developing solutions that
integrate the requirements of both parties. Accydio some scholars (Dant and
Schul 1992; Rahim 1992; Ganesan 1993), a priornaggon for the collaborative
method is openness, exchange of information abaatlsgand priorities and
examination of differences to reach a solution ptadale to both parties. Although a
number of previous studies (i.e. Dant and Schul1%anesan 1993) suggest that
the collaborative method such as setting a supgbnate goal is useful to resolve
channel conflict, in this research no manager hastioned this method. As manager
(M7) notes, suppliers and intermediaries are tviferdint entities and it is not easy to

share deeper or confidential information with eattter.

“If there is no particular reason, it is seldom &weshat the supplier and
the intermediary really cooperative with each otlieeply. Although we
call the intermediary as ‘partners’, in the actusituation, we are on
opposite sides. We are the seller and they ardtiyer. What you mention
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about collaboration, | think it only exists in sjfer circumstance. For
example, if supplier A and intermediary C desiredmpete with supplier
B, under this circumstance, A might cooperate wittermediary C
sincerely in order to compete against B. In thimdj A and C have the
same enemy and therefore, it might be possibletliem to share
information with each other. Otherwise, this stogpteseems to be not
realistic.”---Interviewee M7
As Ganesan (1993:187) mentions, “Even when bottieggaare long-term oriented,
however, not all conflicts are resolved by a call@bive strategy because the
exchange of priority information is an effortfulgmess, justified only when potential
benefits are high. Such an effort is likely to havgh pay-offs only when the
conflicts between retailers and suppliers are mafeurthermore, interviewee (M1)
also notes that in their firm the conflict causedtbe internet channel has been
controlled effectively by other resolution methaigh as setting a higher price or
product segmentation. The internet conflict is aomajor conflict issue between
them and intermediaries. Therefore, interviewee )(lgtates that it is not wise to

adopt a resolution which requires high integraod cost.

“As | mentioned, | do not think our intermediariedl get hurt from the

internet channel. In other words, the conflict argsfrom the development

of the internet channel is minor. Instead, a pdssicrenario is that the

intermediary can gain advantages from the interct@nnel. Hence, | do

not think it is necessary to do what you mentiooualsetting a super-

ordinate goal. Another thing is that the impacttioé internet channel is

not for a short time. How long should we coopematiwith the

intermediaries?*--Interviewee M2
Interviewee (M17) provides another possible exgianafor why this collaborative
method is lacking in the multi-channel system. ivieavee (M17) mentions that in a
usual situation, suppliers are often regarded aesdnflict trigger by intermediaries.
It means that the conflict within the multi-chansgbktem is caused by manufacturers
deliberately. As manager (M17) states, under t@imstance, how can each party
make concessions on the conflict issue and adopt cthilaborative strategy?
Intermediaries often regard them as the victim led tlevelopment of the new

channel and suppliers should make some compendgatitmem.

“The situation in our firm is that the intermediaagks you to close the
online channel instead of trying to cooperativehwjiou.lt is because they
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might not face the same pressure as we have. Besndermediaries have
several different product lines and the low-endns& is just one of their
assortments. It is not necessary for them to makbéiga effort to

collaborate with us.=--Interviewee M17

7.3.5.4 Summary for compromise/ collaboration

To sum up (Table 7.9), according to the literatw@mpromise and collaboration
conflict resolution approaches will be adoptedeasotve channel conflict when firms
are concerned not only with themselves but alsd wather channel partners.
However, in this research, few firms mention thempoomise or collaborative
resolution approaches. Compensation strategy is rttethod mentioned by
interviewees. After the development of the interaeannel, increasing rebate for
achieving target volume and margins for the ovepeguuct will be utilized in order
to compensate the intermediary. Other compromisthads such as mediation or
arbitration are not supported by interviewees ims thesearch. One possible
explanation is that in Chinese society, when anynbex of a channel adopts the
semi- litigation activity, it means that the pargig@p will be terminated soon.
Besides, the collaborative resolution style is alsbsupported by interviewees. One
possible explanation is that the collaborative Boinfesolution approach is costly
and takes time. The majority of managers prefeadopt a method which would

require less effort while it can also lead to solus that are agreeable to both parties.
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Table 7.9: Summary for compromise/ collaboration

compromise/ Statements Respondents
collaboration

Mediation and Several interviewees notes that in Chinese societyM 7,8,13, 14,
Arbitration taking the litigation or semi-litigation activities and E2
means that Guanxi between channel partners is
broken totally. Therefore, mediation and arbitnatiqg
would be the last method to resolve channel
conflict.

Compensation In Tm and Ms Companies, interviewesgion M 1,9,10,12,
that they increase the rebate for the achievenfent and 13
target volumes and margins for the overlap product

after the development of the internet channel.

Collaboration The collaboration conflict resolutistyle is not M 1,2, 7,and 17
supported by interviewees in this research. The
major obstacle for this resolution approach is that
requires a high of information exchange between
each channel partners.

7.3.6 Competition

Coughlan et al (2006:251) claim that “Conflict stly. But this does not mean that
an organization always should avoid conflict and benefits of change may be
worth the costs of conflict”. In this research, sthconflict resolution style,

competition, is mentioned by interviewees in Mi Guny.

“The main expectation and function of our onlin@ghs to sell products
to end customers. We are competing directly withimiermediaries.” ---
Interviewee M16
Hence, unlike other firms adopting a higher onlpreee or compensation strategy,
interviewee (M16) mentions that they set a lowelinenprice compared with the

physical channel.

“It is not a surprise that we adopt this strategye perceive the loyalty
from our channel partner is decreasing quickly avelcan expect that the
relationship would be terminated soon in the futiMe have to do some
practice and preparation before the terminationtbé& partnership.z--
Interviewee M16

On the other hand, although Mi Company sets a loovdine price, interviewee

(M17) emphasizes that the difference in priceilsintrolled in a reasonable range.
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“In a normal situation, an acceptable range for irmediaries is between

2-3 percent.z--Interviewee M17
However, if some promotional activities such asumhrmembership festival are
arranged by intermediaries, during this period, rdrege of the price difference will
be enlarged. The difference between online andheffbrice will be increased up to
5-10 percent and by utilizing this method, thelclan rate of the online shop can

have a significant improvement.

