MAGISTERARBEIT

Titel der Magisterarbeit

,Business Strategies and
B2B E-Commerce Opportunities of
Global Narrow Specialized Companies®

Verfasserin
Polina Fauska

angestrebter akademischer Grad

Magistra der Sozial- und Wirtschaftswissenschaften (Mag. rer. soc. oec.)

Wien, im April 2012

Studienkennzahl It. Studienblatt: A 066 915
Studienrichtung It. Studienblatt: Magisterstudium Betriebswirtschaft
Betreuer / Betreuerin: ao. Univ.- Prof. Dr. Christine Straul



Contents
R 11 (0 To [§ o 1o o [P PP PP PPPPPPPPPP 1
2 B2B E-Commerce: Theoretical FrameWorK.......... oo veveeiiiiiiiiiiiiiiiaieeeeeeeeeeeeeeeeiiaen 4
2.1 Characteristics of B2B Markets. B2B VS. B2C ..o 4.
2.1.1  Procurement Process in B2B Markets........ o e 7.
2.1.2 Relationship Marketing in B2B Markets ... 10
2.2 B2B E-Commerce: Theoretical Background and Maj@nts ...............ccceevveeennnns 13
2.2.1  Evolution of E-Technology in B2B E-COMMEICEe ..ccceeuiiiiieieeiiiiieeeeeiiiiiiins 15
2.2.2  Net Marketplaces and Private Industrial Networks............ccccevviiiiiiniinnnnnn. 16
2.2.3  Opportunities of E-Commerce in B2B Markets.....cccccoooviieiiiiiiiiiiiiiiiiiiiiinnns 24
2.2.4  Technological Trends that Boost B2B E-COMMEICE e .vvvvvreniiiiiaeeeeeeeeene. 30
2.2.5 Market Development of B2B E-COMMEICE........commmeeiiieeeeeeeeeiiieeieiiiiiiinnnns 31
2.2.6 International Perspective: Drivers for Using B2BCBmmerce in Different
COUNTIIES .ttt ettt e e et oo oo e e e e e e e e et e et sttt b s e s eeeean s s s e e e e eaeaeaeeeeeeeennnns 33
2.2.7 Evaluation of E-Commerce OPPOItUNILIES ......cuummmerrrnnnaarreeaeeeeaeeeeeeeeeeeennnnns 35

3 Marketing Strategies of Narrow Specialized Companig Serving Global Markets.. 38

3.1 Concept of Niche Market and its Main Charactersstic.............cccccceeeeiiiiiieeeeeenennn, 39

3.2 KeY SUCCESS FACIOIS ....ciiiiiiiii it ceeremce e r e nea e e eeas 43
3.2.1 Definition of the GOalS ..........cc.uuviiiiiiiiiiiiiiiii e 43
3.2.2 Product and Service Differentiation and the Roléhabvations ..................... 45

3.2.3 Customer Relationship as Competitive AdvantageSmdace of Innovations. 47

3.2.4 The Role of Internationalization ............c oo 54
3.3 Risks of Niche Strategy and Recommendation HowdduRe Them..................... 57
4  Analysis of E-Commerce Usage by Global Narrow Speadized Companies: a Case
S L0 0 )OO 62
4.1 Case Study as a Research Method ... 62
2900 0 N |V (=1 g To To [o] [oTo [>T IV2Y o] o] o Y- T o O 62
4.1.2 Research Process and Sources of EVIdENCE ......ccccoiiiiiiiiiiiiiiiiiiiiiiieeeen, 65
4.1.3 Limitations of the ReSearch............oooiiiiiiiiiii e 67

4.2  Case Study: Hilti ONliNe .......cooiiii e 68



4.2.1 Facts and Figures: History and Recent Situation.............ccoceeeeeeeiiiiieieeennnnns 68
A \V = 14 = T T G TR 70
4.2.3 Strategy and Key SUCCESS FACLOIS.........uccmmmmmmieiiieeeeeeeeeeeeeeeiiiiiiee e 74
4.2.4 E-COMMEICE IN PraCliCe.......cccuuuutirees ettt e e e e e e e e e e smmnnes 77
4.2.5 Advantages of E-COMMEICE ........coooiiiiiiiiiiieieee e 79
4.2.6 RIiSks Of USE Of E-COMMEICE .........ceeiiiii ettt et eeae e e e e e e e eeeed 81
4.277 RoOle Of E-COMMEICE......ccoiiiiiiiiieeee et e 82
4.3 Key Findings and Recommendations Derived from thgeCStudy ........................ 83
4.4 Avenues for Further RESEArCh ............ooocmmiiiiiii e 84
5 CONCIUSION ..o et e e e e e e e e e e e 87
RETEIBICES ... et e e e e e e e s e e e e 90
Appendix 1 - Guide for In-depth Interviews for the Case Study.............ccceeevvvvvrvvnnnnns 96.
Appendix 2 - Abstract (in English Language) .....cccccoeoiiiiiiieieiiiiieeii e 98
Appendix 3 - Zusammenfassung (in deutscher Sprache)..............cvvvieiiiiiiieeneenn, 99

Appendix 4 — Curriculum Vitae of the AUtNOr..........ouuiiiiiiii s 100



Table of Figures

Figure 1 - Procurement process at B2B COMPANY coarvvvvvvreiiiiiiiiiieeeeeeeeeeeeeeevvvieeeeeeeeeeaees 7
Figure 2 - Two main forms of relationship marketing...............cccoceeeeiiiiiiie e, 12
Figure 3 - Evolution of the use of technology patfis in B2B E-Commerce....................... 15
Figure 4 - Four main types of net marketplaCeS .. ...uuvvueiiiiiiiieeeeeeiieeeeeeeieeeeeeeeeeiiiee 18
Figure 5 - E-Distributor SChemMe ..........vvueeeiiiie e e 19
Figure 6 - E-ProCurement SCHEMIE ...........coummmmmeeeeeeeeeieeeeieeeetiiss s e e e e e ereeee s e e e e e e aaaaeeeees 20
Figure 7 - Independent EXChange SCNEME...caaaeccaeeniiiiiei e 21
Figure 8 - Industry Consortia SChEME ..........uueiiiiiiiie e 23
Figure 9 - Private industrial network scheme (exi@nad VW Group) ..........cccovvvvvvvvvnnnnns 24
Figure 10 - Basic and collaborative B2B E-COMMELCE...........cuvverriiiiiiieeieeeeeeeeeeieeeenn 29
Figure 11 - Communication structure in two form®8@B E-Commerce..............cccevvvvvnnnee 30
Figure 12 - Sector contribution to GDP (percentsiggre to total GDP, 2009)...................... 32
Figure 13 - Internet contribution of SOMe COUNLIIES..........covvvvviiiiiiiiiiiee e, 33
Figure 14 - Check list for choosing niche strategy...........ccccceeeeiiiiiieeeiiiiiieeeeeeeeeeeeeiiiaes 42
Figure 15 - Narrow and deep vs. wide and flat pob@trategy ..........oeeeeeiiiiiiiiiiiiiiicenens 46
Figure 16 - Sources of market information for NiEEBYers ... e 49
Figure 17 - Niche players in Efficiency-InteractionatriX ...............euvveiiiiiiiiiieeeeeeeeeeennnnns 51
Figure 18 - Globalization of NiIChe COMPANIES wweevveveiiiiiiiiiieie e eeeeeeeeeeee e 55
Figure 19 - Methods of internationaliZzation . .c..........c.ovuuuiiiiiiiii e 56
Figure 20 - Triangle of growth of @ COMPaNY ......cccoeiiiiiiiiiiiii e 57
Figure 21 - Sales development of Hilti Company dberlast 60 years...........cccccevvvvvvvvm 68.

Figure 22 - Hilti buSINESS MOEI .......ccoi e e 76



Table of Tables

Table 1 - Characteristics of buSINESS MArKetS..........iiiiiiiiiii i 6
Table 2 - Relation between different charactegstitprocurement process ................... 10...
Table 3 - Three E-Opportunities domains and th@ingonents .............ccceevvvvvvvvveniennees 36

Table 4 - Dark side of close relatioNShiPS e vvvvvveeiiiiiie e 52

Table 5 - Six sources of evidence for case stuggngths and weaknesses ..................! 65....



