


This virtual marketing system does not replace the physical one. The ysical
environment of raw materials and tangible resources continues to exist, and will most
likely continue to exist (Weiber & Kollmann, 1998). Rather, in an osmosis effect, it has
diffused into the physical environment resulting in a dynamic open system of interwoven
virtual and physical variables. The two exist as parallel universes that are continuously

being crossed over, pollinating each with the changes occurring dynamically in the o er.

Rayport and Sviokla (1995) summed the situation up, stating that all organisations in
today’s world compete in both the physical and virtual market. To operate effectively
and efficiently in this new dual interrelated marketing environment system, ma TS
need to understand the inner workings of both broad marketing subsystems and e
influence that each has on the other. The mutual relatedness of the variables in  ese two
market systems means that future competitive advantages will be the product of
integrated endeavours in both the virtual and physical worlds of business (W r

Kollmann, 1998).

In marketing curricula, redefining the marketing environment system by merely adding
the virtual marketing system to the traditional system is not sufficient. Nor is it suffi nt
to explain the impact of electronic connectivity in terms of a change factor wi in e
technological sub-environment of the macro-environment. Rather, an entirn 7 ne

marketing environment system paradigm is required to facilitate comprehension of e

contemporary marketing environment system.

As indicated by Sheth and Sisodia (1999), many of the established marketing “truths” or
fundamental principles, including the contextual nature of the marketing environment, are
changing as a result of the advancements in technology, particularly the Internet.
Geographical boundary lines, time frames and traditional understandings of competitive

strengths, weaknesses, opportunities and threats alter significantly in this new system.

In this chapter, Internet-fuelled changes and challenges to marketers are considered.

Globalisation, considered to be both a driver and a consequence of Internet’s connectivity
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“first e-mail utility program to list, selectively read, file, forward ar respon to

messages” was written (Leiner et al., 2000; Griffiths, 2002).

Originally, the Internet was used by government and by university sponsored researchers
and only became available to individuals and companies in early 1990. Full commercial
use of the Internet followed in 1991 when the Commercial Internet Exchange Association

was established (Hamill, 1997).

The World Wide Web, first released to the public in 1991 (Griffiths, 2002), is an Internet
service based on hypermedia, an interactive multimedia system (Hoffman er al., 95,
Ainscough & Luckett, 1996.) The World Wide Web was an inno' ion originally
designed and developed in 1989 (Griffiths, 2002) by the European Centre for ligh
Energy Physics (Hoffman et al., 1995; Griffiths, 2002.) The purpose of e project was

to simplify the search and retrieval of documents on the Internet (Griffiths, 200:

In South Africa, the first sustainable electronic mail link, using the Fidonet mailing
system, was established between Rhodes University and a home in Oregon, = 3A in 1988.
This was due to the efforts of Francois Jacot Guillarmod, Dave Wilson and Mike awrie
in South Africa, and Randy Bush in Portland, Oregon, USA. Early in 1990, using the
Uninet network, an internet link was established between Rhodes University an the
University of Cape Town, followed by a second internet link to the University of Natal
(Note, the use of the lower-case ‘1’ for Internet here indicates that this link was notto e
worldwide Internet). At the end of 1991, a full connection, across a leased ne, was

established to the worldwide Internet (Lawrie, 1997).

3.2.2 Infrastructure of the Internet

The Internet network is made up of local-area networks (LANs) and wide-area netwo
(WANs). LANSs are small-scale networks, connecting locally centralised computers and

devices within, for example, an office, a department or a work group. W/ 3, such as
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virtual private networks (VPNs) or the Internet itself, are large-scale networks,
connecting decentralised computers and devices nationally or globally (Elsenpet

Velte, 2001: 182, 218; Bocij et al., 2003: 161).

The Internet, as a physical network linking computers globally, consists of an
infrastructure of network servers connected via communication links. These network
servers are used to hold and transport data between client computers and  =b TS
(Bocij ef al., 2003: 178). Client computers access the Internet via local Internet service
providers (ISPs) who lease bandwidth capacity from larger ISPs (Kleindl, 2 11: 26).
These larger national and international ISPs, which are connected to one ano ar v

network access points (Naps) (Botha et al., 2004: 17), own high speed links that form the
backbone of the Internet that enables communication across national and international

borders (Bocij et al., 2003: 178, 179; Botha er al., 2004: 17.)

These network systems use a telecommunication system consisting of physical cables,
modems, hubs, switches, bridges and routers (Bocij et al., 2003: 169). [odems are
devices that enable computers to receive and send data via a standard telephone line
(Worthington-Smith, 2001: 266; Bocij er al., 2003: 169). Other connection options
include the integrated service digital network (ISDN), the asymmetric digital subsct er
line (ADSL) and the leased-line option (Bocij et al., 2003: 170; Wright, 2003: 26).
Routers, combined with a firewall, are used to connect an organisation’s internal netw

to the Internet (Bocij et al., 2003: 171). The purpose of the firewall device is to co1 ol
outside access to internal data (Worthington-Smith, 2001: 265). Switches and ubs,
which are connected to a server (Bocij et al., 2003: 171) direct incoming data and

connect the components of the internal network (Elsenpeter & Velte, 2001: 215.)

Further, network systems utilise telecommunication channels and media. Guided media
makes use of conventional cables, such as twisted pair, co-axial or fibre-op : cabling,
while unguided media uses wireless transmissions, such as microw 3

transmissions (Bocij et al., 2003: 171, 172).
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The World Wide Web Internet service, using hypertext transfer protocol _ ttp), facilitates
the self-activating search for addresses entered and then tI  automatic recovery of the
document requested (Griffiths, 2002). All Web site addresses start with http:// followed
by ‘www’ (Ainscough & Luckett, 1996). Whereas the Internet is a network of comp s
connected by cables, the World Wide Web is a network of Web sites connected by
hypertext links (Griffiths, 2002).

Information on the Web can be accessed in one of the following ways: Firstly, v en the
exact Web site address is known this can be entered directly into the search rowser.
Alternatively, surfing the net can access information on the Web. This refers to lis ;
from subject to subject by clicking on words, phrases, or icons until the desired
information is found. Use can also be made of one of the Web’s search engines. ~ s
simply involves entering keywords in the search box and clicking on 1e search
instruction button. Finally, one of the Web’s directories can be used » access
information. These directories typically offer broad subject categories that, at a click of a
button, disaggregate into more specific topic categories. Most also offer a keyword

search function for searching that directory’s content (Ainscough & Luckett, 19' ).

Being a user-friendly, consumer-oriented service, the World Wide Web has become a
highly popular new vehicle for commerce (Hoffman ef al., 1995; Ainscough & Luckett,
1996; Herbig & Hale, 1997).

3.2.4 Global Internet size and growth rates

In January 1991 only 313 000 host computers were connected to the Internet. In January
1998 there were 29 670 000 host computers on the Internet, a figure that grew by 46
percent to 43 230 000 in January 1999 and by 68 percent to 72 398 092 in January 2000.
In January 2001, 109 574 429 host computers existed on the Internet, a growth of 51
perce om the previous year. In January 2002 this figure grew to 147 - .. 7_3 and by
January 2003 there were 171 638 297 host computer on the Internet. In January 2004
there were a reported 233 101 481 host computers on the Internet which, by July of that
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:ar had ~ »wn to 285 139 107. Thus, in a five-year period (January 2000 to January
2004) the number of host computers connected to the Internet grew by 294 percent and
by a significant 90 999 percent since January 1991 (Internet Software Consortium,
2004a). In July 2004, of the 285 139 107 domain names by host count, 53 390 597, that

is, 19 percent were commercial or .com domains (Internet Software Consortium, 2004b).

There are a number of different surveys that attempt to measure the size of e al
Internet population. It should be noted that different surveys make use of d r
measurement parameters (NUA, 2003) and measure different time frames (V  rthington-

Smith, 2001.)