“We set a lower price during the intermediary’s protional period
because we believe this time is a peak for cus®itoesearch information.
For example, a customer might be attracted by theerinediary’s
promotion and wants to buy a scanner. He might @mghe online and
offline price. This has been confirmed by the etiokrate of our website.
During the promotional period, the click on rate ofir website has a
significant increase. If we can offer a better priat is very likely for
customers to shop onlirie-Interviewee M17
Can intermediaries accept this aggressive methb@?answer from interviewees in
Mi Company is straightforward. Of course, they witlomplain. However,
interviewee (M17) mentions that intermediaries wkep complaining but this
dissatisfaction hardly results in behaviours. Its Haeen discussed earlier that
managers in Mi Company would attempt to explairthiir intermediaries that the
low-end scanner is in its decline stage of the pcbdife cycle. However, as a firm
makes and sells the low-end scanner, managers @avipany have to figure out a
method to keep the firm operating. According temtewee (M16), the majority of
intermediaries can accept this environmental chamgeagree that no one should be

blamed for this problem.

“For most intermediaries, they can accept our exytion and the lower
online price. We try to explain the obstacles tbatr firm faces and
promise that the online price will be controlled anreasonable range.
After all, we have a long term relationship withrme® intermediaries.
Guanxi between each other was good. For those vehaad accept the
lower price method, they just finish the contraat aelationship. They do
not need to complain or express in behaviothihterviewee M16

Furthermore, respondent (M16) notes that otherlugsa methods will also be

adopted in order to ease the dissatisfaction froenihtermediaries. For example,
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according to interviewee (M16), their online prottuare sold in a semi-package

with different series code in order to differergigihe product in the physical store.

“These minor differences in configuration can hedpce differentials

work in a channel mix and can also make it eastr dustomers to

understand when and why they are supposed to wesehl@mnel instead of

another. For example, if customers need the futkpge and complete

service, they should shop at the physical sterdriterviewee M16
Furthermore, although the price difference betwéed virtual and traditional
channel can be up to 5-10 percent, this significifiference will be constrained in a
specific time period and limited product amountr ktstance, if the promotional
period in the physical store is ten days, the @npnomotional sales would only be
conducted for five days or a weekend. In addititwe, firm may offer merely one

hundred units of low-end scanners which are so&dsgecial low price.

“The promotional time period and product units arenstrained. It is a

trick to attract end customers:- Interviewee M18
Interviewee (M18) also mentions that on their wehghey also provide a complete
reference link to connect with their intermediariés manager (M18) notes, since
the flow of customers is hard to predict, why do me do our intermediaries a
favour? All these activities mentioned above aresigiteed to mitigate the
dissatisfaction from intermediaries and offer mgpace for each other. Nevertheless,
interviewees in Mi Company agree that they can eixghat the number of

cooperative intermediaries will still decline gradiy.

In conclusion, in a multi-channel system, the cotiipe approach means that
manufacturers compete with their intermediariesedliy. In this research, this
approach is mentioned by interviewees in Mi Compamgnagers mention that the
main function for their online shop is to sell theroducts directly and therefore,
they set a lower online price. This viewpoint isitgudifferent compared with
interviewees in other firms. However, other cornfliginimization methods are also
adopted at the same time. Communication betweennehamembers continues.

Besides, the lower online price is controlled witta reasonable range that is
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acceptable to the intermediary. The product whickdld at a special price is also

restricted to a limited amount and time period.

7.3.7 Findings and Summary

7.3.7.1 Findings for the conflict resolution stratgy

In the literature review chapter, several confliesolution methods have been
classified into four main categories: avoidancecoammodation, compromise/
collaboration, and competition. In this researcvo tmore resolution styles:
communication and differentiation have been memiibiioy interviewees (Table
7.10). Furthermore, as mentioned in the previoapwr, when firms are in different
stages of the product life cycle, the internet ctgnvould be designed differently in
order to undertake different functions and rolegyFe 6.3). In this study, it seems
that figure 6.3 can be extended a little, as figu&eillustrates. It seems that firms in
the different stages of the product life cycle niigiot only design the internet

channel differently but also adopt different cartfliesolution methods.

For example, when a manufacturer is in the growdlgyes of the product life cycle,
the intermediary is important for them and the rimé¢ channel is considered as an
assistive marketing channel. The firm might attenipt keep a harmonious
relationship with the intermediary, and therefdbey would adopt some “smooth”
conflict resolution approaches: communication, etéhtiation, avoidance, and
accommodation. When firms are in the mature stdgieo product life cycle, the
relationship with the intermediary is still valueg the supplier. However, it seems
that firms might not adopt the avoidance approaatabse their expectation of the
internet channel is more than a medium to publ@hesproduct information. They
expect that the internet channel can generate saias, especially for the accessory
and less popular items. As mentioned in the previhapter, the internet channel is
designed as a complementary sales channel. Therdioms might adopt some
conflict resolution approaches between avoidancel aompetition such as

communication, differentiation, accommodation, anthpromise.
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If a firm is in the decline stage of the produde Icycle, people in the firm might

foresee that the relationship with intermediariesuld be terminated in the future.

They have to make some preparations and the intena@nel might be designed as
a main sales channel. During this time, in ordecdmpete with intermediaries, the
firm might adopt the competition approach. In ttigdy, the firm in the decline stage
of the product life cycle adopts several -conflicesalution approaches:

communication, differentiation, competition, at game time.

Although some research has discussed the con#®blution mechanisms, few
previous studies have discussed the conflict résolu method under the
circumstance of the multi-channel system. Most ioey research discussed the
conflict resolution strategy under a single chansklcture circumstance. This
research extends previous studies. Moreover, deverdlict resolution strategies
might be adopted at the same time and firms iresfit stages of the product life
cycle will adopt different methods to resolve chalntonflict. This point is seldom

mentioned by previous studies and this study pexs/gbme empirical evidence.

7.3.7.2 Summary for the conflict resolution method

Communication can be divided into internal and exk communication. Some
interviewees mention that when their firm develdps multi-channel distribution
system, not only external intermediaries but alsternal sales people express
negative reactions. During this time, a seriesmdérnal meetings and dialogues
across departments will be arranged by senior neasagth high authority. Through
this internal communication, managers expect thatdompany policy and value

from top management can be translated to the icdalilevel.