Business Strategies and B2B E-Commerce Opportanfi&lobal Narrow Specialized Companies

1 Introduction

Since the last decades E-Commerce has become easmyly important source of
competitive advantages. The opportunities of E-Cenoa enforce managers to redesign
business processes and even to rethink the existisimess models and the relationships
with their business partners. Many different engairifindings demonstrated that E-
Commerce enables companies not only to decreassattional costs, but also to enhance
efficiency in collaboration with their customersdasuppliers. Especially business-to-
business (B2B) E-Commerce continues to grow raptllpver the world, even despite of

the recent economic regression.

Though many different scholars and empirical evigsnindicated, that E-Commerce may
play a critical role for facilitating efficiency dnprofitability of industrial companies, it
appears to be crucial to examine whether it prevalso within different business
strategies and may be considered as universal che#fpplicable in many companies to

decrease costs and build closer partner relations.

In this master thesis the topic “Business strategied B2B E-Commerce opportunities of
global narrow specialized companies” will be invgatied. In the context of globalization
of the economy, continuous increase of competiiod rapid development of information
technologies this theme is considered to be of pigletical and theoretical importance for

business environment.

Within this master thesis the use of E-Commercglbipal narrow specialized companies
will be analyzed. This marketing strategy represemt interesting approach to increase
competiveness of a company acting in global marké{ghin this research narrow
specialized companies (niche companies) are deisempanies, which dominate global
B2B markets of goods or services, reaching higlbal@r regional market share, being
relative small and unknown to public in comparigonarge enterprises with diversified

product portfolios.

Though nowadays in business literature the amotidifierent articles and the research
papers devoted separately to E-Commerce and napaeialized companies is rather
high, there is still limited information on how $ucompanies use E-Commerce. Thereby,
the master thesis may add to the limited researdwledge regarding the use of E-
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Commerce by global niche companies. Furthermore,nlaster thesis will also have an
impact on business practice. For the executives, expect to implement E-Commerce in
their niche companies, this research will represameful reference to get the first insights

and broad theoretical background on this topic.

Hence, the main objective of this master thesisoisxplore how narrow specialized
companies use B2B E-Commerce and how this mattieaskusiness strategies. At this
point it is important to mention that business tefyg of niche companies will be
considered as a constant, but the way of how téem@nt and use of E-Commerce may be
affected by the strategy and not vice versa. Ieiotd achieve the goal of the master thesis

the following tasks were defined:

e to build an understanding of B2B markets;

» to distinguish the opportunities from using E-Comeee

* to analyze the main types of B2B E-Commerce and gome examples;

» to define key elements of the strategy of narroecsgdized companies;

» to conduct in-depth interviews with representativeEsiche companies for the case
study;

 to make an analysis of case study and derive thmwvlenige on use of E-
Commerce;

* to sketch out the directions for further research.

Based on this main objective and the defined téls&smaster thesis is divided into five
subsequent chapters. At first, the theoretical gamknd on B2B E-Commerce will be
reviewed. It includes the characteristics of B2Brke#s, procurement process and
relationship marketing as the basis for furtheestigations. After that a review on B2B E-

Commerce, main types, trends and opportunitiesogigied in detail.

The third Chapter is devoted to marketing strate@é narrow specialized companies
serving global markets. It focuses on charactegstif niche markets, key success factors
and risks of such strategy. The theoretical posslare broadly illustrated with different

examples gained during interviews with represeveatdf global niche companies.

The fourth Chapter consolidates the knowledge ftbenprevious ones and represents an
exploratory case study of a niche company. It statth the description of the research
design. Then it demonstrates how the studied coynpses E-Commerce in detail. At the

end the opportunities and risks of E-Commerce lier company are analyzed. Based on
fPal Fauska
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the case study theoretical knowledge will be derimad avenues for further research are
going to be provided.

As research methods a single exploratory case stindya desk research were chosen for
this master thesis. A single case study was peddrbased on in-depth interviews with
company representatives, observations and diffefeciimentation, like reports or process
descriptions of a case study company. For the destarch textbooks, classical literature
on the topic, recent articles published in intaoral journals, papers presented in

conferences as well as Internet resources were used

Pal Fauska
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2 B2B E-Commerce: Theoretical Framework

During the last decades it became obvious thatriateand cutting edge information
technologies have changed sufficiently our dailyedi in all its facets. Worldwide two
billion people are connected to the Internet amsl tkmber is growing every year by 200
million.* From one side our daily life is highly affected tye Internet, taking for example
shopping or paying bills, booking holidays, comnoating with government or our friends
online. From the other side the Internet has alb@h impact on the way companies run
their businesses and this topic is getting moreoiti@mt over the last years. “Almost $8
trillion exchange hands each year through E-Comendrcsome developed markets about
two-thirds of all businesses have a Web presensemk kind and one-third of small and
medium-sized companies extensively use Web techiest’ In view of these facts the
question arises, why E-Commerce is getting so itaporfor industrial companies and
what are the benefits of the use of E-Commerces Thiapter is devoted to this question.

At the beginning of this part complex business-tisibess issues, such as characteristics of
B2B markets, supply process and buying behavioll, vé conceptualized and briefly
presented. After that the types of B2B E-Commerckt e described in detail and
illustrated with examples. These will build a bro#ueoretical background for the
discussion and analysis of B2B E-Commerce oppdrasmiFurthermore, a review current
situation of B2B E-Commerce market will be given.

2.1 Characteristics of B2B Markets. B2B vs. B2C

Traditionally, two generic types of markets maydigtinguished: consumer markets and
business markets, whereas the latter include indusharkets or business-to-business,
business-to-government and non-profit organizatiamkets. In general terms B2B can be
defined as firm’s interaction with other firms, cpnsing suppliers, distributors, agencies
and customerd.B2B markets are networked organizations operafimga complex
environment The management target of the companies is torstzael the business

buying processes and to build profitable relatigpshvith business consumers by creating

! ¢f. Pelissie du Rausas et al., 2011, p.V.
2 pelissie du Rausas et al., 2011, p.1.
% ¢f. Vargo, Lusch, 2011, p.183.
4 cf. Kotler et al., 2009, p.14.
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additional value. More concretely, B2B markets are about buying goadd services in
order to use them in development, creation and/esliof own products and services or to

resell to other§.

Though usually in business literature and at usities business-to-consumer markets are
predominantly discussed and analyzed, there aneméber of characteristics and special
features that differ B2B from B2C. That makes itical to examine B2B separatelyAnd
indeed, the early textbooks published on B2B ammkalready in the early 1938 1934
the textbook “Industrial Marketing” written by Frexdck was published by Prentice Hall in
New York. After that for about 20 years there wakoamant period for this topic and later
in 1957 the first course on industrial marketingswaroduced at Harvard Business School
by Ray Corey. And recently an article written by Reid and Plamks published in
“Journal of Business-to-Business Marketing” reviegvihe B2B marketing literature and

pronounced that B2B had come of d@e.

The knowledge and understanding of B2B can be yemtiportant from different
perspectives. Taking for example the ranking ofrtéiee 500", the number of consumer
(B2C) and industrial companies (B2B) presentedhis tist is almost equal. In German
speaking countries especially industrial compampilay an important role for the whole
economy of the regiot. And finally, the market volume of B2B is much hégtthan the

one of consumer markets.

Hence, before analyzing B2B E-Commerce it's impdrtdo focus on the main

characteristics of business markets. They can lersuized in three blocks:

« market structure and demand,;
* nature of buying customers;

e decision process.

Table 1 illustrates, in summary form, these thréecks and their characteristics. In
comparison to consumer good business buying prasessy complex. It involves large

sums of money, technical and economical consideratand different people with their

® cf. Kotler, Armstrong, 2010, p.190.
® cf. Kotler, Armstrong, 2010, p.191.
" cf. Fauska, 2011, p.3.

8 ¢f. Vargo, Lusch, 2011, p.182.

° ¢f. Vargo, Lusch, 2011, p.182.

19 ¢f, Vargo, Lusch, 2011, p.83.

1 ¢f. Fauska, 2011, p.3.

12 ¢f. Kotler, Armstrong, 2010, p.193.
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own interests at many levels of organization. IiBBRarkets buyers and sellers are more

interdependent and work closely together during th# stages of buying process.

Moreover, the buying process could create additivakue for the customers.According

to these features the main differences from B2Q mast be taken into account while

analyzing B2B are the followir§

* business customers will purchase just the prodhetg really need and whose can

increase the value of their own products;
» the relationship is more complex and long-termraeeed;

* marketing communication must be professional arppde

* purchasing processes are multistage, procurememgea buys goods not just for

his company, but also in order to present himgedfs promotion or bonus can

depend on his decision and negotiation skills.