NUA (2003) estimates that there were 605.60 million people online in 2002, compare

with 515.86 million in 2001 and 377.65 million in 2000 ~NU | @ 1)
Nielsen/NetRating’s Fourth Quarter 2002 Global Internet Trends report, drawn from
surveys carried out in October 2002, and using consistent research methodology,
estimates that the world Internet population increased by an average of four percent from
quarter four 2001. This report estimates that for quarter four 2002, 580 million people
had Internet access via home personal computers (Anon., 2003b) compared to 4982
million in quarter four 2001 (Anon., 2002a). ITU (2004) concur, estimating  at glob:

Internet users tallied 580 million in 2002, a figure that increased from 502 mi on in
2001 and 399 million in 2000. The CIA (2002b) estimates that there were close to 666
million online at the end of 2002, compared to 533 million at the end of 2001 (C ,
2002a) and 413 million at the end of 2000 (CIA, 2001.) In 2004, it was estimated that the

global Internet population tallied 934 million. This figure is forecasted to increase to

1.07 billion in 2005, 1.21 billion in 2006 and 1.35 billion in 2007 (McGann, 2005).

There are a number of factors that complicate the measurement of the Internet population.
Firstly, often it is multiple users, rather than a single individual, who are accessing a
single dial-up account. Secondly, users accessing the Internet, both from their work

home personal computers, leads to double counﬁng. Thirdly, it is difficull »d rentiate

between users of e-mail and users of the Internet (Worthington-Smith, 2001: 4).
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environment. One of these changes presenting contemporary marketers with new

challenges is Internet-driven globalisation.

3.3 i

Globalisation has been a reality now for a number of years (Svensson, 20( . I 5
changed is the accelerated rate at which globalisation is occurring, mainly as a rest  «
the global-wide connectivity afforded by the Internet (Day & Montgomery, 1999; Dutta
& Segev, 1999; Kotler, 1999: 5).

To compete in the contemporary marketing environment, generic marketers, and not just
international marketing specialists, need to understand the fundamental r  ties ¢ this
Internet-accelerated globalisation. Marketing educators need to equip generic ma ng
students with knowledge of the Internet-driven global context of the contemporary
marketing environment (Lazer, 1993; Hamill, 1997; Hunt, 2002; Watson, 2! 3: 24).
Internet-driven globalisation is a marketing reality that cannot be ignored (B ck, | 03:

16).

3.3.1 Internet-accelerated globalisation

While international marketing and globalisation are by no means new marketing conc: ts
(Porter, 1986a; Porter, 1986b; Svensson, 2002), Internet technologies are most certainly
accelerating the pace at which globalisation is occurring (Day & Montgomery, 1999;
Kotler, 1999: 5.) The open and global connectivity of the Internet network Jamill,
1997; Dutta & Segev, 1999; Arnott & Bridgewater, 2002) accounts for it being the major
driving force fuelling globalisation (Day & Montgomery, 1999; Kotler, 1999: 5.)

Internet’s global connectivity provides an international information infrastru =  thin
whii  connected users can interact in real time (Hamill, 1997; Randell er , 2002) and
access a global database of a wide variety of information (Ellsworth & Ellsworth, 1997:

43.) As more and more people around the world connect to the Internet, so more and
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Such Internet-driven globalisation leads to an increased number of com titors going
after the same customers (Hammer, 2003: 9). This increase in the intensity of global
competition is not only a product of consumers/customers gaining access to a worl wide
selection of market offerings. It is also the result of the ease with which the Internet
enables organisations, regardless of size, to compete globally (Quelch & Klein, 1996;

Palumbo & Herbig, 1998).

The Internet represents a technological advancement, which significantly r ices the
required resources for expanding and competing internationally, thereby encouraging
more organisations to seek global expansion (Arnott & Bridgewater, 2002). Where once
the province of large, mature organisations, the Internet affords even the smallest of
organisations the opportunity to compete in geographically distant markets (Johansson,
2000: 4; Cronje & Smit, 2003a: 14). Further, the Internet substantially reduces the

internationalisation process time frame (Hamill, 1997).

This means that organisations today are caught in a mesh of global, as we as local
competition, arising from both multi-national and small organisations, whii  are capable,
as a result of the Internet, of internationalising at an unprecedented speed. Of course, on
the positive side, the Internet also offers marketers the opportunity to  get ¢ Ol

customers, as well as enabling existing international marketers to enhance their global
marketing efforts. The strategic use of the Internet as an international marketing tool will

be dealt with in the following chapter.

Internet’s speed of communication and global reach also increases the pace at which new
trends are globally shared and accepted (Quelch & Klein, 1996). This fosters e
homogenisation of markets, as customers acquire a liking for foreign goods from around
the world (Day & Montgomery, 1999; Cronje & Smit, 2003a: 16). In this regard,
Internet’s connectivity and the increasing integration of world markets also increases
local organisations’ vulnerability to market trend_s, for example, health nomic
fluctuations, efc., occurring in distant markets (Buick, 2003: 16). In the same tone, it

should be noted that the Internet likewise increases the organisation’s risk of being
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(Hamill, 1997). Bearing this in mind, this study puts forward that generic undergra: ate

marketing students should understand that:

o Contemporary marketers are competing in an Internet-accelerated al

marketing environment.

In this connected global environment it is knowledge, rather than physical assets, that
constitute an organisation’s main source of competitive advantage (Zack, 1999; Clarke,
2001; Dlamini, 2004: 7). As such, one of the focal challenges for marketers ope; i 1i

this Internet-driven competitive global marketing environment is the man e :nt of

knowledge (Schlegelmilch & Penz, 2002).

3.4 KNOWLEDGE ECONOMY

In addition to accelerating the rate of globalisation (Day & Montgomery, 1999; Kotler,
1999: 5), Internet’s connectivity is also the major driving force behind the related
information revolution (Jallat & Capek, 2001) and the increasingly knowledge-driven
economy (Clarke, 2001; Jallat & Capek, 2001.) Day and Montgomery (1999), note the

“connected knowledge economy” to be one of the major trends impacting marketing.

Due to this Internet-fuelled data revolution and resulting knowledge-driven economy,
“every business is an information business” (Evans & Wurster, 1997) and all
organisations in the contemporary marketing environment system cor ete in both the
physical market of resources and the virtual market of information (Rayport & Sviokla,
1995.) This being so means that all marketers need to understand the dynan :s of this

knowledge-driven marketing environment.

The Internet-fuelled information revolution (Jallat & Capek, 2001) and 1 que
narketing information creates new-challenges, as well as new opportunities
for marketers (van Bruggen et al., 2001; Wind & Mahajan, 2001: 18.) Fundame

economic principles underlying marketing decisions change as Internet’s connectivity
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brings about new economics of information (Evans & Wurster, 1997; Rueflier.

27). Within this information rich environment, knowledge becomes the fundamen
strategic asset for competing (Zack, 1999; Smith & Culkin, 2001; Keegan & Green,
2003: 244; Dlamini, 2004: 7), subtly changing the marketing decision-making process
(Keegan & Green, 2003: 244) and increasing the importance of know Ige n 1agen

within marketing (Achrol & Kotler, 1999; Schlegelmilch & Penz, 2002.)

3.4.1 Internet-driven information revolution

Internet technologies have served to breakdown previous inhibitors of information flow,
facilitating the ever-increasing freedom and frequency of information flow that
characterises today’s marketing environment system (Day & Montgomery, 1999). As a
result of Intermet’s open universal standards, millions of people are communicating

around the globe (Evans & Wurster, 1997; Jallat & Capek, 2001).

The Internet significantly reduces the cost and time of obtaining information (Wind &
Mahajan, 2001: 18). It enables marketers to gather vast amounts of rich customer data
and other valuable marketing information in real time from anywhere in the > 1 (Rao
& Ali, 2002). Vast amounts of information can be easily and cost effectively stored
digitally in electronic databases (Hanson, 2000: 44). The Web itself constitutes a
massive database of both current and archived information on a wide range of subjects
(Bickerton et al., 1996: 24; Ellsworth & Ellsworth, 1997: 43). ‘urther, Internet’s
connectivity, together with other technological applications, such as intranets, extranets,
in-store scanners, loyalty cards and credit cards (Burke ef al., 2001: 226), allow for these
databases to be updated in real time (Cronje & Smit, 2003b: 26) from geographica
removed data sources (Day & Montgomery, 1999.)