External communication is mentioned by interviewaesss firms when they face
channel conflict from outside. Interviewees notattthe majority of conflicts are
mistaken. Through constructive communication, titeritions of each party can be
clarified clearly. Constructive communication codidlp avoid such an event from

happening again. Besides, interviewees mentionlatent conflict always exists in
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channel members. Nevertheless, each channel metsibenas a common consensus
to maintain a long-term relationship and estabbsheciprocal environment. As
previous authors (i.e. Walton and Mckersie 196%tPA981) suggest, a long-term
relationship can only exist when channel partnegsigtly communicate the real
needs underlying their proposals. Therefore, masggefer to conduct constructive

communication with intermediaries instead of adugpbver-reacting behaviours.

Even though products are in the decline stage e@fptioduct life cycle, managers
would still keep communicating with their intermades. They attempt to explain
the modification of the channel system is causednfioutside pressure such as
innovation of new technology and no one should laenbd for this decision. As
Hibbard et al (2001) mention, in marketing relasbips, the intermediary is more
likely to be sympathetic when the manufacturer does hold them directly
responsible for the destructive activity. BesidasChinese society, managers prefer
to adopt an informal way to communicate with charpertners. This point is
slightly different compared with previous reseatch. Mohr and Sohi 1995). It is
because conflict occurs every day and everywhedeitas unlikely to solve all the
problems through few formal meetings or conferendasthermore, Guanxi is
established through this informal interaction. Thajority of managers agree that

Guanxi is an important element in Chinese busingasionships.

Differentiation is also mentioned by intervieweesoss firms. This approach can be
divided into two sub-groups: price and product etdintiation. Firms can set a
fluctuating price to product lines which are seldeoarried by intermediaries. In
addition, some interviewees mention that their raliproduct lines have been
selected deliberately. For example, the online nbhwill carry more product lines
which are suitable for SEMs or SOHO. Another examigl that the online shop

carries more product lines which are related t@ssories and less popular items.
Several conflict resolution approaches will be dddmat the same time. The previous

two are the common approaches that are adoptedamagers across firms. Some

respondents mention that in their firms, the avot@aapproach will also be adopted
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to resolve channel conflict arising from the depet@nt of the internet channel.
When firms adopt the avoidance approach, the ormdiee can be set at a higher
level. Furthermore, for an extreme example, suppleay transfer the online order

totally to their traditional channel partners.

Accommodation is more than just a method of keepinegpeace between channel
partners. Suppliers are willing to establish artitugonal relationship with their

intermediaries. In this research, interviewees oarthree accommodative methods
to resolve conflict: education and propaganda, tjgromotional activities and

launching e-kiosks. After the development of thieiinet channel, respondents note
that their firms will attempt to educate their chahpartners about the role of the
internet channel in the whole distribution systédvtanagers utilize some statistical
data to demonstrate that the intermediary will b®tharmed by the development of

the internet channel.

Moreover, the intermediary will be invited to josome promotional activities

together. People from different levels of the sypgiain have opportunities to work
together temporarily. Meanwhile, suppliers desi®e ¢onvey an image to

intermediaries that the traditional channel id kighly valued by manufacturers. For
example, some advertising allowance will be grantethtermediaries. During the
promotional activities, manufacturers transfer osdeom customers to their channel
partners instead of taking them themselves. Inrotdeesolve conflict, suppliers

may attempt to invest more resource in the tragitiocchannel. In this research,
launching the e-kiosk is mentioned by intervieweHse problem of limited shelf

space and free-riding seems to be resolved pastgnwhile, through investing this
facility in the physical channel, the dealer’s semd security essentially will be

unaffected.

Compromise and collaborative approaches will beptatbto resolve the channel
conflict when firms are concerned not only with rtiselves but also with other
channel partners. In this category, not many canfisolution methods have been

mentioned in this research. A compromise method)psmsation, is mentioned in
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this research. Some interviewees note that thdyineilease the profit margin for the
overlapping product in the multi-channel systemhédtinterviewees state that they
will increase the rebate rate for achieving targefles amount instead of
compensation on specific product lines or chanrexhtrers. Besides, the majority of
interviewees agreed that the collaborative metlwdeldom utilized. A possible

explanation is that the collaboration approach iregua high level of information

exchange. To compare with other resolution apprescthe cost of adopting the

collaborative approach is too high.

The competition approach is also mentioned in thsearch. When firms are in the
decline stage of the product life cycle, managees more likely to adopt the

aggressive strategy to compete with their interamges. In this research, a lower
online price strategy is mentioned by interviewddswever, as mentioned before,
several conflict minimization approaches will beopted at the same time. When
managers utilize this competitive approach, otleflct minimization approaches

such as communication will also be adopted in otd@ase the dissatisfactions from

the intermediaries.
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Table 7.10: Conflict resolution approaches emergjiog in this research

Conceptualization-
Conflict resolution
approaches

Brief summary

Respondents

Communication

--In order to resolve the interratftict, a
series of conversations and meetings is
arranged.

--Through constructive communication with

channel partners, the intentions for each othe

can be clarified.

M2,3,7,9,10,11,1
2,13,14,16, and
17

=

Differentiation

--Fluctuating prices can be setdotine/offline

M2,9,10,11,12,1

channels. 3,14,and 16
--Different product lines are arranged for
online/offline channels.
Avoidance --A higher online price can be set. M1,2,3,5,and 6
--Online orders can be transferred to traditional
channel partners.
Accommodation --Suppliers attempt to educate inégliaries M2,3,7,8,10,12,1
about the role of the internet channel. 3,and 14
--Intermediaries are invited to join the
promotional activities.
--More investment such as launching e-kiosk|is
suggested by respondents to resolve channe
conflict.
Compromise --Product margin is adjusted for the overlappindv 10 and 13
/Collaboration product line and the rebate rate increased after

the development of the internet channel.

--Collaborative approach has not been
mentioned in this research.

Competition

--A higher online price strategy canutiézed
when firms adopt the competition approach.

M16,17,and 18
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Figure 7.5: Conflict resolution styles for firmstime different stages of the product

life cycle.