Market structure and demand

Business markets contain fewer but larger buyers

Business buyer demand is derived from final consutemand

Demand in many business markets is more inelastic

Demand in business markets fluctuates more and quockly

Nature of buying unit

Business purchases involve more buyers

Business buying involve more professional purchasiifiort

Types of decision and decision process

Business buyers usually face more complex buyimisoins

The business buying process is more formalized

Buyers and sellers work closely together, builditage long-term relationships

Table 1 - Characteristics of business markets

According to these special characteristics of B2&kats, it reveals, that the main topics

to be discussed on B2B are supply chain manage(®€il), especially buying process

and relationship management. These two concepts Imusviewed before analyzing the

opportunities from B2B E-Commerce.

13 Kotler, Armstrong, 2010, p.194.
14 ¢f. Fauska, 2011, p.5.
*Kotler, Armstrong, 2010, p.191.
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2.1.1 Procurement Proces in B2B Markets

Procurement processs part of supply chain managen can be described as the w
firms purchase goods or services they need to petheir own products, which will |
sold to end-consumerds illustrated in Figure 1, business buying processsists o
several complexsteps that involve different depaents of seller, buyerand logistic
companies in a series of connected and interdependmsactions. The firfour steps
concentrate on decision where to bind what to pay for th@roduc. The next steps
involve carryng out the purchase formaliti At the end the analysis of the procmay be
done. This process was described for e-to-one relationship between buyers and sel
In the market there are many of such relatiors and connected processes. The se¢

firms which is linked through series of transactions referthe supply cha.®

Problem Purchase Order

Recognition

Negotiate

¢ Order Product
e Initiate

* Price
o Credit Terms

* Research
e Credit History

* Catalogs
e Internet

*recognize a
problem or

?:etd tha; * Salespersons e Check with * Escrow Purchase
a gan € « Brochures competitors « Quality Order
met by « Telephone - ¢ Enter into
acquiri * Telefon p! ¢ Timing
quiring a R System
o Telefax esearch
goodora « Mail Purchase

service ® Fax

Order

¢ Recieve Purchase
Order

¢ Ento into financial
system

¢ Enter into
production system

¢ Send Invoice

* Match with
Purchase Order

¢ Internal Review

e Enter into
Warehouse System

—

Shipping

* Enter into
Shipper's Tracking
System

* Ship Goods

¢ Deliver Goods

® Enter into Tracking
System

—

Remittance Payment

* Recieve Goods

* Enter Shipping
Documents into
Warehouse System

* Verify and Connect
Invoice

* Resend Invoice

o Cut Check

¢ Add Corrected
Invoice to Back
Office System

—

Performance Review

* Review and
Evaluate
performance in
order to continue,
modify oder to
drop the
arrabgement

Figure 1 - Procurement process at B2Bompany*’

The first phase of procurement process includeBl@no recognition. The recognition o
problemcan be a result of internal or external stimulic Ewgample, a new product requil
a launch of new production equipment or buywere not satisfied wit the existing
suppliers. Alsoexternal forces like trade shows, sales persordroah another supier

may stimulate a search for a new more efficientitsmh of the problem. After that tf

16 ¢f. Laudon, Traver, 2011, p.7.
Y ¢f. Laudon, Traver, 2011,§00
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existing problem must be described and specialachernistics for the product should be
defined. They can also be ranked by reliabilitycgr service level, durability and other
special attributes. The next step which must beedpnorganization is to make technical
specifications of the product, often even to condu@roduct value analysis in order to
reduce costs. As soon as product characteristecslefined, the search for suppliers may
begin. The buyers conduct search by reviewing cgteds and brochures, calling sales
people, asking for recommendations. At this statgeimportant to highlight, that the
Internet plays here an important role. The Interm@bt only an efficient and effective way
to find best vendors, but it also gives an oppotyuio smaller suppliers to be easily found
by their potential buyers. The next phase of buyngcess is devoted to evaluating the
quality of the suppliers by reviewing their writt@noposals and presentations. Then the
supplier selection phase starts. Buyers negoti@te suppliers on topics like competitive
prices, product and service quality, delivery aaglipg conditions, honest communication,
return policies and warranties. At the end of thiisp the buyers may decide for one
supplier or for few of them in order to avoid tleéal dependence on one single supplier.
Of course, that depends on the product and thest bauat least two suppliers to choose

from 18

The next steps include the formal carrying outhef buying order. Here it's also important
to mention, that in each step the supplier canigeoadditional value and superior quality,
making it easy to work with and as a result saeetitne of a customer and therefore costs.
The supplier should not only deliver the best camabon of quality-service-price
products, but it's also important to satisfy otdepartments, such as finance, logistics, IT,
and procurement to ensure long-term relationshiph the company. How smooth the
phase-out of the buying process was, is usuallyuated during the last stage, namely
during the performance review. During this steplibgers contact the users of the product
and other stakeholders and ask them to evaluatsuihyaiers. Based on the results of the

performance review the buyers may continue, maafifgetermine the arrangemefts.

In practice, it depends on a product and buyingueacy if a buying process consists of
entire set of nine steps or just of a subset ahthiéa company buys a product or service
for the first time, it faces a new task situatiord generally all the steps of buying process

will be performed and need to be considered. Magisibn participants will take part in

18 ¢f. Kotler, Armstrong, 2010, p.200-203.
19 ¢f. Kotler, Armstrong, 2010, p.200-203.
fPral Fauska
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the proces&’ In such situation much attention is paid to infation search. It is also
recommended to conduct a performance review inrdalénd opportunities to optimize

the processes in the future.

If a buyer has established relations with his sieppbut has decided to modify product
specification, prices, terms and conditions, thaerhssituation refers to modified rebuy. As
a rule modified rebuy starts with directly at thleape of negotiations with the current
suppliers. Clearly, that at the end of the proeegsrformance review should take pléte.

But if the buyer just orders the standard produithaut any modifications, then we are
talking about straight rebuy. It is usually done anroutine basis by the purchasing
department. The buyers based on past experienstesrfler the same good from a defined
list of suppliers’ In this case generally only the following phases meeded: purchase

order, invoicing, shipping and payment.

Another dimension which may influence the businesging process is the products or

services bought. The goods can be classified ingnwap$>:

+ direct and

* indirect goods.

Directs goods are usually used by companies iptbeuction of their own products. Such
products have a high impact on the production, ggses and quality of the end products
of a company. So a company will invest much timeléfine the most suitable suppliers.
Generally a company would go through the entireifgiyprocess while ordering direct

goods**

In contrast, indirect goods are not involved in te®duction process, but used for
maintenance, repair and operations of the comptey @re usually called MRO goods).
They are less expensive and have no direct infienckey processes of a company. Once
the supplier list of indirect goods is defined, thechasing department orders on regular

basis.

2 ¢f. Kotler, Armstrong, 2011, p.197.
2L ¢f. Kotler, Armstrong, 2011, p.197.
22 cf, Kotler, Armstrong, 2011, p.197.
23 ¢f. Laudon, Traver, 2011, p.800.
24 ¢f. Laudon, Traver, 2011, p.800.
%5 ¢f. Laudon, Traver, 2011, p.800.
fral Fauska
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Moreover there are two methods of purchasing gtimatscan be districté8

» contract purchase and

e spot purchase.

Contract purchasing includes long-term relationshgiween seller and buyer and is
devoted to specified products. Basically this mdtlvan be used for direct goods. In
contrast, spot purchasing is based on immediatdsnaad is often related to indirect

goods?’

In summary, the different aspects of business lguygirocess and its classifications are
demonstrated in Table 2.

Kind of Good Buving Situation Buying Number of Phases of
Purchased ying Method Purchasing Process
New Task at first 1-9
_ purchase Long-term
Direct goods —
Modified or contract
. 5-8 or 5-9
straight rebuy
New Task at first
. purchase 19
Indirect goods Spot contract
Straight rebuy 5-8

Table 2 - Relation between different characteristis of procurement proces®

That is obvious, that during each phase of thehasiog process the transactional costs

occur.

The procurement process described above can bgzadalrom both sides. On the one
hand the buyers optimize their own buying procedSesthe other hand the sellers need to
know and understand the buying process of theentsi so that they can consider them in

their selling strategies.
2.1.2 Relationship Marketing in B2B Markets
During the analysis of B2B markets attention shdaddalso paid to relationship marketing.