For the first time in the history of marketing, a technology exists to facilitate marketers’
abili to get to know large numbers of customers in penetrating detz  Su  enhanced
customer profiling allows for an exact understanding of underlying individual customer

behaviour, rather than relying on mere estimates (Franzak et al., 2001). This represents a
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substantial shift from past normative market segmentation principles (Kara & Kaynak,
1997) and presents new relationship marketing opportunities (Kara & Kaynak, 1997;
Franzak et al., 2001.) In addition, the Internet provides marketers with instant access to
continuous information on a range of marketing environment varial :s, a tt ic  at will

be discussed in more detail in the following chapter.

Suffice to say, that as a result of the Internet the marketer now has access to signi ar -
greater amounts of, and more detailed data. This should potentially increase their market
insight and decision-making performance. In reality though, more data leads to increased
complexity and a greater likelihood of poor decision quality (van Bruggen et al., )0

Many organisations are being overwhelmed with data as electronic connectivity and
information technology capabilities provide exponential access to data. While successful
in their endeavour of collecting the data, transforming the data into knowledge and then
into informed strategic' actions appears to be a problem (Zack, 1999; Davenport et al.,
2001).  Further, the unethical collection and use of information using Internet
technologies is in fact destroying trust, rather than enhancing relationship-marketing

efforts (Franzak et al., 2001).

In this age of abundant information (Wind & Mahajan, 2001: 18), leveraging data to
foster a market-oriented learning organisation, as proposed by Slater and Narver (1¢ ),
necessitates that information be translated into knowledge using knowledge management
processes (Clarke, 2001; Davenport et al., 2001.) Further, the principles governing the
ethical collection and use of data via the Internet will need to be strictly adhered to if this

medium is to be used to enhance, rather than destroy, relationships (Franzak ez al., 2001).
3.4.2 New economics of information in the Internet age

According to Evans and Wurster (1997), Internet’s connectivity and resulting information
revolution created an underlying change in the “economics of infi itio |, causing

changes in the way organisations compete. Both Hanson (2000: 33) and Ruefli et al.
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3.4.3 Knowledge as a strategic asset in the Internet age

In this knowledge-driven economy, knowledge is increasingly elevated to bei e
critical strategic resource of the competitive organisation, and learning the critic

strategic capability (Zack, 1999; Clarke, 2001; Dlamini, 2004: 7). As ult of the
emergence of the virtual marketing environment system, information has ecome both a
facilitator of value construction and a source of value in itself (Rayport & Svic la, 1995).
The value of today’s organisativon is increasingly being measured in terms « “ at it
knows rather than what it owns” (Smith & Culkin, 2001), thus altering the strz : role
of information from a support mechanism to a value generating strategic asset (Keegan &

Green, 2003: 244.)

In today’s world, knowledge is considered to be the only true competitive advantage
(Dlamini, 2004: 7). As a source of competitive advantage, superior knowledge has the
advantage over traditional resources in that competitors cannot imitate or develop
substitutes for it. Further, creating a competitive advantage based on knowledge is
sustainable in that having superior knowledge fosters the ability to learn (Zack, 1999) and
rapid organisational learning is a critical success factor in an age characterised by an
accelerated rate of change (Kotler, 1999: 5.) The added advantage of knowledge over
physical resources, as mentioned in section 3.4.2, is that it provides an increasing r : of

return as it is used (Zack, 1999).

3.4.4 Growing importance of knowledge management in
marketing
As indicated in section 3.4.1, in the Internet age of intensive information, , as

discussed in section 3.4.3, knowledge signifies a critical strategic asset, knov :dge

management becomes a strategic imperative.

Achrol and Kotler (1999) postulate that in the age of information knowledge management

efforts represent the most significant activity of marketing as a business function. In a
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knowledge (Davenport et al., 1998). Such collaboration is paramount __ the ultimate
objective of knowledge management is to be achieved - that of facilitating organisational

learning (Cronje & Smit, 2003a: 17).

One of the fundamental principles of knowledge management is that inform n
technology, especially Internet technology, must be integrated into n 1agement
processes (Keong et al., 2001) and, by implication, into marketing processes. 1 ctronic
databases, data mining software, video-conferencing, Internet, intranet, extranet and e-
mail services are just a few examples of digital technologies that facil e knowledge
management (Bennett & Gabrial, 1999). In this regard, Davenport er al. (2001) suggest
that it would be valuable for marketers to have an understanding of the software and
hardware involved in database management, together with contemporary data modelling
techniques and a knowledge of how data is organised. Achrol and Kotler (1999) concur,
indicating that marketers will need to be skilled in database management ar r ited
software applications, such as data mining. According to Olivia (1997), managing
knowledge using new information technology tools and data modelling techniques
signifies a key challenge facing contemporary marketers. As a key challenge to modern
marketers, this implies that generic undergraduate marketing students should un ind

that:

o The Internet-fuelled information revolution has resulted in the conter  ary

marketing environment being knowledge-driven.

As Internet’s connectivity fuels the information revolution and subsequent knowledge-
driven economy, with new economic principles governing information and aere
knowledge in itself has become a strategic asset, so it is increasingly necessary for
contemporary marketers to be equipped with knowledge management competencies. The
following section reviews the ~ “uence of this globally connected know ze

environment on consumer behaviour, followed by its influence on ly

behaviour.
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3.5 CONSUMER BEHAYVIC 1 1 TAGE

One of the most significant consequences of the advent and subsequent growth of
Internet-based commerce is the shift in market power from the marketer into the hands of

the consumer (Hoffman & Novak, 1997).

In the traditional marketplace, marketers invited the customer to enter into a r« tionship
and then controlled the terms of that relationship. Consumers’ lack of information and
restricted access to the marketplace meant that generally the consumer was at a
disadvantage and that most of the elements in the relationship were under e arketer’s
control (Schultz, 2000). Marketers had control over the identification, development,
maintenance and enhancement of relationships (Gronroos, 1996). Marketers controlle
iformation databases, as a result of their greater control of and access to information a;
information technology (Schultz, 2000). Consumers’ databases tended to be based on
their own knowledge and experiences and, as such, were limited and of or qu ty

(Wang et al., 2000).

Internet technologies equip the customer with a greater amount of consumer related
information and a greater number of purchasing alternatives from which to 100se from,
together with the ability to effortlessly — just a click of their mouse — compare various
competitors’ offerings (Tapscott, 2001). This eliminates the monopoly power marketers
had in pre-Internet days over consumer related information, in that it provides =
consumer with the same amount of information on the various available purchase

alternatives as marketers possess (Evans & Wurster, 1997).

On the Web it is the customer who seeks out the marketer. They control the initiation of
contacts and the type and extent of the information flow (Hoffman er al., 199Z; Aldridge
et al., 1997). Access to intelligent shopping agents (Schultz, )00), market res 1 and
ar tools, together with greater communication betwee and
the resulting increase in consumer knowledge sharing gives rise to consumers developi

sophisticated consumer databases. These databases enable consumers to identify and
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target marketers and market offerings that match their needs and preferences with greater

precision than has ever been possible before (Wang et al., 2000).

With the growing number of consumers gaining Internet access (Rasch & Linter, 21 1;
McGann, 2005) and using the Internet for consumption related activities (Ras & Li: ',
2001) it has become increasingly necessary for marketers to widen their knowledge of
consumer behaviour to include models of consumer online behaviour an &

Venkatesh, 2000.)