Introduction Growth Maturity Decline

v ¢
Sale: /\

/ ;

Intermediation (As Reintermediation Disintermediation
perceived by the (As perceived by (As perceived by
respondents) the respondents) the respondents)

--Main product --Main product: --Main product:
Wireless equipment Motherboard and Low-end scanner
Dram Module

--Conflict resolution --Conflict resolution --Conflict resolution
approaches: approaches: approaches:
Communication, Communication, Communication,
differentiation, differentiation, differentiation, and
avoidance, and accommodation, and competition
accommodation compromise
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7.4 Chapter summary

This chapter attempts to answer how firms resohannel conflict arising from the
development of the internet channel. Furthermarerces and resolution methods of
channel conflict are highly related with each oth&s Eliashberg and Michie
(1994:77) suggest, “Logically, to understand anchagg the channel conflict, we
must first identify conflict determinants and s@st In this research, four sources
of channel conflict have been identified: goal imgaity, domain disagreement,
perceptual differences, and inefficient communamati(Table 7.4). Ineffective
communication has seldom been mentioned in preuviessarch, especially under

the multi-channel structure circumstance.

Compared with previous studies, two more confliesalution approaches are
mentioned by interviewees. Communication and diffiéiation are two common

conflict resolution styles mentioned by managersosg firms and stages of the
product life cycle. Four other conflict resolutiapproaches are also mentioned by
interviewees which are avoidance, accommodatiompcomise, and competition

(Table 7.10). Several conflict resolution methodghtibe adopted at the same time.
One further finding is that when firms are in di#fat stages of the product life cycle,

it seems that different conflict resolution appioes would be adopted (Figure 7.5).
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Chapter 8

Conclusion

This chapter puts emphasis on the key findings amdributions of the thesis and
discusses the managerial implications and someilpesdirections for further
research. Four main sections are in this chaptex.chapter begins by summarising
the thesis in order to give a holistic view of thesis. Previous literature regarding
the multi-channel structure and channel confli@search gaps and questions,
methodological issues, and key research findings presented briefly. After the
summary of the thesis, theoretical contributiorestaghlighted and three managerial
implications inferred from the study are discusdadally, limitations in this study

are pointed out and the directions for future redeare suggested in the final part.

8.1 Summary of the thesis

8.1.1 Summary of literature review

The internet has had a profound effect on commitinitaentertainment, buying, and
selling (Webb 2002) and, in particular, as a disttion channel (Van den Poel and
Leunis 1999). With the assistance of internet tetdgy, the manufacturer now has
the ability to access the end customer directlyafigi and Chi 2001; Rosenbloom
2004). Based on previous literature, three chadesign patterns were identified
when manufacturers adopt the internet as a disibibichannel: disintermediation,

reintermediation, and multi-channel structure.
+ Disintermediation and reintermediation

Some early studies (i.e. Malone et al 1987 198%jdrin and Wigand 1995; Evans
and Wurster 1997) predicted the dissolution of tbke of the middleman as
inefficiencies are purged from traditional channeterough technological
development. A concept concerning elimination of e thintermediary,

disintermediation, was discussed. The main justiii® for moving to the internet
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was noted to be to retain the competitiveness ef ¢bmpany thorough cost
reductions. When information can be transmitted ataded in a digital format,
information between buyers and sellers can be aleatronically and with almost
zero cost. Furthermore, since manufacturers havalillity to contact end customers,
some scholars suggest that the intermediary cadmypassed and, therefore, cost of
inventory and maintaining physical stores can loeiced. Nevertheless, to eliminate
intermediaries is not without disadvantages becaaseral channel functions cannot
be replaced by the virtual channel. For examplejaan critical point concerning
disintermediation is the problem of product flowhefFefore, some scholars (i.e.
Bailey and Bakos 1997; Chircu and Kauffman 2000jatleand Capek2001,;
Anderson and Anderson 2002) suggest that a moedy lgituation is that the impact
of the internet will modify but not replace traditial intermediaries totally.
Reintermediation, an alternative concept conceriiiiegchannel design pattern, was
subsequently discussed. From the perspective ahteemediary, if they can adopt
new and innovative ways, such as the applicatioiToihfrastructure to improve
their incapacity, intermediaries continue to play ienportant role in the whole
channel structure. On the other hand, for the natufer, the better scenario is not
to eliminate the traditional intermediary but tondaine outside virtual and physical

channels together.

* Multi-channel structure

Multi-channel structure is a relative new channekign pattern suggested by
scholars. Manufacturers have their own online cbhryet still maintain their

relationship with outside physical intermediariesh@ same time. Manufacturers can
receive orders directly from consumers throughititernet and, at the same time,
still attempt to maintain the physical distributi@hannel with the assistance of
intermediaries to serve consumers. In order tongigish between the pure internet
and traditional offline channels, electronic comeoeeresearchers have labelled
companies which combine physical and web chanfielisks and mortar,” “bricks

and clicks,
(Gulati and Garino 2000; Steinfield et al 2002 aAbatz et al 2008). The utilization

surf and turf,” “cyber-enhanced rditay,” or “hybrid e-commerce,”
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of multiple channels is increasing steadily (Fra4i899; Coelho et al 2003; Coelho
and Easingwood 2008) and based on previous litexatinere are two main
advantages for the adoption of the multi-channstridbution strategy : saving cost

and to collect more customer information/ provigétdér customer service.

¢ Channel conflict

However, this multi-channel structure is not withoitls shortcomings. The
intermediary is likely to be bypassed and manufactuare likely considered as
direct competitors. Channel conflict is likely tocur between channel partners. As
Rosenbloom (2007:7) claims, “Perhaps the most fsigmit obstacle to building
successful multi-channel strategies is the emergehconflict between the different
channels used for reaching customers”. Sharma atddita (2007:23) also mention
that “higher levels of inter-channel conflict iretisontext of multi-channels will lead
to a reduction in promoting the product or even ithavawal”. Hence, how to
resolve channel conflict arising from the developingf the internet channel seems
to be a critical issueAs Hunt (1995:420) claims, “Properly managed canfli
increases the probability that conflict aftermatitl e positive, and therefore, the
conflict will be viewed as functional. On the otheand, poorly managed conflict
will result in negatively perceived conflict afteath and, therefore, conflict will
more likely be viewed as dysfunctional”. Based oevpus literature, there are three
primary sources of conflict: goal incongruity, damalissonance, and perceptual
difference. Furthermorea conflict resolution model (Figure 3.3 in chap®r
suggested by Coughlan et al (2006) was adopted rasdel to classify previous
channel conflict resolution strategies. This modehtains the following conflict
resolution styles: avoidance, accommodation, comg® collaboration, and

competition.
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8.1.2 Gaps from the literature, research objectives, andesearch questions

The literature review revealed the following threain research gaps that needed to

be explored further.