During the last decades a number of essential @satapk place in B2B markets, which
reinforced the importance of strong relations betwkusiness partners. The importance of

%6 ¢f. Laudon, Traver, 2011, p.800.
2" ¢f. Laudon, Traver, 2011, p.800.
28 ¢f. Laudon, Traver, 2011, p.800.
fPral Fauska
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services has increased dramatically. The compat@eted to pay much more attention to
guality management, so they need to involve supplas well as customers into their
quality management programs. The development afrimdtion technologies facilitates
closer interactions between companies; wherebyethateractions are getting more

complex and even the borders of the company méyuseed?®

As defined by Morgan and Hunt “Relationship manketi... refers to all marketing
activities directed toward establishing, developiagd maintaining successful relational
exchanges,..., involving suppliers, lateral orgamirest, customers, or one’s own
employees or business unit§’Relationships with customers appear to be onbefrtost
important competitive advantages of industrial cames. That is caused by the specific
characteristics of B2B markets, such as limited lpeinof partners, constant interchanges
between companies, closer collaboration in ordefirtd the best solution for existing
problem. Based on these features of B2B markets, dssential to build strong
relationships with partners in order to succeed. stated by Anderson and Narus,
companies cooperate with each other in order teeaeltommon goals. The outcome from
collaboration may exceed the results, which conmgmrgould achieve if they were
operating isolated: Morgan and Hunt also mention that, “effective cetitpr in today’s
global marketplace requires one to be an effectoeperator in some network of
organizations®? Drucker has named the economy of the future asvar& society”.*®
Moreover according to Prahalad and Ramaswamy noysdtie focus is shifted from key
competences of one company to key competences métaork®* Strong long-term
relationships may help companies to support eauér @ three directiorfg

» economical (by cooperating in making investmentst ceduction programs);
» strategic (developing key competences, knowledgeo#tmer intangible assets);
* behavioral (sharing common values, culture andsyesing the social networks of

each other).

In the proposed model by Morgan and Hunt, the ioglahip is based on trust and

commitment. They define commitment as enduringrdelsi maintain valued relationship

29 ¢f. Koutsch, 2003, p.4.
% Morgan, Hunt, 1994, p.34.
3L ¢f. Anderson, Narus, 1990, p.42-58.
%2 Morgan, Hunt, 1994, p.34.
% Drucker, 1991, p.113.
% ¢f. Prahalad, Ramaswamy, 2000, p.20ff.
% ¢f. Koutsch, Smirnova, 2004, p.38.
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and believe in relationship. It is necessary thathlparties believe that the relations are
important and want to endure relations indefinitdhorgan and Hunt define trust as the
status, where one party has confidence in thebiétiaand integrity of the other partner
and vice versa. They posit, that can be reachedompanies or networks provide
“resources, opportunities and benefits that areesop to the offering of alternative
partners; maintaining high standards of corporataes and allying oneself with exchange
partners having similar values and communicate ald& information, including
expectations, market intelligence and evaluatiothefpartners performance and avoiding

malevolently taking advantage of their exchangéneas”°

Another interesting model which should be mentiongtthin this Chapter was proposed
by Mdller and Hallinen. The authors propose to @aevimarketing relationships into two
levels: relationship based on markets (for examqde, be used for indirect goods) and
relationships based on networks (for example, carused for direct goods). Figure 2

illustrates this idea.

Ma|rkets Networks

I I I I
_ Relationship marketing based on markets  Relationship marketing based on networks

- Lt

Low relationship complexity High relationship complexity

Figure 2 - Two main forms of relationship marketing®’

The main characteristics of marketing relationsedasn markets are described®as

» focus on individual customer relations;

* huge number of consumers;

« low level of interdependences as the resources;

e product or services can be easily replaced or sutest;

« sellers are more active than buyers;

» focus on a number of interactions and less onahg-term relations;

» emphasis on managerial, economic and psychologsgacts of exchange.

In contrast to that, relationship marketing basedetworks is characterized By

% Morgan, Hunt, 1994, p.34.
37 cf.Méller, Halinen, 2000, p.1.
% ¢f. Moller, Halinen, 2000, p.40.
fPral Fauska
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» focus on bilateral relations between sellers angetsiand exchange within the
network;

* number of players is not that high;

» products cannot be easily substituted;

* every partner can be active, not just sellers;

e companies concentrate on long-term relationship$ emphasis on resources,

social and functional exchange.

Linking this model to the classification of the gisointo direct and indirect ones, one can
conclude that for acquiring direct goods high coewrfty relations should be built up and
maintained. Opposite to that, indirect goods cobé sold in the markets with low

relationship complexity.

The use of the concept of relationship marketinghhhenable companies to build closer
relationship to customers and suppliers. That ead to higher efficiency in supply chain
processes and marketing activities. Hence, a higwel of profitability for all partners

could be achieved. Strong relations with partnees aso considered as an important
competitive advantage. Tight cooperation betweemnpes intensifies interdependences

between partners making them irreplaceable.

2.2  B2B E-Commerce: Theoretical Background and MajoTrends

In business practice and among academics therstireome discussions concerning the
definition of E-Commerce. So it will be importart $et the working definitions for the
master thesis. In this master thesis E-Commerdédwitlefined as the use of the Internet to
transact business, digitally enabled commerciahstiations between and among
organizations and individuaf8.From this perspective the digitally enabled tratisas
refer to all transactions done by digital technglegd commercial transactions, involving
the exchange of value between organizations andidugls. There are different types of
E-Commerce and criteria how to define them. Fon®la, one criteria which can be used
for classification is the type of buyers and sellafithin this variant of classification the

major types of E-Commerce can be defined as foiigfi

%9 Méller, Halinen, 2000, p.40.
“0'cf. Laudon, Traver, 2011, p.47.
“L¢f. Laudon, Traver, 2011, p.47.
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* Business-to-consumer (B2C) E-Commerce refers tierbusiness focusing on
individual end consumers. It is the most commomégualssed type of E-Commerce.
Like B2C markets, B2C E-Commerce is usually studaduniversities and
discussed in mass media;

e Business-to-business (B2B) E-Commerce refers tanbsses selling to other
businesses. It is the largest form of E-Commercgedaon market volume and
about ten times larger than the size of B2C E-Corneje

» Consumer-to-consumer (C2C) E-Commerce focuses osuaeers, who sell and

buy from each other.

As nowadays E-Commerce is still developing new args of existing types of E-
Commerce may appear. For example, Business-to-Gmestt (B2G) E-Commerce can be
defined as a part of B2B selling to governmentsdifdonally, there are two more fast

growing types of E-Commerce based on technologiistinction:

* Peer-to-Peer (P2P) E-Commerce enables Internes wigeshare files and other
information directly without any intermediary;
* Mobile Commerce (M-Commerce) is based on use cfless digital devices, such

as netbook, smartphones to transact on the*tveb.

As mentioned above, this master thesis is devate82B E-Commerce. As working
definition of B2B E-Commerce for this research, BEBCommerce will be defined as
B2B Commerce, which is enabled by the Intefiiétlore concretely, “B2B E-Commerce
refers to substitution of computer data processing Internet communications for labor

services in the production of economic transactfén”

In this sense, the Internet enabled to developkeases in two ways. From one side, new
business model was introduced. The companies tfeate only in Internet can be called
“click-only companies”. From other side the tragital “brick-and-mortar” companies go
online to sell or communicate with their customéf<€-Commerce may help companies
keep their costs down by having access to widegeaof suppliers, optimizing their

internal processes and using a new sales chantebet their customefs.

42 cf. Laudon, Traver, 2011, p.58.
43 ¢f. Laudon, Traver, 2011, p.795.
“* Lucking-Reiley, Spulber, 2001, p.55.
“5 ¢f. Kotler, Armstrong, 2011, p.197.
“8 ¢f. Pelissie du Rausas et al., 2011, p.9.
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2.2.1 Evolution of E-Technology in B2B E-Commerce

In order to understand B2B E-Commerce mechanisnashietter way, the evolution of E-
Technology will be introduced in this part of thaster thesis. B2B E-Commerce has gone

through several technology driven stages, whichllarstrated in Figure 3.