Specifically, generic marketers need to understand those constructs explaining the
consumer online navigation experience (Novak et al., 2000; Dholakia & Bagozzi, 2001:
170); their use of Internet technologies to supplement or substitute areas of e dec: in-
making process (Haubl & Trifts, 2000; Rowley, 2000) and how this virtu marketing
channel influences the consumer’s decision-making process (Haubl & Trifts, Z )0

Further, they need to understand those variables that can be used to predict e
consumer’s use of the Internet in their decision-making process (Schoenba ler &

Gordon, 2002).

3.5.1 The consumer online navigation experience

One of the unique features of the virtual Web environment is the greater level of control
consumers have over all of the elements of the information gathering process. - =
consumer decides which Web sites to visit, which places to visit within the Web site and
when to exit the site (Dholakia & Bagozzi, 2001: 174). Consumers actively under  :a
process of network navigation in the virtual Web environment (Hoffman & Novak,
1996), requiring real-time decisions concerning the various elements of this navigation

process (Dholakia & Bagozzi, 2001: 174.)

Frc n | ing pers] ftive, 1 le nding the variables serve to optimise
consumers’ online navigation experience is fundamental to understanding online

consumer behaviour. Models specifying the components of the consumer online
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experience and their interrelationships facilitate the marketing task of creating a

compelling commercial Web site (Novak et al., 2000).

Two well-cited and important models that seek to explain this online consumer
experience are the network navigation in a hypermedia computer-mediated environment
model (Hoffman & Novak, 1996; Novak et al., 2000) and the theoretical model of 1ind-

set formation and influence in digital environments (Dholakia & Bagozzi, 2001: 1" )

The first model uses the construct of flow to explain a consumer’s Web experience
(Hoffman & Novak, 1996; Hoffman & Novak, 1997; Novak er al., 2000), while the
second model postulates that the consumer’s mind-set formation determines their online

experience (Dholakia & Bagozzi, 2001: 170.)
3.5.1.1 Consumers’ online experience and the construct of flow

Hoffman and Novak (1996) define network navigation as “the process of self-directed
movement through a hypermedia computer-mediated environment”, an use the concept
of flow to explain consumers’ experience in the Web environment. The @ ept | w
provides a useful construct for describing a consumer’s inclination to peregrinate an
Internet Web site (Hoffman & Novak, 1996; Hoffman & Novak, 1997; Novak et al.,
2000). Flow refers to the heightened levels of enjoyment experienced during an
interaction process consisting of a stream of sequential actions (Hoffman & ov

1996).

The probability of experiencing flow increases in the Web environment due to the
perceived higher levels of competence required to navigate a Web site. dditional
contributing factors include the seamless experience possible in a single online
navigation session, the real-time performance f back to all tions, 1d the dlete
¢ I 1 consumer perceives to have over every fa  of the - &

Bagozzi, 2001: 165, 166).
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scording to the conceptual model proposed by Hc...nan and Novak (1996), when a
consumer enters a commercial Web site and undertakes the process of navigation, the
likelihood of an extended navigation session through the site, as opposed to exiting the

site, depends on the level of flow experienced.

The authors suggest that both focused attention and a perceived match be zen the
consumer’s competence and the challenges presented within the Web site nee to exist
for the consumer to experience flow. These two conditions they hypothesise as being the

primary antecedents of flow.

Further, the model proposes that interactivity, together with the consumer’s perceptions
of being present in the virtual environment — telepresence — serve to augment this flow
experience. Telepresence and interactivity are hypothesised as being the secondary

antecedents of flow.

The authors identify two content characteristics that influence a consumer’s attention
focus during the process of Web site navigation. The first, vividness, r s to the
intensity and variety of sensory stimuli offered, plus the clarity quality of the
presentation. The second, interactivity, relates to the Web site layout and the v of
difficulty involved in navigating through the site, the speed of loading pages, together

with the range of options available within the site.

The degree to which attention is focused and the consumer’s level of involvement is
further moderated by the consumer’s motives for engaging in the process. The 1 ors
differentiate between extrinsic motivation, associated with goal-directed searr b aviour
and intrinsic motivation, associated with pleasure seeking experiential behaviour. They
postulate that intrinsic motivation is more likely to result in the consumer experiencing
flow. In terms of marketing strategy, the authors suggest that experient rour is
applicable for strategies designed to stimulate opinion leaders, ¢ - for -ainment,

escapism and recreational needs, and raise consumers’ marketing offering knowledge. In
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contrast, goal-directed behaviour is applicable for enhancing task-specific, utilit an

consumer actions, such as pre-purchase information search.

The authors theorise that the consequences of a consumer experiencing flow include,
positive reinforcement encouraging future Web site navigation, greater consumer
learning, greater sense of perceived control over the interaction process and a g er

propensity to engage in exploratory and participatory online actions.

In a subsequent research study, Novak er al. (2000) empirically validated a structur.
model encompassing those elements that contribute to an enjoyable online consumer
experience. This model provides an important foundation upon which marketers can

build predictive models of online consumer behaviour.

According to this empirically tested model, experiencing flow in the computer-mediated

Web environment is a product of both direct and indirect influences.

The direct influences that correspond with experiencing greater flow include, great  skill
and control, greater challenge and arousal, greater telepresence and time disto on and,
lastly, greater speed of interaction. Indirect influences found to correspond wi  greater
flow experience include, greater focused attention, greater perceived importance of the

Web in general and greater experience in using the Web.

The authors argue that consumer engagement rules on the commercial Web differ from
the traditional commercial environment and, as such, Internet marketing progr: mes
need to address the elements that make up a consumer’s online experience. In 3 Web
commercial environment, consumers interact not only with organisations and other
consumers, but also with the computer itself. Further, on the Web the consumeris leto
add his or * r own cor it totl commercial medium and, Wl 1 cor ¢t [s

side the1 rketer’s control.

Chapter 3: The influence of the Internet on the marketing environment



87

3.5.1.2 Limitations of the flow construct

The concept of flow has been criticised as being too narrow to adequately explain all
facets of the online consumer experience. Given that experiencing flow is viewe as e
ultimate online experience, dependent on the perfect combination of the consumer’s
mind-set, situational factors and task characteristics, a consumer’s 1 ensity to
experience flow is unlikely to be constant (Dholakia & Bagozzi, 2001: 166, 167). Wh

Hoffman and Novak (1996) agree that the flow state is not constant, they argue at

marketers can influence the control, content and process variables that determine flow.

A further limitation highlighted is that the consumer online flow experience research
pertains to a particular online session, rather than to a specific Web site flc  experience
(Novak et al., 2000; Dholakia & Bagozzi, 2001: 168). While this somewhat mitigates the
research finding’s potential use by the individual organisation’s marketer (Dhol ia &
Bagozzi, 2001: 168), it does provide an important basis for understanding the consumer’s

online experience evaluation (Novak e al., 2000.)

Dholakia and Bagozzi (2001: 170) argue that the mind-set concept provides a more
useful construct for understanding the consumer’s online experience. Using 1is
construct, the authors developed the mind-set formation and influence mo  in digital
environments. Novak er al. (2000), acknowledge the theoretical mind-set formation and
influence model as an important step in building a structured model to studying consumer

behaviour in the Web environment.

3.5.13 Consumers’ online experience and the construct of mind-set

According to the mind-set formation model, cognitive orientation, or mind-s'ét, offers a
more useful construct for explaining consumers’ onhne experience. Then S
that a combination of three antecedent factors determine the consumer’s mind-set at the

beginning of a Web navigation session. These factors include: the goals that the
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consumer has set for the session, the consumer’s Web navigation nowledge and

experience and, the consumer’s emotional or affective state at the start of the session.

The authors assert that the consumer’s mind-set will determine the consumer’s navigation
behaviour in terms of the specific Web sites visited, the length of each site visit 1d the
extent and type of information search undertaken. They distinguish between three mind-
sets: the action-oriented implemental mind-set, the evaluative-oriented deliberative mind-

set and, the experiential-oriented exploratory mind-set.

The navigation behaviour, together with the consumer’s mind-set, then determines the
consumer’s general online experience evaluation. They also influence the consu er’s
experience evaluation of specific Web sites including, both the organisation’s and =

brand’s image, as well as their evaluation of specific Web site features.