1. Given the expectation that conflict may arise, amay question the
motivations of manufacturers to develop their owreat internet channel.
Indeed, Coelho and Easingwood (2005:199) note ‘i@t importance of
factors in the design of multiple channels has @aldeen discussed and
furthermore, there is a lack of research in respetite reasons why multiple
channels of distribution emerge”. Hence, one of tigectives of this
research is to explore the factors driving firmsdevelop a multi-channel

system that includes a direct internet channel.

2. It seems that the channel design issues in thei-ohahnel structure are
seldom discussed (Hughes 2006). Steinfield et @Z2a b) offer a channel
design pattern—the synergistic channel structurgu(é 2.4 in chapter 2).
Nevertheless, Steinfield et al (2005) agree thas tthannel pattern is
uncommon and Rosenbloom (2007:5) argues that ‘flatieg online
channels with conventional channels to create arfdess” experience for the
customer is, if course, the ideal situation—in tiyeat least. In practice,
however, such seamless integration is still moeeakception than the rule
because substantial obstacles exist”. Howevergitdeom (2007) merely
points out the impracticalities of the synergisti@nnel structure, yet he does
not reveal the possibility of other types of chdnsguctures and design
patterns. Recently, several scholars (Gassenhenalr 2007; Rosenbloom
2007; Sharma and Mehrotra 2007; Coelho and Easiod\2008) suggest the

need to explore the design patterns of the mulinalel system more.
3. How to minimize conflict arising from the developnteof the internet

channel is an emerging research issue suggesteskeuwral scholars (i.e.
Frazier 1999; Schoenbachler and Gordon 2002; WEbBR;2_ee et al 2003;
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Rangaswamy and Van Bruggen 2005; Rosenbloom 20@bpVend Lambe
2007). Nevertheless, the vast majority of previobannel conflict research
has addressed conflict (Vertical and horizontal flecth between two
organizations under a single channel structure,(euwgch 1976 a b; Thomas
1976; Reve and Stern, 1979; Brown and Day 198HBsEberg and Michie
1984; Gaski 1984; Anderson and Narus 1990) and Viétg empirical
research puts emphasis on exploring the issuerdfictoin a multi-channel
system (Webb and Hogan 2002; Webb and Lambe 20d@jhce, this
research issue should be explored more: How cannehaonflict arising
from the development of the internet channel beimiged from the

perspective of manufacturers?

The main objective in this study was to exploreithpact of the internet as a direct
distribution channel within a multi-channel systdtollowing from the research gaps,
the three research questions in this study werentterstand the factors driving the
development of the multi-channel structure, thetrallannel design patterns, and
the channel conflict resolution styles within thelthichannel structure. All these
iIssues have seldom been discussed in previousestulhe three research questions

were:

Question 1 What are the factors encouraging manufacturergdgelop the internet
channel, especially manufacturers with a well elssaled distribution channel?

Question 2:What are the channel design patterns of the nchlinnel structure?
Question 3 How can channel conflict arising from the develepinof the internet
channel be minimized?

8.1.3 Methodology

In this research, a qualitative research strategy e@onsidered as the appropriate one
to conduct research. As mentioned above, all thesearch questions have been
seldom discussed in previous literature. For examf@oelho and Easingwood
(2008:32) mention that “Despite this popularitye tlirivers of these channel
strategies remain virtually unknown”. Besides, Webid Lambe (2007:29) note,
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“Conflict is a critical concern with multi-channsirategies while there has been little
academic research that examines conflict in a rehlinnel context.....there may be
important structural differences between the dyweanof single channel and multi-
channel conflict”. When the objective of a resegoobject is basic understanding of
a new phenomenon or the development of new thaajualitative research strategy
is more suitable than a quantitative strategy (Bayr@004) and this suggestion was
taken in this research. Individual interviews wefl@®sen as the main method to
collect data. Twenty-five respondents were intewgieé during June to September
2007. As a secondary data source, a wide rang®aifngents were also carefully
examined in order to triangulate data from theringsvs. Managers of firms in the
Taiwanese IT industry constituted the main intemaes and main product lines in
their firms ranged from wireless equipment to DRANMdule, motherboard, and

scanner (Table 4.3 in chapter 4).

8.1.4 Key research findings

Question (1): In chapter 5, according to the statements fronrvidgw/ees, six main

factors (Table 5.1) were identified as encouradhmgy manufacturer to develop the
internet channel. These are: (1) customer infownatnmanagement, (2) retailer
management issue, (3) launching a new productio(4e a secondary channel, (5)
me-too strategy, and (6) management support. ihsebat there is limited research
(Table 4.1) which has discussed the factors drivheg development of the multi-
channel structure. Hence, this study makes a keiribation to this research gap by

providing empirical evidence.

Question (2):In chapter 6, one major finding is that when firaxs in the different

stages of the product life cycle, their multi-chahstructures are designed into
different patterns. This point has seldom beenudised in previous literature. In this
research, roles and relative strategic positiorth wnline and offline channels are
classified into three levels. In the growth staties traditional channel plays a
dominant role (intermediation) and the online clene merely considered as an

assistive marketing channel. In the maturity staéige intermediary still performs the
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majority of channel functions but some channel fioms start to shift to the online

channel (reintermediation). The internet channetegarded as a complementary
sales channel. In the decline stage, the rolemfieo and offline channels change
fundamentally. The online channel is highly expdc@d designed as a main sales
channel. A disintermediation strategy is conductddwever, disintermediation is

contrary to that described in previous literaturespondents in this research
mentioned that the channel relationship is ternaithdty the intermediary instead of

the manufacturer.

Question (3):In chapter 7, four sources of internet channel lezinfTable 7.4: goal

incongruity, domain disagreement, perceptual dffiees, and inefficient
communication) and six conflict resolution styleBalfle 7.10: communication,
differentiation, avoidance, accommodation, compsaniand competition) were
identified, according to the statements of intemées. Little research has
empirically examined the sources and conflict nesoh methods under the multi-
channel circumstance. This study offers some engpievidence. In this research,
ineffective communication is considered as a soafaannel conflict, according to
respondents and this point has seldom been distusseprevious literature.