Net Marketplace$

Private Industrial
Networks
Digital Storefronst

EDI L
>

Automated Orde
Entry System 1970 1980 1990 2000 2010  Year

Figure 3 - Evolution of the use of technology platirms in B2B E-Commercé’

Automated Order Entry System was an innovatiorhenrhiddle of 1970s. It involved the
use of telephone modems to send digital ordersipblger placed telephone modems in its
customer buying centers to automate ordering fromputerized inventory database. It

was seller-side solution, because the initiator avasller*®

Some years later electronic data interchange (BR2$ developed. The motivation for EDI
introduction was the need for standard transmisbeiween the existing trading partners.
Partner organizations established standard formeatexchange electronic documents in
order to facilitate electronic transactions. It tteipps the same information that partners
usually include in the paper documefitdt was a new form of computer-to-computer
communication standard, sharing business documléteggpurchase orders, shipping bills,
invoices. EDI systems are owned by buyers, so g¢dfied buyer-side solution and
generally used to serve vertical mark®tSome companies used EDI during some years to
support business transactions between known partAesignificant limitation of EDI was

that it enhanced the communication between thdngapartners, but it did not allow

" Laudon, Traver, 2011, p.795.
“8 ¢f. Laudon, Traver, 2011, p.795.
“9 Albrecht et al., 2005, p.865.
%0 ¢f. Laudon, Traver, 2011, p.796.
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companies to find sellers/buyers. There was no ppity to search for new partners and

to enter new marketg.

Subsequently, the commercialization of Internetlitated to overcome this disadvantage
of EDI. B2B Electronic storefronts appeared in thieldle the 1990s. They can be defined
as online catalogues of products and servicesstfgne supplier, represent a seller-side
solution. They can partly replace the paper cagl&dectronic storefronts tend to serve
horizontal markets, providing products that servgreat number of industries. In many

cases the existing companies places their catalolgze >

In the late 1990s Net marketplaces and private sl networks emerged. Net

marketplaces bring together a huge number of sengpdind purchasing firms together into
a single digital marketplace operated over theriiete> They can be defined as networked
information systems that serve as infrastructure ifdormation exchange and other
transactions connected with buying or selling pssee® Net marketplaces are

transaction-based and support many-to-many rektips. B2B Net marketplaces boomed
dramatically at the end of 1990 and beginning d@®0rhough that was a peak time for

Net marketplaces, many of them still exist nowadays

In contrast, private industrial networks are Ine#grhased communication environment that
enables business partner not just to buy or seltigiobut also to collaborate with each
other, they are relationship-based. They encomglaasng of products development and
designs, marketing activities, inventory and prdauncsharing. Private industrial networks

are owned by buyers. Nowadays this form of B2B ErB@wrce is the most prevalght
2.2.2 Net Marketplaces and Private Industrial Netweks

In literature on B2B E-Commerce one can find défdrclassifications B2B E-Commerce.
Nevertheless, the most often used criteria forsdiaation are number of agents (buyers
and sellers involved into transactions), the charetics of markets where the company
operates (vertical or horizontal) and the naturdowjer and seller relationships, either

long-term orientated or transaction-based. Differauthors name the types in a slight

L ¢f. Albrecht et al., 2005, p.866.
%2 ¢f. Laudon, Traver, 2011, p.796.
%3 ¢f. Laudon, Traver, 2011, p.797.
% ¢f. Varadarajan, Jadav, 2002, p.296-312.
%5 ¢f. Zhang Y., Bhattacharyya, 2010, p.236.
%6 ¢f. Laudon, Traver, 2011, p.797.
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different way, though the main idea is mostly tlene (based on the criteria mentioned
above). One classification was proposed by Kaptah@&awhney published in their article
in Business Harvard Reviély also used by Reynolds in his book on E-Busin&ssther
classification was proposed by Cullen and WebStdostly all the classification have
much in common, though they use different namegHertypes and can be described on
more or less detailed level.

In the master thesis the classification, proposetldudon and Traver in their textbook on
E-Commerce, will be reviewed and analyzed. Follgwithis classification B2B E-

Commerce can be generally classified into two typest marketplaces and private
industrial networks. The both types and subtypeB2B E-Commerce will be discussed

subsequently.

2.2.2.1 Net Marketplaces

Value in B2B markets can be created by two mainhaeisms: aggregation and matching.
Aggregations refers to bringing a great amountust@mers and buyers together, whereas
matching means connecting buyers and seller totiagmn price in real time basis and to
make decisions of choosing the most efficient garthNet marketplaces carry out both of
these tasks, getting the players together and ¢irayian opportunity to match with the

best suitable buyer or seller.

Net marketplaces can be classified based on twanpeters, “what businesses buy”
(manufacturing/direct goods or operating/indiresbds) and “how businesses buy” (focus
on spot purchasing or long-term relations) andeotfl horizontal markets (between
different industries and regions) or vertical (wittone industry) markets. Moreover the
ownership of the marketplace plays an importan¢ inl understanding the goals of net
marketplaces. For example, the goal of the buyented type of net marketplace is to
establish an efficient purchasing environment aodexploit buyer power. Supplier-

orientated marketplaces in contrast seek to estalain efficient sales channel via the
Internet to a large number of buyers. Independenketplaces are operated by third party.

They are open for buyers and seller in particularket®

> cf.Kaplan, Sawhney, 2000, p.97-103.
%8 ¢f. Cullen, Webster, 2007, p.210.
%9 ¢f. Lichtenthal, Eliaz, 2001, p.4.
% ¢f. Reynolds, 2010, p.328.
fPral Fauska



Business Strategies and B2B E-Commerce Opportanfi&lobal Narrow Specialized Companies 18

Net marketplaces can be divided into four main $ype-distributors, E-procurement,

independent exchanges and industry consortia (geeer4)°

What Businesses Buy

>

3 E-Distributor Independent Exchanges
i

0

0

o

£

[%2)

-}

0

3

T E-Procurement Industry Consortia

Horizontal Markets<—=  Vertical Markets

Figure 4 - Four main types of net marketplace®

Sequentially, these four types of E-Commerce w@él described and illustrated with

examples.

22211 E-Distributor

E-Distributors represent the most common and tiseestaform of net marketplaces. E-
Distributors simply link suppliers and buyers tdgat playing a role of traditional
intermediary.®® E-Distributor places online an electronic catalguith products of many
different manufacturers and offer industrial compana single source to order indirect
goods. Figure 5 illustrates the mechanism of Efibistor and relations between buyers
and sellers. Companies from all industries reqMiRO goods, so E-Distributors serve
different industries and operate in public horizdnmharkets, means than every company
can use the services of E-Distributor. In ordemtake profites E-Distributors charge a

markup on products they distribiffeOften E-Distributors represent the existing offlin

®1 Laudon, Traver, 2011, p.813.
%2 audon, Traver, 2011, p.813.
83 ¢f. Berthon et al., 2003, p.556.
84 ¢f. Laudon, Traver, 2011, p.814-815.
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companies, which were trading via catalog and nloitesl a part of theibusiness online
to increase efficiency and reduce the transactioostis®

" GRAINGER JL

Figure 5 - E-Distributor schem®

American company Grainger.com represent-Distributor. Grainger is a leading
distributor of industrial suppliers ine U.S.A It works with more than 3,000 suppli and
has access to aboundllion customers in 157 countries. The product plio consists of
more than one milliontems for maintenance, repair and operatioG®mpany achieved
1.8 billion in ECommerceannual sales in 2080Grainger wasfounded in 1927 as
“catalog sales business”. At the beginning thessaderegenerated primarilby mail order
cards and catalodLater on the company was operating «the-counter as well. Graing:
recognized the opptunities of technological changes rather early amdl991 the
introduced the first electronic MRO catalog on -ROM. Four years later the corpore
web site was launched and customers started ta andéhe Internet already in 199
Graiger.com providethe first transaction pable web site in the industry. On the web
of Grainger customers can easily search and compara@ucts, create personal lis
review orders and invoices of the past two yeassirol and allocate costs to their o
cost caters. All these features allow customer to redo@ger work and administrati

costs.

2.2.2.1.2 EProcurement

Like E-Distributor, EProcurement net marketplace is independent intaemedavhich
links many sellers and huge amount of buyers tagethhis type of marketplaces

usually used for purchasing indirect goods on -term basisThe value of goods sold t

%5 ¢f. Lucking-ReileySpulber, 201, p.63.
% ¢f. Laudon, Traver, 2011, p.8:
87 ¢f. Grainger Inc[last accessed 22.10.201
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E-Distributor is relative low, whereas the transactomsts concerning with these prodt
are relative high due to purchasing frequency E-Distributors may add value to buye
by increasing the efficiency in procurem® E-Procurement companies cha
percentage for each transaction and fees for ubiegqetwork. They are operated by

independent third party and considered to be irndent®®

+ consolidated data, dashboards, web meetings, supplier
financial ratings, invoice check and enter into ERP-system, etc.