The consequences of the Web experience evaluation may then lead to modified goals
and/or an altered mind-set or, alternatively, the same mind-set and altered goals

(Dholakia & Bagozzi, 2001: 170, 171, 172).

While the constructs of flow and mind-set provide the foundations for understanding
online consumer behaviour, a fundamental truth of consumer behaviour in ternet
age, is that consumers are increasingly using the Internet in conjunction with traditional
marketing channels in their decision making process (Peterson et al., 1997; Rasch &
Linter, 2001; Schoenbachler & Gordon, 2002). In formulating a consumer- ented
marketing strategy, it is no longer sufficient for marketers to understand offline consurr

behaviour and online: consumer behaviour in isolation from one another. ' e trend
toward multi-channel consumer behaviour, whereby consumers cross between different
channels during the course of their decision-making process, nece ates an
understanding of consumer behaviour as multi-channel behaviour (Schoeﬁbachler

Gordon, 2002).
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3 2 Multi-channel consumer behavic _r

Rapid increases in the number of consumers connecting to the Internet (Rasch & Linter,
2001; McGann, 2005) and the coexistence of both Internet and traditional consumer
marketing channels (Peterson ef al., 1997) have resulted in many consumers utilising
these different channels at different stages in their decision-making process et son et
al., 1997; Rasch & Linter, 2001.) More and more consumers are in fact showing a
preference for using a combination of Internet-based and traditional marketing channels
in their purchase decision-making process (Rasch & Linter, 2001; Schoenba ler &
Gordon, 2002; Kotler, 2003: 40). This trend toward the multi-channel consumer (& &
Marmorstein, 2002; Kotler, 2003: 40) necessitates that marketers strive to gain a hc stic

understanding of consumer behaviour across channels (Sarel & Marmorstein, 2 2.)

For example, in this age of Internet, consumer need recognition may be triggered in the
virtual Web environment, as well as in the physical offline environment (McGau; ey &
Mason, 1998). This provides marketers with a new environment for exploiting need
recognition triggering opportunities. As indicated by Kotler (2003: 204), ma eters need
to identify those stimuli that activate consumer interest in a product category and then
formulate strategies to trigger that interest. Identifying and creating hyperlinks between
the organisation’s Web site and those sites that contain content on interest areas
associated with the organisation’s marketing offering is one possible strategy for
activating need recognition online (McGaughey & Mason, 1998). The use of banner
advertising on other Web sites and the setting-up of online newsgroups can also be used
to trigger need recognition online. In the case of individuals who agree to register with
the Web site and receive e-mail notifications, need recognition may be stimulated
through e-mail communicated product updates, special offers and so forth (O’Keefe &

McEachern, 1998: 73, 74).

| recognition may lead to online pre-purchase info: (
pre-purchase information search. The same holds true for offline ne¢ recognition

(Rasch & Linter, 2001). For this reason, it is critical that online and offline marketing
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communications be integrated to support each other and maintain a consistent bre
image (Schoenbachler & Gordon, 2002). Web site addresses need to be clearly di laye
on product packaging and labelling and in the organisation’s other mass media
advertisements, including print and broadcast advertisements (O’Keefe & McEachern,

1998: 73; Silverstein et al., 2001a).

Consumers may use Internet technologies to supplement or substitute an offline pre-
purchase information search (Peterson et al., 1997; Rasch & Linter, 2001). As su , the
first decision consumers are faced with is whether to conduct the information search
online or offline, or to use a combination of both (Peterson et al., 1997; Rat ford et al.,
2001). It seems more likely that consumers will use an assortment of infor  on
sources. Ratchford et al. (2001) agree, postulating that in striving to maximise the net
benefits of a pre-purchase search, the consumer is likely to combine various sources,
where the combination is dependent on the benefits and costs of each sou : as
perceived by the individual consumer. Given that the Internet represents ly one
potential information source, marketers should consider it in connection wi  other

conventional information sources (Rowley, 2000).

Internet search tools and online decision aids, such as recommendation rents and
comparison agents, are significantly influencing consumer preference construction and,
hence, consumption behaviour both online and offline (Alba ez al., 1997, H’ciubl & Trifts,
2000; Rasch & Linter, 2001; Héubl & Murray, 2003). In one research study, it was four
that eighty-eight percent of Internet users conduct at least a portion of their pre-purchase
deliberation online. While only forty-two percent of these consumers made the actu:
purchase online, forty-eight percent reported using the Internet in their pre-purchase
search, even though they executed the actual purchase offline. Of this forty-e
percent, twenty percent used the Internet to help formulate their brand av  eness set;
thirty-six percent used the Internet to assist in the formulation of their cénside ion
brand set and; eight percent reported using the Internet to decide | of

product (Rasch & Linter, 2001).
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Given the strategic importance of ensuring that the organisation’s brand is included in the
consumer’s awareness brand set, consideration brand set and choice brand set (Kotler,
2003: 205), it is becoming increasingly clear that the generic marketer needs to
understand consumers’ pre-purchase search and evaluation behaviour in online

environment, as well as in the offline environment.

Moving from a purchase intention to the actual purchase decision invi ves de ions
regarding which brand to purchase, which merchant to purchase from, which p: nent
method to use, when to make the purchase and which marketing channel ) urchase

from (McGaughey & Mason, 1998; Kotler, 2003: 1998).

In one European study, it was found that forty-two percent of Internet users pur ased
online and forty-eight percent of Internet users utilised the Internet in making eir
purchase decision but continued to utilise the traditional marketing channel to execute
their purchase decision. Of these forty-eight percent, eighty-five percent purchased the
product and brand identified online and thirty-five percent purchased from the same
merchant identified online. Those who switched merchants when executing eir
purchase decision cited “closer proximity” as their main reason for buying from a v

retail offline store. Those who purchased a different product and brand offline to 1€
selected online claimed that price and the influence of viewing the physical product as

being the two main reasons for their switching behaviour (Rasch & Linter, 2001).

When executing the actual purchasing decision online, there are a number of o1 ne
merchant attributes that consumers use in their choice of a specific online mer ant site
from which to purchase. These attributes vary in their level of importance to in¢  dual
consumers. Overall though, product prices, true and detailed descriptions of products,
product assortment, together with the appropriate shipping and handling of the product
have been identified as being the most critical attributes in choosing an onliné o8 it.
livery promptness, ordering ease, customer support leve r
information, privacy policies, site appearance and navigation ease follow these as

important attributes in selecting an online merchant (Reibstein, 2001: 217, 218).
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Alba et al. (1997) submit that the consumer’s use of Internet during their - rc 1se
decision-making process enables them to make a better purchase decision and, as such, is
likely to increase post-purchase satisfaction, regardless of whether they make the actual
purchase online or not. Internet, as an aid to better consumer decision-making 1l e

explored in more depth in the following section.

Concerning the post-purchase evaluation of an online purchase, the most important
attributes used by consumers in deciding to purchase from the same online m« ‘hant
again include, extent of customer support, meeting promised delivery dates, received
product matching its online description, condition and suitability of product  :kaging,

together with the merchant’s privacy policy (Reibstein, 2001: 223, 224),

Marketers cannot afford to ignore this trend toward multi-channel consumer behaviour.
Being market oriented in the contemporary marketing environment necessitates having a
holistic understanding of consumer behaviour across channels (Sarel &  irmorstein,

2002).

3.5.3 Consumers’ use of the Internet to optimise their purchase

decision

According to Alba et al. (1997), consumers that utilise the Internet to search for and learn
about alternative consumption related solutions are more likely to make an optimal
purchase decision and, as a consequence, experience greater post-] :chase satisfactic

The Internet expands the universe of potential consumption related solution ernatives
from which the consumer’s awareness set is drawn and facilitates more in-depth
comparison between alternatives, decreasing the possibility of foregoing a more attractive

solution.