Moreover, compared with previous studies, two maweflict resolution styles are
mentioned by interviewees in this research. Comupaiimn and differentiation are
two common conflict resolution styles mentioned elydby interviewees but seldom

discussed in the literature.

8.2 Theoretical contributions

This thesis makes a number of theoretical contiobst

1. As mentioned in chapter 4, few previous studiesehdigcussed the drivers
for the development of the multi-channel structdrable 4.1 illustrates four
previous studies which have analyzed this reseesire. Nevertheless, all
these previous studies focus on the financial sesvindustry in the UK. The
motivations to develop the internet channel forgthle and intangible

products might be different and it seems that m@search should be
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conducted, especially for companies with tangibtedpcts. This study chose
an industry with tangible products, the Taiwandsentustry. It is anticipated
that the finding of the six motivations for intetrehannel development can

make a contribution to development of theory irs tiea.

. Although some authors have discussed the factor8vatiog firms to
develop the internet channel, Coelho and Easingw@885) merely pay
attention to the external factors and Hughes (2@@&s not provide a clear
classification. Harrison et al (2006) offer interfiactors and this research
supports their classification. In this researclvesal interviewees stated that
the internal factors influence the channel develepiprocess substantially.
When more and more reports show that e-commergeoising steadily, an
atmosphere inside the firm regarding to have auairchannel might be
formed. This thinking (me-too) might motivate maeesyto consider the
necessity of catching up this online business dppdy and to do some
preparation for the future. Therefore, this intérrfactor drives the
development of the multi-channel structure. Newadss, in the beginning,
the click rate is often low because customers ateware of the existence of
the web site. During this time, if the support fr@anior management is
limited or an online sales amount is demanded, ightnbe difficult to
continue maintaining this virtual channel. Severaérviewees also agreed
that the preference of senior managers is an impbrfactor in the
development of the internet channel. If senior ngans consider the internet
channel is necessary in the future, a multi-chastrategy is very likely to be
conducted and furthermore, in a smooth way. Thassification, internal and
external factors, might offer a more holistic wag tnderstand the
development of the multi-channel system.

. As mentioned in chapter 2 (section 2.5.2.1), cedtiction is one of the main
advantages to the development of the multi-chastratture. For example,
Steinfield et al (2002 b: 95) claim that “When uat and physical channels

are harmonized effectively, savings should becoossiple in several areas,
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especially labour, inventory, and delivery costsi.addition, Hughes (2006),
in a multi-case study, confirms that cost savingne factor for the financial
services company to develop the internet channeleMheless, in this
research, respondents do not mention cost reduasoa driver for them to
develop the multi-channel structure. There mightvbe explanations for this
phenomenon: (A) In this study, how to overcomefth@ment issue is still a
problem for many managers, especially for firmshwangible products. In
order to fulfil the online order, manufacturers &ao hire outside logistic
companies and undertake the post-sales servicehdimpselves. All these
activities require more resources than before asal €acrifice a certain
degree of profit. (B) To maintain the internet chalnin good quality is not as
cheap as many people expect, as respondents nmeshtiBspecially, in the
initial stage, the sales amount from the interretquite low but the
expenditure to manage an internet channel with gpadity is not cheap and
it often erodes the margin of online sales. Thislg holds a different attitude
toward the expectation of cost reduction comparéti wrevious literature

and hopes this point can provide more diverse thgnfor further research.

. The synergistic channel structure (Figure 2.4 iaptlr 2) mentioned by
Steinfield et al (2002 a b) is not found in thiadst. It seems that after large
up-front investments in an effective web preserweiriternet based sales, a
synergistic channel structure might require furthevestments through
channel integration and coordination with physioérmediaries. It might be
discussed that an extensive integration of chanmaht not be the most
adequate multi-channel strategy and this type ainokl design pattern is
uncommon. This research suggests other types ofi-omannel design
patterns. Based on different stages of the protifectcycle, firms might
design their channel structure into different patte as mentioned in section
8.1.4. Some previous literature has mentioned éfetionship between the
stage of the product life cycle and the multi-chemstructure. For example,
Geyskens et al (2002) offer a proposition thatgbdormance potential of an

internet channel addition is positively related gamduct-demand growth.
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Webb and Lambe (2007) also predict that the exténthannel conflict
within the multi-channel system will increase graltijifrom the introduction
stage to the decline stage of the product life e&yclhis research offers a
different connection between the stage of the proliie cycle and the multi-
channel structure. Hopefully this finding can make contribution to

knowledge of marketing channels.

. This research puts emphasis on conflict and th@utsn mechanism under a
multi-channel circumstance and offers some empir@madence. Multi-
channel conflict has seldom been discussed in pueviterature. As Webb
and Lambe (2007:29) claim, “The relative lack deation to multi-channel
conflict is significant because previous reseamatgests that there may be
important structural differences between the dywranoif single channel and
multi-channel conflict”. Furthermore, as mentionedchapter 4 (section
4.4.1), it seems that limited research has beedusted in Asia to explore
the internet channel motivations, the channel aegagterns, and the conflict
resolution strategies. Suppiah and Rose (2006) ioretttat the majority of
conflict management studies represent a Westesa bleey suggest that the
preference to adopt conflict resolution styles rhigg different in Eastern and
Western countries and more empirical research ima As required. This
suggestion is taken and this research contributesnderstanding regarding
the conflict resolution from an Eastern view. Hoeg\the research has not
allowed a comparison with Western companies. Funtbgearch is required
of a comparative nature to understand more fullgtiver the findings of this

research are indeed specific to Asian companies.