Figure 6 - EProcurement schem?®

In comparison to Bistributor, E-Procurement net marketplaces offer additional ses
to both buyers and sellers like automatic purcloaders, sourcing, invoicing and payme
catalogcreation, content management, order managemepinsht, etc. At the same tin
they add value by offering customers a convenieness to a wide selection of dive

suppliers, pricing offers, coupled with productamfation and service’*

For instanceAriba.com is operating in this way (see Fig6). Ariba offers network fo
buyers and sellers and a great number of speciftomized services, such as managet
information and communicati toolswithin the system, including dashboards, autom
messging, and web meetings. Comp-wide spent data can kmonsolidated into on
reporting system for easy access, analysis, andideanaking Moreover, Ariba provide
reports about suppliernancial ratings and risk scor So it may help compani to
choose their future partne Company helps alsio drive contractual compliance betwe
sellers and buyer¥alidated invoices can ttransportedlirectly to ERI-System of buyers

% ¢f. Lichtenthal, Eliaz2001, p.4
%9 ¢f. Laudon, Traver, 2011, p.8-816.
O ¢f. Laudon, Traver, 2011, p.8:
" ¢f. Berthon et al., 2003, 567
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or into a payment systefAAs described in this example,Fecurement net marketplac

add more value for both parties, which are involwethe proces

22213 Independent Exchange

Independent exchanges connect many buyers andssedlarching/selling direct goods
spot erm in real time environment. They serve verticarket within single industry
Independent Exchanges charge a commission for teagsaction and any buyer or se
is allowed to participate there. The main advanfagduyers is lower prices createue
to strong competition in independent exchangedeSdbenefit by receiving easy acces

possible customers.

il

=

iﬁ ——smaarter

Figure 7 - Independent Exchange schen™

Smarterwork.com can be named e as a very interesting exanm (see Figure 7).
Smarterwork illustrates this kind of net marketgiscwhich offers mostly services and
just products.Smarterwork specializeon linking clients and qualified service provide
together to carry out different kinds of projeon Internet services, rrketing, web
design, legal and tax services, etc. They provid# ®r a concrete project and their o
facilities, like PC, software andffice spacelt means that a company can employ
qualified specialists just for one project. As soas their goject is over the contra
between employee and the company will be also eritlatkans that the company does
need to pay holidays, sick leaves and taxes coedegith this employee. Moreover,

"2 ¢f. Ariba Solutions [last accessed 22.10.2(
3 ¢f. Laudon, Traver, 2011, p.8:
" cf. Laudon, Traver, 2011, p.8:
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providing the necessary facilities Smarterwork \aiahe buyers to save the costs in this

area as welf?

In practice it works like following. The buyers pdle project description on the web site
of Smarterwork and receive the quotes. Based anmnrdtion concerning price, reputation
and rating of a person the buyers can choose tr®@pate service provider. After that the
parties develop the project in “My office”, a prteaonline workspace which is provided
by Smarterwork. After the project is over and timalf approval of the project is done, the
buyer and seller evaluate each other and give tadiA\s soon as it's done, the payment

follows.”®

In such case the sellers can reach their clierdByeaegotiate on prices and conditions.
The buyers will use Smarterwork to achieve manyedeht service provides and to be
secure that the quality of the services providedddier is on a high level. The transparent
feedback and ratings secure the high quality oVipem services. That adds value to the

exchange, so that the counterparts are eager tihigseeb site.

22.2.14 Industry Consortia

Industry consortiums are owned by groups of indaistompanies. They serve vertical
markets and bring together a great number of segpWith a small number of very large
buyers. They are used to form long-term relatiarsplurchasing direct goods. The main
goal of industry consortium is to unify supply amaiwithin the whole industry, across
many tires through common data definition, netwstandards and common platforms.
Buyer and seller have to pay fees to enter consortindustry consortiums are usually
used by automotive and chemical industry, wherenitnber of suppliers is huge and
market force belongs to buy€r.As mentioned by Johnson and Klassen ‘“industry
sponsored E-Marketplaces appear suitable when tiser@n opportunity to leverage
technology costs across companies in industry varete cross-enterprise collaboration is
nl/8

needed to capture the benefits from redesigningoaegs™" The scheme of industry
consortia is presented in Figure 8.

5 ¢f. Smarter Work [last accessed 22.10.2011].
76 ¢f. Smarter Work [last accessed 22.10.2011].
" ¢f. Laudon, Traver, 2011, p.819-820.
"8 Johnason, Klassen, 2005, p.10.
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Ef -

Figure 8 - Industry Consortia scheme’®

Here such marketplaces as Exostar.com, Supplyon.GdtX.com and Elemica.com ci
be mentioned. GHX.com is a consortium for medicalvises suppliers. They brir
companies from healthaaindustry together to create new efficiencies r@adice errors i
the healthcare supply chain. GHX customers can sawey by connecting to GHX al
using complementary software solutions to autorpabeurement processes. In additi
GHX plays criticalrole in facilitating collaboration among tradingripeers through whicl

companies can address common issues and oppasuisitimproveme!.®

22272 Private Industrial Network

Private industrial networks are owned by a sir often a leader company in indust
which sets the rules, establishes control mechanaml invites firms to participate in
network. Private industrial networks focus on ®gat direct goods and services ¢
interested in longerm relations. Thecan be defined as “extended enterprises”, bec
this webenabled network of tra-organizational business processes is closely tigtie
existing ERP System of industrial company. Privatkistrial network helps companies
develop efficient purcheng and selling business processes, demand fonegaatid
conflict resolution, and recourse planning. It geses supply chain visibility and achie

closer buyesupplier relation® Private industrial network makes sense when thean

" ¢f. Laudon, Traver, 2011, p.8:
8 ¢f. GHX [last accessed 22.10.201
81 ¢f. Laudon, Traver, 201p,82:-825.
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opportunity for competitive advantages and therenas public or industry sponsored

marketplaces or they are inefficiéht.

m =
& ®
. W VWGroupSupply.com ¢a
s 9

L] ° @

Supplier Group Business Platform Yolkswagen Group

Figure 9 - Private industrial network scheme (examfe of VW Group)®®

Many global players, market-leaders are operatmgfe industrial networks, such as GE,
VW, Dell, Nike, Coca-Cola, Wal-Mart etc. Today pate industrial networks form the

largest part of B2B E-Commerce. For example, somearsy ago Volkswagen Group

introduced the Group Business Platform (see Fi@)ras a tool for communication and
cooperation with its suppliers in order to optim@ecesses and improve the quality level.
In this case the goal of the company was not ufintl partners, but also to integrate their
suppliers into all business processes, such a poant, logistics, quality, technical

development, and sustainability. The basis for tmetmunication is Internet, the data is
exchanged through a coded connections and a conmtesface is use. Every supplier for
car manufacturers, which conforms the special requents of VW Group, can make an

application to enter this private industrial netit
2.2.3 Opportunities of E-Commerce in B2B Markets

After the main characteristics and process conogrBi2B markets were analyzed, it is
obvious that the main opportunities, which companieay expect from use of E-
Commerce, are the efficiency in SCM processes ahdrecement of relations with their

business partners. Now these dimensions will bplgdeescribed and analyzed.

82 ¢f. Johnason, Klassen, 2005, p.10.
8 Volkswagen Group [last accessed 22.10.2011].
8 ¢f. Volkswagen Group [last accessed 22.10.2011].
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24



Business Strategies and B2B E-Commerce Opportanfi&lobal Narrow Specialized Companies 25

2.2.3.1 Cost Efficiency — Reduction of Transactiona&osts

As it was mentioned in Subsection 2.1.1 of the pras$iesis, at each stage of procurement
the transactional costs connected with the prooesar. E-Commerce enables the cost
reduction during every stage of the buying processpely, before, during and after the
purchasé” Based on technological change a new less costyoifvéor this processes was
found. It was discovered that there are new methekigh can be used and certain

business activities can be completely restructéited.

Before the purchase E-Commerce reduces costs aothseg for suppliers, quality
verification of the products and negotiation. Itrsicial to point out that the advantages of
E-Commerce can be used by sellers as well as bgrbupuring these stages B2B E-
Commerce gives an opportunity to minimize the cow@ton costs, concerning
information and communication. For the buyers E-@urce reduces the search costs,
connected with time and efforts in finding produdsrvices and information about them.
And hence, it reduces costs of search for potersigipliers’ It gives a relative
inexpensive opportunity to compare products, prieesl information about it from

different suppliers. Hence, E-Commerce leads tcegsed transparency of the markets.