Factors, such as limited cognitive ability, plus the amount of time, effort cost
involved in searching for and evaluating pre-purchase information severely limits the

number of alternatives considered by most consumers in the conventional marketplace
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(Loudon & Della Bitta, 1993: 508; Hiaubl & Murray, 2003; _.h.._nan & Kanuk, 2004:
565, 566). In an effort to prevent information overload and reduce pre-purchase ¢ ‘ort,
consumers frequently rely on internal memory to generate alternatives (Loudon & . :lla
Bitta, 1993: 506; Alba et al., 1997) or settle for flawed or partial information (K« :sar &
Galbraith, 2000) and a sub-optimal purchase decision (Alba et al., 1997; Hiubl r s,
2000.)

Internet search tools and online decision aids enhance both the consumer’s search
abilities and the consumer’s information processing capacity (Hoffman & [lovak, 1996;

Alba et al., 1997; Haubl & Trifts, 2000).

The use of Internet search tools significantly lowers consumers’ pre-purchase s -ch
costs, in terms of time, effort and monetary costs (Alba et al., 1997; Haubl & Trifts,
2000; Bakos, 2001; Trifts & Haubl, 2003). The search tools available to consumers on
the Web can be classified into two broad categories — search system and browser tools for
conducting general or common searches (Rowley, 2000; Bakos, 2001), and specialised
search system tools, or decision aids, for conducting product and price searches, such as
recommendation agents and comparison agents (Rowley, 2000; Bakos, 20( | Trifts &

Haubl, 2003.)

Using these Internet search tools and decision aids enables consumersto; n it access
to close-to-perfect information concerning the what, where, from whom, and at v at
price products and services are available (Anon., 2000). This enables them to 1gage in
speedy comparison-shopping (Hoffman ez al., 1995) without the effort or expense of
travelling from shop to shop (Hammer, 2003: 9.)

Besides substantially lowering the cost and effort involved in conducting a pre-purchase
search, these Internet-based decision aids act to supplement the consumer’s ¢«

ce i Joffman & Novak, 1996; Hiubl & Trifts, 2000; .
thereby enhancing the quality of the final product preference decision (Alba et al., 1997,
Hiaubl & Trifts, 2000; Haubl & Murray, 2003.)
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Firstly, these Internet search tools expand the universe of potential consw >tion related
solution alternatives from which the consumer’s awareness set is drawn (Alba er al.,
1997; Kolesar & Galbraith, 2000). This implies that the consumer’s potential opportunity

cost of missing an optimal solution is reduced (Alba et al., 1997).

Secondly, using initial attribute preference criteria, a recommendation robot’s a >matic
sort facility enables the consumer to retrieve a reduced, better-delineated awareness t of
brand alternatives (Hdubl & Trifts, 2000). This decreases the poten hazard of

information overload (Alba ef al., 1997).

Thirdly, supplying explicit attribute preference criteria, including specified attribute
salience weightings and minimum acceptable attribute standards to the recommendation
agent enables the consumer to effortlessly and instantaneously form a highly personalised
consideration set (Alba et al., 1997; Hiaubl & Trifts, 2000). This o rs a marke

improvement over merely relying on memory (Alba et al., 1997).

The empirical findings of Haubl and Trifts (2000) indicate that consumers’ use of online
recommendation agents result in less pre-purchase effort, a smaller consideration set of a

higher quality and improved consumer confidence in their purchase decision.

Internet-based comparison agent decision aids enable consumers to 1 e side-by-side
comparisons of products on attributes and prices (Kolesar & Galbraith, 2000; F 1

Trifts, 2000; Bakos, 2001). Some sites also offer product reviews (Rov :y, 20t ) and
ratings of marketers’ reputations on aspects such as, product and service quality and

delivery speed (Bakos, 2001.)

Use of online comparison agents enables consumers to effortlessly conduct a more in-
depth comparison of a greater number of alternatives. It also allows consumer
form = a more accurate and smaller consideration set faster.

agents, this leads to a better quality final purchase decision (Hdubl & Trifts, 2000).
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Incorporating the Internet into the buying decision-making process thus enables
consumers to make better purchasing decisions, which, as indicated by Alba ef al (1997),
should lead to greater post-purchase satisfaction. For the marketer striving to formulate
marketing strategies that enhance consumer satisfaction in the face of this increasingly
multi-channel consumer trend, it is necessary to understand those variables that in  ence
consumers’ channel preference through the various stages of their decision-making

process.

3.5.4 Variables that influence consumer channel prefer. ce

A number of research studies have sought to identify those factors that can be sed by
marketers to predict consumers’ choice of marketing channel for the various stages of

their consumption-related behaviour (Schoenbachler & Gordon, 2002).

The key factors identified in these studies include, shopping motivation )Jonthu &
Garcia, 1999; Schoenbachler & Gordon, 2002; Moe, 2003; Rohm & Swaminathan,
2004), personality characteristics (Donthu & Garcia, 1999; Randell & Goldsmith, 2002;
Hoffman et al., 2003), attitude toward the online channel (Donthu & Garcia, 1999:;
Devaraj et al., 2002; Schoenbachler & Gordon, 2002; Korzaan, 2003), level of perceived
risk (Bhatnagar er al., 2000: 99; Bobbitt & Dabholkar, 2001; Smith & Rupp, 2 3) and
socio-cultural factors (Rasch & Linter, 2001; Smith & Rupp, 2003.) For the generic
marketer, following the bricks-and-clicks strategy, one of the main ¢t lenges is to
understand those factors that influence consumer preference for the offline or online
channel at the various stages of their decision-making process (Schoer acl r ordon,

2002).

Regarding the influence of motivation on channel preference, the need for convenience
well cited as the overriding factor consistently found to motivate cor m: rc ise
online, rather than from physical outlets (Donthu & Garcia, 1999; Rasch & Linter, 2001;
Schoenbachler & Gordon, 2002; Smith & Rupp, 2003; Rohm & Swaminathan, 2004).
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In contrast, consumers motivated by the social aspects of shopping, 1 et those
consumers with a high need for instant gratification in terms of gaining immediate
possession of a purchased tangible product, are more likely to utilise the physical

marketing channel (Vijayasarathy, 2003; Rohm & Swaminathan, 2004).

Consumers with a high need for variety and for pre-purchase information (Rohm
Swaminathan, 2004), as well as the bargain motivated consumer (Schoenbachler &
Gordon, 2002) tend to utilise multiple marketing channels in their decision-m: ing

process (Schoenbachler & Gordon, 2002; Rohm & Swaminathan, 2004.)

Consumers also have different motives that drive their online behaviour (Hoff in &
Novak, 1996; Dholakia & Bagozzi, 2001: 171; Moe, 2003). Hoffman and Novak [996),
proposed two broad categories of motives to differentiate consumers’ online b aviour —
intrinsic motivation and extrinsic motivation. Intrinsically motivated individuals engage
in the action of Internet navigation for the sheer enjoyment of the navigation process
itself. Such motivation drives the individual to explore the Web environment, seeking to
be exposed to new and interesting experiences. They are engaged in experiential
behaviour, seeking hedonic rather than utilitarian benefits. Extrinsically motivated
consumers navigate the Web to achieve a specific objective, such as research a product or
service category or brand, or purchase a product or service online. Their motivation is

goal-directed, driving them to seek out utilitarian benefits.

Concerning the personality construct, Donthu and Garcia (1999) found that the
personality traits of consumer innovativeness, risk-taking and variety :king,
characterise the online shopper. These personality traits are consistent with those used to
discriminate consumer innovators from non-innovators (Schiffman & Kanu™ 2 126).
In line with Donthu and Garcia’s (1999) findings, Randell and Goldsmith 002),
established that there is a direct link between both consumers’ Internet involv it and

Internet  10vativeness and their future intent to.purchase onli
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Hc  an ef al (2003), use the personality theory of locus of cont 1« >lain o1 ne
consumer behaviour. According to this theory, individuals with a high internal locus of
control generally attribute outcomes to be a product of their own actions. In contrast,
those with a high external locus of control attribute outcomes to outside forces, such as
destiny, luck or powerful others (Robbins, 1989: 510; Hoffman et al., 2003). Fc Ywing
an empirical study, Hoffman et al. (2003), conclude that internals, rather than externals,
are more likely to engage in the goal-directed consumer behaviour of online shopping,

online transacting and online product information gathering.