. Compared with previous studies, in this researahnwre conflict resolution
styles, communication and differentiation, were tiwered by interviewees.
Communication and differentiation as conflict regimn mechanisms have
seldom been discussed in previous literature beitt@o common conflict
resolutions mentioned by managers within differembs and the stages of

the product life cycle. Empirical evidence is offérin this study. These two
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identified approaches can be considered as a completo the existing
literature regarding multi-channel conflict. Funim®re, scholars (i.e. Mohr
and Sohi 1995) suggest that formal communication cantribute to a
dealer’s sense that information is complete. Fore@mihmunication can
encourage the willingness of channel members ttaiei and develop
routines and procedures for communication. Howeuvasr, this study,

interviewees express a different attitude andetnsethat in Chinese society,
informal communication is more likely to be accepteidely by managers.
This difference might help to identify the diffetepreference of conflict

resolution styles between Eastern and Western geant

. Several conflict resolution methods might be addpé the same time.
Furthermore, in this research, it seems that fimmbe different stages of the
product life cycle might not only design the muhbannel structure
differently but also adopt different conflict resbbn methods (Figure 7.6 in
chapter 7). For example, when a manufacturer ihéngrowth stage of the
product life cycle, the intermediary is importaor them and the internet
channel is considered as an assistive marketingnehaThe firm might
attempt to keep a harmonious relationship with th&ermediary, and
therefore, they would adopt some “smooth” confliesolution approaches:
communication, differentiation, avoidance, and amewdation. This point,
the stage of the product life cycle and the adoptibthe conflict resolution
style, has seldom been mentioned in previous tileza hence this thesis
makes a contribution to knowledge in the area offlmi resolution in the

multi-channel structure.

8.3 Managerial implications

It is no surprise that manufacturers desire to bgvéeheir own internet channel. In

this study, several respondents claim that they searse the change of consumer

behaviour. More and more customers are willingdarsh for product information

online by themselves. Managers realize that crgatimonline channel seems to be
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necessary. Meanwhile, e-commerce is a very popssaie in recent years, but the
growth trend for online sales is hard to predistotder to make a preparation for the
future, managers have to bid on both sides andckaan online channel. By using
this virtual channel, online customer behaviourd anline customer service can be
learned gradually. This research provides threegesigpns (tangible/intangible

products, undertaken channel functions for eachrodla and internet channel

conflict resolutions) for channel managers whosmmanies are considering the
development of the internet channel. These thrggestions follow a time sequence:

before, during, and after the development of theriret channel.

(1) Tangible/Intangible products: Before the development of the internet
channel, channel managers should put particularhesip on their product
types—tangible or intangible products. It seemg tba tangible products,
especially the small packaged items, managers nfeyte the fulfilment
problem because the tangible product cannot befeaed electronically. As
a manufacturer, the distribution task is often towal for them. This is a
basic problem for e-commerce while it seems thatymaeople ignore this
point. As Geyskens et al (2002:102) mention, “Méinyps attracted by the
potential access to millions of customers and wlatively low costs of
setting up the channel, have rushed to establismtamet channel”. For
firms with intangible products, the internet chanméght be one of the most
important channels in the future but for firms wigimgible products, it seems
that managers should wait for more evidence (ilee growth and
achievement of e-commerce) to be accumulated. &umibre, the support
from top management should be considered by chamaehgers, when they
attempt to develop the internet channel. Manadeusild make sure that they
obtain enough support from top management. It caibse in the initial stage,
the sales amount from the internet can be low haddvenue and cost might
not break even easily. Perhaps, to cooperateatliigr online platforms such

as Yahoo shopping might be an alternative option.
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(2) Undertaken channel functions for each channellf channel managers
make the decision to develop the multi-channelcstine, the undertaken
channel functions for each channel should be censitd How to design the
multi-channel system and allocate channel functifmmseach channel is a
critical issue. The internet channel might not perf all the channel
functions. This issue has been discussed in preitarature and this study
also supports this point. Nevertheless, this migbt be a shortcoming.
Instead, a suggestion for channel managers is thater different
circumstances, managers can design their multirediasystem into different
patterns. In other words, the internet channellmigconsidered as a flexible
tool to make up the deficiency of the intermediayd some channel
functions that intermediaries are unwilling or ipahle to perform might be
transferred to the internet channel. For exampile,internet channel can be
designed as an information transferring point ttbeco and provide accurate
up-to-date information. The internet channel can designed as a
complementary sales channel to resolve some prablesth for suppliers
and intermediaries such as limited shelf spacenénphysical store. In the
decline stage of the product life cycle, the ing&trchannel can be utilized as a
main sales channel to sell and make contact withcestomers directly. This
study offers a guideline for managers to think dliba roles and undertaken

functions for online and offline channels.

(3) Internet channel conflict resolutions: After the development of the internet
channel, internet channel conflict is likely to pap. Nevertheless, as
Schoenbachler and Gordon (2002:45) note, “Multircteh marketers should
not worry about channel cannibalization and comgmrshould develop an
organizational structure that minimizes channelflatih Although there is
not a standard procedure to guide managers regahndiw to resolve internet
channel conflict, this study offers some confliesolution methods and might
be considered as a guideline for channel managess.conflict resolution
approaches, communication and differentiation jdeatified in this research.

These two approaches could be suitable for managerssolve channel
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conflict, especially under the multi-channel cir@tamce. A suggestion for
channel managers is that during and after the dpumetnt process, more
formal and informal meetings and conversations khba arranged. Channel
managers should explain this company policy noy dal outside channel
partners but also to inside staff. Furthermore athiee product line and price
can also have some adjustments in order to segowite and offline

channels. In addition, channel conflict is oftenmgidicated and several

conflict resolution mechanisms could be adoptati@same time.

8.4 Limitations and suggestions for further resedrc

8.4.1 Limitations

Every research has its limitations. In this reseavdth limited time and resources,
the author could only interview 25 intervieweesire particular industry within one
country. Although several managers in high posg#jsuch as vice presidents, were
interviewed, the number of interviewees might n@blg enough to present a holistic
view regarding the drivers of multi-channel devetgmt, the possible channel
design patterns, and, the channel conflict resmtutiThis might be a natural
limitation of qualitative research (Blaikie 2006)utbthe limited number of
interviewees might constrain the generalization fioflings. For example, as
mentioned in chapter 6, firms which are in theddtrction stage of the product life
cycle were not found. The channel design patternthis stage is not clear.
Furthermore, this study only examines the perspectif manufacturers in the
Taiwanese IT industry. However, the relationshigween channel partners is a
bilateral direction between channel members anghéngpective from intermediaries
is also important. The reactions from intermedmriggarding the development of the
internet channel and channel conflict resolutioausth be explored in the future. In
addition, opinions from managers in different inies and countries might be
diverse. The IT industry may have special charaties unique to the sector and
therefore, the observed results may not be easilysterred to other contexts. A
comparison of channel issues in different industaed regions should be conducted

in the future. Besides, as a pure qualitative mebeathe statements from
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interviewees are subjective and retrospective. Thialso a natural limitation for
gualitative research. Hence, in the future, morangjtative research is required and

IS necessary to confirm the findings in this reskar

8.4.2 Suggestions for further research

After the research limitations, some possible dioas for future research studies are

suggested.