In the past the information was limited and difficto collect. Now the Internet provides
large amount of information regardless of its lawatand time zones and enables
companies to customize the information. It makeseeaand quicker for organizations to

find the most suitable business partifer.

For example, first search on the product can beedming search engines. They search
automatically through millions of documents in theernet by key words, entered by user.
The users can search across many sites, stategrieswery quickly and efficient. Also
comparison sites can be used, which enable conoparmg products categories by
attributes and price. Web bots and intelligent é&gean be also named as mechanisms to
facilitate search on the Internet. Web bot combsssior prices each time the request is
done, whereas intelligent agent seeks out pricdsfeatures and negotiates on price for
purchasé® Another method to search for information is onlosalogues. They provide

an opportunity to search in a good structured maand aggregate the products and their

% cf.Lucking-Reiley, Spulber, 2001, p.56.
8 cf. Borenstein, Saloner, 2001, p.3-12.
87 ¢f. Berthon et al., 2003, p.554.
8 ¢f. Andal-Ancion, 2003, p.35-36.
8 ¢f. Berthon et al., 2003, p.555.
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features descriptions in one place. Moreover, E-@enge gives flexibility in dealing with
information, greater interactivity in comparisonpianted catalogues or phone calls.

For sellers the Internet creates value by vastheling cost of transferring many types of
information. It's getting to be an effective infoation transmission channel, which also
provides an opportunity to customize informatiosdzhon different target groups. Though
investments in running business via E-Commerce Iwevtarge fix costs, the marginal
costs of providing transaction information to marerticipants appear to be near z&ro.
Very detailed information can be provided at lovstsoand extreme economy of scale can
be achieved. This point is becoming especially irfgya when the size of potential market
to be served increases. If by E-Commerce a largeeace is reached, the costs per one
contact are getting to be really low in comparismother communication methodfs.

During the first stages of purchasing process atsomunication expenses can be saved,
such as travel and phone costs, costs of phygiealesfor meetings. E-Commerce enables
effective asynchronous communication as well. Ascis information every time the
customer needs it can be secured; especiallyvidlisable when different time zones are
involved? Moreover negotiating and decision costs can beiced as well. Time
normally taken by customers to negotiate can noenbesed for other purposes as
intelligent agents transact and negotiate on th&toawers behalf. Online bidding can
achieve similar results. For examples, GE in 199€Ipased $1billion from 1400 suppliers
over the internet and there is evidence of a sabatancrease since. Significantly, the
bidding process for the firm has been cut from tweme to ten day$

The next steps of purchasing process involve andeshipping and invoicing. For these
process steps the operating costs can be reduceglasThe average cost per order
transaction is about fifty dollaPé.Automate purchasing/selling from/to other companie
can improve the efficiency through replacing papedering with electronic ordering

significantly. Processing a purchase order manuljlycustomer service for example
means paperwork, data entry, phone calls, faxgsoapl request personnel expenses.

Online transactions can reduce these costs byrfatfive to ten®

% Lucking-Reiley, Spulber, 2001, p.56.
%L ¢f. Borenstein, Saloner, 2001, p.3-12.
92 ¢f. Borenstein, Saloner, 2001, p.3-12.
% ¢f. Berthon et al., 2003, p.554.
% ¢f. Borenstein, Saloner, 2001, p.3-12.
% ¢f. Lucking-Reiley, Spulber, 2001, p.56.
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In such cases a customer can order vie E-Commaeartesmwn. When a customer makes
an order online, the number and time of interastionll be reduced, causing the time
savings. Since the number of interfaces is redubedprobability of making mistake in the
order entry may be lower (during the order entrgcpss the most mistakes are done
during the transfer of information from customerrépresentative of selling company).
Hence, the number of complaints could sink. Dutimg shipping stage the customers can
track their deliveries in real time and in an e#it way estimate the time of delivery.
Additionally, the improved information flows lead tower levels of inventories for both
parties.As soon as customers prefer ordering online thesasng on distribution will be
potentially very high and based on reduction ofdhag within store, stocking, shelves

maintenance, theft, rent and selling cdSts.

At the next stage in the procurement process, agdhvoicing the electronic invoice can
be generated, causing savings on paper and marmukl Rreviously, customers had to
wait to receive statements of accounts and theokeldethem for correctness. Electronic
ordering and billing allow buyers to check statetsen real time’’ Online payments can
also lead to reduction of time spend for an order.

Furthermore, after sales are done, E-Commerce @we®pportunity to customers to
manage their orders, provides information on actxunvoices, deliveries. Whenever the
copy of invoice is needed it can be printed oniiretead of calling the customer service or

customer administration departments and waitingtfercopies.

Due to E-Commerce also the enforcement costs cabaied. If a problem with supplier
exists (it could concern warranty or delivery delsgues) it would require expensive legal
assistance in real world. Chat line, bulletin besaethd online media offer an easy and

inexpensive way of making suppliers listen andascording to the signed contrdgt.

Summarizing the arguments presented in this parthef master thesis, the following
conclusions concerning cost efficiency as a conmsecgl of using E-Commerce can be

done:

* both demand and supply sites can improve prodigtny using E-Commerce;

* increase the transparence of information, goodgiaadcial flows;

% ¢f. Borenstein, Saloner, 2001, p.3-12.
%7 ¢f. Berthon et al., 2003, p.554.
% ¢f. Berthon et al., 2003, p.554.
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* increased reach of potential sellers and buyersaanal result the improvement of
matching the buyers and sellers;

» reduction of the transaction costs on each stageogurement processes;

» time and personnel reduction for procurement dnggprocesses;

e sales representative and back office employees amarcentrate on account

management and execution of marketing strateggansof processing the orders.

2.2.3.2 Enhancement of Collaboration between Paréms

Additionally to cost reduction, B2B E-Commerce iblea to form and intensify
collaboration with business partners, acting as ialogue simulator, facilitating
interactivity and real time information exchangeielXo relative open information flows of
both sides B2B E-Commerce can be used in diffepmrspectives facilitating the
relationships between companies and thereforergadi sustainable profitable growth of
both parties. By increasing cooperation betweeyetsuand sellers E-Commerce may
improve the customization of offers, quality of guots, can provide sales history and
forecasts. It fosters the relations due to coopmrain supply chains. It means that
companies are getting more productive by increaseduction flexibility, delivering “just

in time”, sharing designs and production scheduksdiicing inventory costs by increasing
completion among suppliers and increasing pricasparence. It enables seamless
information exchange that makes the collaboratiasies and effective and leads in the
future to the competitive advantagéd-our inter-organizational systems were identified,
which can form the basis for successful collaboratenterprise resource planning system
(ERP), which encompasses two or more previouslarseé systems (such as procurement,
order management, accounting etc.), web servicegdo@n open system, enterprise
portals, providing a platform for linking disparaseurces of information together and
permitting the customization of information andagtenic hubs, enabling the automated

transactions between multiple business partférs.

It is also important to mention that B2B techno&ggcan be used to build up and sustain
competitive advantages for companies. As B2B linksd modifications and adjustments
constantly, as B2B infrastructure must be buildamo managed over extended period of

time, it's possible conclude, that companies atiegto build B2B E-Commerce relations

% ¢f. Lichtenthal, Eliaz, 2001, p.3-13.
190 ¢f, Reynolds, 2010, p.332.
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just with partners whom they trust and who have moitted to the collaboration. So in the
situations, when partners decided to invest in E2Bommerce, it can be a competitively

valuable capability over other companies or netwdtk

Here a link to the commitment and trust concepflofgan and Hunt, which was discussed
in Subsection 2.1.2, can be performed. In E-Comentire proposed framework is not just
confirmed, but the value of trust and commitmenéven more significant as in offline

business. If a customer trusts online supplier $ieeven more committed to open

communication and share of informatitii.

Lee, Pak and Lee even propose to distinguish tiferdnt types of B2B E-Commerce:
basic and collaborative B2B E-Commerce. Basic B2Bdimmerce refers to sending and
receiving order information, to automating the extwipe of commercial document. It gives
the opportunity to increase the speed and accuhcpcument transfers, but it doesn'’t
changes operations with the partner for the company

Basic B2B E-Commerce
B2B N Firm
Network Performanc
\l/ Collaborative B2B E-Commerce T
enables new increase inter-
collaboration firm dependency

Figure 10 - Basic and collaborative B2B E-Commercg&®

Collaborate E-Commerce includes not just documewxhange, being a new mean of
communication, but within this type also the parsnadopt the B2B Network to establish
new inter-firm collaboration. They also emphasizat the organization which implements
a collaborative form of E-Commerce may offer a gigant productivity improvements in
comparison to basic version. Collaborative B2B Ex@werce tightly couples the business
processes of the partner firms and hence incretmesnterdependences between the
partners-* This idea is illustrated in Figure 10.