A number of studies have also been undertaken to research the link between a wude a
intention to purchase online. These studies reveal a significant positive relatior ip
between the formation of a positive attitude toward purchasing online as a rest  of a
satisfying experience with this channel and future intentions to purchase online (Devar:

et al., 2002; Korzaan, 2003).

Using constructs set out by three well-established theories — the Technology Acceptance
Model (TAM), the Transaction Cost Analysis (TCA) theory and the Service Quality
(SERVQUAL) model — Devaraj et al. (2002) empirically established that satisf on
with and, hence, positive attitude formation toward the online channel, is significantly
related to online channel preference. Using metrics from the three theories, 2 at s
found that the TAM elements of perceived ease of use and usefulness, the TCA elements
of ease of use and time saving, and the SERVQUAL dimension of assurance,
incorporating security, constitute the antecedents of consumer satisfaction with the online

channel and preference thereof.

Other studies suggest that previous experience and resulting attitude toward other 1 ms
of direct marketing channels can be used to predict consumers’ future onlire pur ase
intentions (Bobbitt & Dabholkar, 2001; Schoenbachler & Gordon, 2002). In empirical
testing, Donthu and Garcia (1999) validated that consumers purch I

channel have a more favourable attitude toward direct marketing channels than those who

do not purchase online. Attitudes formed from past experiences with self
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the very real risk of loss of personal privacy remains, whether the Inter tisus as a

purchasing channel or as a commercial information source (Bobbitt & Dabholkar, 2001).

Product or service category attributes have also been found to influence consumers’
choice of marketing channel for the various stages of their consumption related behaviour

(Schoenbachler & Gordon, 2002).

In terms of the type of information required to evaluate a product/service category,
consumer behaviour literature differentiates between search goods, experience goods and

credence goods. (Wilkie, 1990: 576; Alba et al., 1997; Bobbitt & Dabholkar, | )1).

According to Bobbitt and Dabholkar (2001), for search goods, the Internet chann offers
consumers an effective alternative for the pre-purchase search, evaluation and purchase
consumer behaviour stages. Regarding experience goods, the authors suggest that the
Internet is unlikely to be used for the purchase stage, but may be used for pre-purchase
information search and, in the case of certain types of experience ¢ ds, for the
evaluation stage, for example, virtual online travel tours. The authors postulate that
consumers are not likely to use the Internet to purchase credence goods, though they are

likely to use this channel to conduct knowledge-building information searches.

Alba et al. (1997) argue that all goods contain a combination of search, experie : and
credence elements. How the individual consumer classifies an item will depend on e
benefits desired from the item and the extent to which available information can be used
to predict those benefits. The authors postulate that in the case of consumers aving
experience with an experience product/service category, together with the consistency of
the benefits offered, the conventional channel offers no advantage over the Internet ised
channel. The authors further suggest that information on experiential benefits of certain

product/service categories may even be more effectively communicated via e Web.

Approaching the link between product/service category attributes and channel choice

from the perceived risk angle, Bhatnagar et al. (2000: 103) conclude that product/service
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categories that are expensive, technologically complex or which cor related

attributes are unlikely to be purchased via the Internet channel.

In classifying products/services according to whether they are discretionary items or
necessities; research findings indicate that discretionary categories have experienced both
greater online retail penetration and growth compared to the necessity category (Rasch &

Linter, 2001; Silverstein ef al., 2001b).

Regarding socio-cultural influences, van der Walt (2002) subjects that consumers living
in countries with a well-developed culture of in-home shopping are more lik: ’ to make
the transition to online purchasing, than those living in countries where such shopping
behaviour is not considered the norm. Further, consumers living in developing countries
with emerging economies are less likely to use the Internet for consumption related
activities due to poor Internet connectivity (Bandyopadhyay, 2001; Smith & Rupp, . 0.

lack of access to credit card facilities and a poor transportation and delivery infrastructure

(Bandyopadhyay, 2001.)

Smith and Rupp (2003) postulate that income- and education-related factors, si 1 as
home Internet access, access to expensive higher speed Internet connections, ¢ iputer
literacy skills, an understanding of online transaction methods and access to credit ca

facilities, all influence the likelihood of consumers purchasing online. As such, =
authors suggest that individuals falling into the higher social class stratums are likely to
purchase more online than those in the lower stratums. Rasch and Linter (2001) sagree,
arguing that online shoppers in developed countries are increasingly falling into the

middle-class stratums in terms of education and income.

Regarding the influence of reference groups on a consumer’s inclination to purc] e from
the online marketing channel, Smith and Rupp )03) suggest that individuals are more
like engage in online shopping if their friends and fam - ree

purchasing online.
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Concerning the influence of family members on online purchasing, children are often
more computer and Internet literate than their parents and, as a result, they often play 1
important role in the consumer socialisation of their parents in this marketing
environment (Schiffman & Kanuk, 2004: 352). The so-called generation Y age segment,
born after 1977, represent an important segment for marketers to target using the Internet

channel (Kotler, 2003: 291; Schiffman & Kanuk, 2004: 454).

Consumers’ use of Internet in their consumption lives significantly infll 1ces their
consumption behaviour online as well as offline (Haubl & Trifts, 2000; Bakos, 2001;
Rasch & Linter, 2001). Consumers are harnessing the Internet to make more informed
and more intelligent buying decisions from a potentially global selection of goods.
Consumers are crossing between offline and online channels at various stages during
their decision-making process. The new challenge facing consumer marketers in this age
of information empowered multi-channel consumer behaviour is to understand consumer
behaviour across channels. To do so requires an understanding of the variables that
predict consumer channel choice at the various stages of the consumer decision-making
process. It also requires a solid grounding in the constructs that explain consumer online

navigation behaviour.

In light of this growing challenge, it can thus be subjected that generic undergraduate

marketing students need to understand that:

e Contemporary consumers are utilising the Internet in conjunction with

conventional marketing channels to make better-informed buying decisic

Business marketers face the same challenge as organisational buyers, in a similar fashion,

increasingly incorporate Internet technologies into their professional buying decision-

making process.
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3.6.1 Organisational benefits derived from lementing

Internei-based e-procurement

E-procurement as a component of value chain management (Botha et al., 2004: 357)
refers to “the electronic integration and management of all procurement activi s,

including purchase request, authorisation, ordering, delivery and payment between a

purchaser and supplier” (Sain et al., 2004.)

While e-procurement is by no means a new practice, the significant growth in this
practice is largely due to the Internet (Attaran & Attaran, 2002), whi  enables
organisations, both small and large, to benefit from electronically automating e

procurement process (Rajkumar, 2001.)

Internet based e-procurement initiatives being undertaken today include »5ining one of
the many electronic business-to-business markets already in existence (Kotler, 2C i: 224)
or forming an online buying alliance with organisations with similar purchasing needs
(Kotler, 2003: 230; Botha er al., 2004: 358.) Alternatively, it may involve the

organisation implementing its own e-procurement system (Botha et al., 2004: 358).

Internet based e-procurement offers organisations several advantages over the mostly
paper-based procurement processes traditionally used (Attaran & Attaran, 2002; Bocij er

al., 2003: 264).