1. The development of the multi-channel structureuduig the internet channel
can be divided into several different stages. Bangle, Chaffey et al
(2006:162) divide the internet development into kexels: (1) no website
planned, (2)company name only (i.e. hame appearing on onlinewe
pages), (3web pages offering basic company and product irdion, (4)
simple interactive site where customers are ableetoch the site and make
queries, (5) interactive site supporting onlinensaction with users, and (6)
fully interactive site providing relationship matke with individual
customersA reasonable prediction is that in different depet@nt stages the
factors for manufacturers to develop the multi-cte&nstructure might be
different. In this research, the author only putpbasises on firms already
with an online sales channel and transaction antiduresearch can try to
understand the reasons for companies to develop-chmalnnel structure in
different adoption stages. A prediction is thatdifferent internet adoption

stages, the factors would be different.

2. An observation is found during the data collectjmmocess. It seems that
several firms in the IT industry prefer to cooperatith outside online
shopping platforms instead of developing their amtine shopping channel.
It means that the firms’ official web sites merebffer some simple
information such as company background or produdbrimation and
hotlinks are offered for customers to connect ® dhtside online shopping

platform. Firms do not take online orders by thelwes and customers are
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transferred to online intermediaries. Further regeaould try to realize the
drivers for firms to cooperate with outside thirarfes instead of developing

their own online sales channel.

. It seems that the relationship between the stagkeoproduct life cycle and
the development of the multi-channel structure megu further studies.
Gorsch and Pedersen (2000) note that firms may sehdo offer new
products electronically and sell more establishebdpcts through
conventional channels. It is because new prodususily create little profit
or even demand additional investment, and thustivadl intermediaries
might not have high carrying willingness. Howeviar.another article, Tsay
and Agrawal (2004 b) offer a further research issuml predict that
manufacturers may utilize the physical distributystem to build market
share for a new product. Getting quicker exposhreuggh more channels
may assist the diffusion process. When the probdacomes established, the
manufacturer might be less interested in shariegpttofit margin with the
physical intermediary. Hence, they might sell exoialy direct or in a multi-
channel arrangement (channel conflict notwithstagidi This research
supports the viewpoint of Tsay and Agrawal (20044xxly. In this research,
firms in each stage of the product life cycle vaidld the internet channel but
they might design their channel structure in déférpatterns. It seems that
more research is still required. As Tsay and Agtd2@04 a: 107) suggest, in
the multi-channel structure, “The evolution of distition strategy over the

life cycle of a product appears to be an open rebeea”.

. According to Table 6.7 and 6.8 in chapter 6, inse¢hat the importance of
the online channel is increasing, when the stag@rotluct life cycle is

shifting from the growth to the decline stage. Ow tother hand, the
importance of the offline channel is decreasingemithe stage is shifting
from the growth to the decline stage. Future retearay try to examine that
the importance of online and offline channels Wwdl different in the different

256



stages of the product life cycle. The importancelannel can use the sales

amount or the undertaken functions to measure.

. Channel power is a common research issue in sepeealous marketing
channel studies (i.e. Lusch 1976 a b; Brown et983] Gaski 1984; Ganesan
1993) while not discussed in this research. Geysletral (2002) states that
when companies have little channel power, theylese likely to add the
internet channel because opportunistic behaviowy arse on the part of
distributors. In a survey within the European neaymy industry, Geyskens
et al (2002) confirmed that the performance po&rmf an internet channel
addition is positively related to the firm’s chahpewer. In this research, an
observation is that even if the company (i.e. Mif@any) has relatively little
channel power it will add the internet channel. Borer, the company (i.e.
DI Company) that has relatively strong power usesinternet channel in a
restrictive way and the internet channel is onlgigieed as an information
provider and receiver. It seems that more resesrohld be done to study the

issue of channel power in the multi-channel strectu

In this research, ineffective communication is e¢desed as a source of
channel conflict and further research should beedonexplore whether the
ineffective communication will fuel the internet arimel conflict between
channel partners. A research proposition is tha thore ineffective

communication happens between channel partnersndine internet channel
conflict arises. Furthermore, two more conflict alesion styles,

communication and differentiation, are identifificthe effectiveness of these
two approaches should be confirmed by more empirgseearch. A possible
prediction is that the communication and differatiin approaches are
negative related to the internet channel confligthiw channel partners.

More quantitative research should be done to bhestet two propositions.
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Appendix
Appendix 1: Semi-structured interview guide (in Esig)

The development of the multi-channel structure atite management of channel
conflict

Name Company and depaant Date

(A) About you

Can you describe your company profile (such as pragts or main customers)
generally?

--Can you describe your position in your company®vHong have you held this
position?
(B) Current channel structure

Can you describe the marketing channels used by yowompany and the
reasons for their use?

--Does your company have any previous experienadirett sales channels? If so,
please explain in detail.

(C) Driving to develop the internet channel
What are the factors encouraging your company to deslop the internet channel?
-- Are there any internal/external factors partelyl help the development of the
internet channel?

(D) Channel function
Can you describe the main channel function, valugnd role for each channel?

--Are there any particular expected channel fumstifor the physical/virtual channel?
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(E) Sources of conflict and conflict management

Are there any disagreements or arguments between ahnel members after the
development of the internet channel?

--In your opinion, what are the sources of thesadireements or arguments?

How does your company do to minimize conflict arisig from the development
of the internet channel?

--Has your company ever tried the approach (avaeéanaccommodation,
compromise/ collaboration, or competition) to reedhe internet channel conflict?

(F) Supplement

Are there any further issues which you feel are imprtant for the understanding
of the development of the multi-channel structure ad the management of
channel conflict?
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Appendix 2: Semi-structured interview guide (in #se)

The development of the multi-channel structure atite management of channel
conflict

Name Company and depaant Date
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