These advantages include, reduced procurement costs. (Rajkumar, 2001; Attaran &
Attaran, 2002; Bocij et al., 2003: 265), less maverick purchasing (Attaran & ttaran,
2002) and superior audit trails of individual transactions (Rajkumar, 2001.) also
enables speedier purchase cycle times (Rajkumar, 2001; Attaran & Attaran, 2002; ocij
et al., 2003: 264), which reduces inventory holding costs (Attaran & Attaran, . 02; ocij
etal., i: 54.) Further, fewer clerical mistakes occur, given that it reduces the need to

re-enter data (Attaran & Attaran, 2002).
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By automating the validation of pre-approved purchasing budge 1 Wd  dual
employees or departments, the procurement team is able to shift its focus from
transaction processing to strategic procurement (Rajkumar, 2001; Attaran & Attaran,
2002). This includes global sourcing. In addition, the Internet enables the organisation
to communicate better with suppliers, both local and global (Attaran & Attaran, 20 ).
As a result of these benefits a large and varied number of Internet-based business-to-
business electronic markets have come into being (Kaplan & Sawhney, )0 Ko :r,

2003: 224; Mahadevan, 2003).

3.6.2 Types of Internet-based business-to-business electronic

markets

Organisational buyers are increasingly utilising the growing number of Internet-based
electronic markets for much of their organisation’s purchasing requirements <o er,
2003: 224, 229). As such, an important step toward understanding contemporary
organisational buying behaviour is to understand the various types of electronic markets
and market structures that have come about as a result of Internet’s connectivity Za er,
2000; Kaplan & Sawhney, 2000; Mahadevan, 2003). Over the past few years a number
of alternative classification models have emerged (Stockdale & Standing, 2002;

Mahadevan, 2003).

One widely cited model is that of Kaplan and Sawhney (2000). According to this model,
electronic markets can be broadly classified into four basic categories, according to what
is purchased and how the products/services are purchased. The authors distinguish
between maintenance, repair and operating (MRO) hubs, yield managers, exchanges and
catalogue hubs. MRO hubs refer to horizontal markets for operating inputs that utilise
systematic sourcing. Yield managers are also horizontal markets for operating-inputs, but
that enable spot sourcing. For manufacturing inputs that are generally purchased fri 1
vertical markets there are exchanges that enable spot sourcing and catalogue 1bs at
utilise the systematic sourcing mechanism. The authors argue that electronic markets

seek to create value in one of two ways — aggregation or matching. Use of the
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aggregation mechanism involves bringing together many buyers and sellers nveni tly
in one virtual space. This mechanism is static, in that prices are pre-negotiated. The
matching mechanism, on the other hand, is dynamic in that it brings together buyers and

sellers virtually to negotiate prices in real time, such as, for example, online auctions.

According to Casper (2000), electronic business-to-business markets are best classified
according to the level of functionality that they offer. The author distinguishes between
information-based exchanges, facilitation markets, transaction Web sites and in  zrat n-
based markets. Information-based exchanges are industry-focused sites that facili e e
exchange of industry information and feature directories of buyer and seller roduct
databases.  Facilitation markets focus on facilitating sourcing by enabling requests for
proposals (RFPs)/ requests for quotations (RFQs), postings of product/service offerings,
negotiations and collaborative planning. Such markets also often host auctions.
Transaction Web sites go further by providing the transactional capabilities required for
registered users to consummate transactions online. The author indicates that the most
advanced electronic market, in terms of functionality, is that offered by integration ased
electronic markets. Such markets enable both the buyer’s and the seller’s back-office
systems to be integrated with that of the exchange’s thereby facilitating seamless data

exchange between the involved parties back-office systems.

Electronic business-to-business markets can also be classified according to their type «

ownership. These markets may be private (either buyer centric or supplier centric), buyer
led, supplier led or consortia led (either buyer centric or supplier centric). Altern. vely,
they may be neutral, that is, owned and administered by a third party intermediary
(Mahadevan, 2003). According to Stockdale and Stander (2002), the type of ownership
of these markets influences the organisational buyer’s choice of market given e

influence ownership has on which party the market tends to favour.

Noting the emergence of new market st  ures and the use of mult tu
within many markets, Mahadevan (2003) provides the taxonomy of twelve identified

market structures, classified into three market mechanisms. According to the author,
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collaborative market mechanisms that focus on exploiting seamless i r- ganisational
integration utilise the extranet, trading partner network (TPN) and Web Electronic Data
Interchange (EDI) market structures. These market structures are leveraged to e1 ance
collaboration between partners in the networked organisation — a subject that wi be
discussed in more detail in the following section. The second category, quasi-ma et
mechanisms, includes the market structures of buyer-side markets, supplier-side markets,
forward auctions, reverse auctions and consortia-led markets. The third cat ry
identified by the author, neutral market mechanisms, involves exchanges, cat. »gue
aggregators, online community markets and neutral auction market structures. Such
market structures involve the participation of large numbers of both buyers and sellers,

resulting in neither one being favoured over the other.

Berthon er al. (2003), describe the online business-to-business landscape using
dimensions of economic control over the said market and type of interaction, where the
authors differentiate between discrete transactional and enduring relation: transactions.
Using these two dimensions, the authors differentiate between the following value-adding
processes. Firstly, the matching process, which is transactional and where economic
control is the result of many buyers and sellers interacting. Secondly, the aggregati
process, again transactional, but where economic control is in the hands of one powerful
organisation acting as an intermediary between buyers and multiple suppliers. Thirdly,
the integration process, where interaction is relational, but where directive contr is e
means of achieving economic coordination. Lastly, the authors refer to the creativity
process, where interaction is relational. Here economic coordination is emerge v

clear controlling organisation.

While a significant portion of procurement has moved online, utilising the various types
of electronic business-to-business markets which exist or that are emerging 4ah evan,
2003), it is essential for marketers to be clear that organisational buyers do sﬁll con 1ue
to rch :viatraditi ' marketing channels as well (Porter, 20( ,

the following section addresses organisational buyers’ channel preferences.
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into the activities of the physical value chain (Ra ort & ¢ okla, 295), therel

creating more value and new value creating opportunities (Porter, 2001; Ho ef al., 2003.)

Using the Internet to generate and disseminate real-time, bio-directional di  flows
between multiple activities, both within the organisation and between 1e organi ion
and multiple value system members, facilitates the true integration of the value n d ;

(Porter, 2001).

The virtual value system, as a reflection of the physical value system, lends visit ty to
the entire value-adding process, thereby enabling tighter coordination over all the value
adding activities (Rayport & Sviokla, 1995). This facilitates operational efficien s,
such as faster cycle times, faster customer response, lower inventory hc ng S, €
(Kleindl, 2001: 127). Such visibility also enhances opportunities for ider ying new
value creating or value enhancing opportunities (Rayport & Sviokla, 1995).

The cost of connecting to the Internet network is such that even small and medium sized
organisations can capitalise on its benefits — a far cry from previous generations of
information technology solutions used to enhance the operation of value chains value

systems (Clarke, 2001; Allie, 2001: 18).

As such, an increasing number of organisations of all sizes are harnessing the power of
Internet’s connectivity to form and nurture a constellation of com; :x strategic
partnerships and alliances, thus fuelling the networked marketing environment (Jiittnes

Wehrli, 1994; Walters & Lancaster, 1999a).

3.7.2 Networked marketing environment

While the formation of business networks is by no means a new strategy, the electronic
connectivity of the Internet has made it much ‘more the norm today (Achrol & Kotler,

1999; Porter, 2001; Walters & Lancaster, 1999b; Kandampully, 2003). According to
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This chapter focused on the Internet-driven changes and challenges relevant to generic
marketers. Globalisation, considered to be both a driver and a consequence of Internet’s
connectivity was discussed in section 3.3. Section 3.4 reviewed Internet as the dri 1g
force behind the related information revolution and subsequent nowledge econc
Section 3.5 :scribed the influence of the Internet on consumer b aviour, wh : section
3.6 described its influence on organisational buying behaviour. Section 3 issed
how the Internet is fostering an incréasingly networked economy. Lastly, section 3.8
provides a summary of the key changes and challenges in the marketing 1vironme:
relevant to generic marketer, as depicted in table 3.1. These changes an allenges

were reviewed against an overview of the Internet as set out in section 3.2.

The following chapter, chapter four, identifies the fundamental elements that need to be
considered in using the Internet as a marketing tool for executing generic mark ng

tasks.
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