101 ¢f, McAfee, 2005, p.84.
102 cf, Lancastre, Lages, 2006, p.784.
103) ee et al., 2003, p.355.
104 ¢f, Lee et al., 2003, p.351.
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For example, collaborative E-Commerce enables campaacting in highly competitive
markets, to shorten product time-to-market cycle da increased coordination and
resource allocation between partners. Necessaoyniaition can reduce the uncertainty
and hence make more efficient decisions and investisn Manufactures can make better
production planning and inventory decisions baseddaily information from retail
partners. This leads to more efficient managemeptaguction facilities and stocks. From
another side, retain companies may achieve sigmificeduction of inventory levels and
stock outs. The information flows through the whal@ply chain, will increase the
demand/supply uncertainties, leading to optimizeahaoel performance and as a result the
profitability of the partners. Such narrow relagoalso make companies to adopt their
local processes in order to collaborate in the ngtwObviously, that requires careful

coordination, trust and support within channel pers°°

Basic B2B E-Commerce Collaborative B2B E-Commerce

Seller | Customer Service Team |

| = [ XX ]

| Category Manager |

Figure 11 - Communication structure in two forms of B2B E-Commece'®

As illustrated in Figure 11 the basic B2B E-Commeedoes not change the configuration
of communication between channel partners. In theecof collaborative B2B E-

Commerce the establishment of new communicatiarcire is needed, where traditional
single point of contact is expanded into links kesw multi-level stages and departments.

This direct communication enables to realize théopmance improvements.
2.2.4 Technological Trends that Boost B2B E-Commegc

Recent trends based on IT in B2B E-Commerce paihtiee dynamic future development

of this new way of doing business. The trends laeefallowing®":

195 ¢f, Lee et al., 2003, p.353.
196) ee et al., 2003, p.360.
107 ¢f. Laudon, Traver, 2011, p.794.
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» the increase of Internet security and comfort I®fenline payments;
e cloud computing and software-as-a-service (SaaS);
e growth of collaborative B2B commerce applications;

* integration of enterprise resource planning syst@RP).

These main trends demonstrate that the implementand the utilization of B2B E-
Commerce is getting less costly, provides more régcand enables the “ease of use” for
the end-users. All these technical innovation abaces secures the future development

of B2B E-Commerce.

2.2.5 Market Development of B2B E-Commerce

In recent years due to rapidly developing E-Techgiels and increasing Internet
penetration businesses became aware of the pdtesigaof the Internet as a powerful
source of competitive advantage. B2B E-Commercebeasn promptly growing all over
the world, as it is considered to be a medium tprowe business efficiency. The use of the
Internet has a dramatic impact of both buyers atldrs as well as on the whole network

of information, goods and financial flows.

According to the study conducted in 2011 by McKin&dobal Institute Internet embraces

businesses, individuals, governments and entreprery making new waves of business
models possible, leading to radical innovationsaodéessing, using and delivering goods
and services. McKinsey Global Institute studied ¢osenomies of thirteen countries (G8,
Brazil, China, India, South Korea and Sweden) twttribute more than 70 percent of
global gross domestic product (GDP). The reseaerhathstrates that the Internet is now
used in every country, in each sector and by mbgteocompanies and counts for about
3.4 percent of GDP. If the Internet were a seciomould be bigger than energy or

agriculture industries and its contribution to BBP would be bigger than those of Spain
or Canada® Figure 12 illustrates this statement.

Over the last 15 years the Internet accounted lfoual0 percent of GPD growth within
the studied countries. As well it has a great impac the development of small and
medium-sized enterprises (SME). It was found dudt SME with high Web presence

grew two times quicker as those that had low levkelpresence. As well the study

108 ¢f, Pelissie du Rausas et al., 2011, p.14.
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demonstrated that all industries have benefiteah filee Web, 75% of the economic impact
arises from traditional companies that are not |osrnet players. The businesses have

already experienced that Internet leads to highedyxtivity and greater value creatith.

Real estate 11.0
Financial services 6.4

Health care 6.3

Construction ; 54

Discrete manufacturing : 5.2

Transportation 3.9
Education 3.'G
Communication 3:.0
Agriculture 22
Litilities 2.1
Mining 17 |

A
Internet : 3.4

Figure 12- Sector contribution to GDP (percentage share tootal GDP, 2009§*°

According to research conducted by consulting compaT. Kearney, the leaders in E-
Commerce achieve up to 41% improvement in cycle @md a 10% reduction in staff and
can generate up to 13:1 ROI by using the full pigénf B2B E-commercé'

As mentioned by Laudon, in 2010 B2B trade reach&DW6 trillion, while B2B E-
Commerce contributed about $3.6 trillion of thatoamt.'*? By 2014 B2B E-Commerce
should grow up to $ 5.1 trillion in the U&

According to this data it's possible to concludattiB2B E-Commerce is an important
topic both for managers and academics. “The Intezae be used to conduct marketing
research, reach new markets, serve customers ,bdistribute products faster, solve
customer problems and communicate more efficiemily business partners** For B2B

the Internet’s “core advantages lie in its gregtacaty of fast, efficient, integrated and

interactive exchange of informatiof'>

19 Rausas et al., 2011, p.2-3.
10 Rausas et al., 2011, p.14.
11 ¢f. Clycomb et al., 2005, p.221.
112 ¢f, Laudon, Traver, 2011, p.794.
13 ¢f. Laudon, Traver, 2011, p.794.
4 Honeycutt et al., 1998, p.71.
15 Avlonitis, Karayanni, 2000, p.441.
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2.2.6 International Perspective: Drivers for UsingB2B E-Commerce in Different

Countries

Nevertheless, it's also important to notice, theg implementation and realization of B2B
E-commerce strongly differs from country to countfyhe Internet impact also differs
strongly between the countries with the same le¥/elevelopment. The comparison of the
Internet contribution between the countries of 86zil, China, India, South Korea and

Sweden is presented in Figure 13.

Internat
contribution
to country
Percent of total Interniet contribution to GDP GDP
e |
Swedan 1 17 6.3
W=
) L ; :
mpest Linited Kingdom Bl » s
[ &
@ sounkoes B I s
® | o I o
BE= ied states Bl = 3
- Germany 13 7 32
2 | India 47 32
I l France - “ 12/ 3.1
l‘l Canaia E s 27 H Private consumption
- China 2.6 M Frivate investment

Public expenditure
Trade balance

N B
Brazil
- Russia

Figure 13 - Internet contribution of some countrie$™®

For example, the Economist Intelligence Unit puies yearly “Digital Economy
Ranking”. It is stated in the report that when aurmdoy uses information and
communication technology to conduct its activitiebe economy can become more
transparent and efficiertt” So it's much easier to manage E-Commerce in aosgihere
of trust than in the markets where each playerdoasts on the integrity of the othérs.

For example, in the “Digital economy rankings 2009”70 countries the leader of the list

1% Rausas et al., 2011, p.15.
17 Economist Intelligence Unit [last accessed 23.0012.
118 ¢f. Berthon, Pitt et al., 2008, p.87.
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Is Sweden, the USA is ranked on the place three.oflher western European countries are
places in the beginning of the list, as well as gl&ong, Singapore and Australfig.

According to Berthon, Pitt et al. B2B marketers éndo consider “hard” terms such as
infrastructure as well as “soft” terms, like valudsefore building E-Commerce
relationships in other countries. Berthon, Pitleargue, that there are three drivers, which
could help companies to decide whether to use BZBofamerce in a country or rét
These key drivers are the followitt§

e E-readiness. It determines the ease with which sinbas relationship can be
conducted. E-readiness can be measured as a funttix variables. Connectivity
and technology infrastructure (weighted with 20%@asures the extend of access
to the Internet and mobile networks, penetratiomobile-phone subscription and
broadband Internet accounts as well as reliabibtyd security. Business
environment (weighted with 15%) is evaluated baeadstrength of economy,
political stability, tax regime, foreign investmepolicy, labor market etc. Social
and cultural environment (weighted with 15%) canrbeasured by educational
level, Internet literacy, degree of innovation,. étegal environment (weighted with
10%) shows the specific laws governing Internet arsa overall legal framework.
Government policy and vision (weighted with 15%fJaets how government uses
the Internet technologies to operate and providdipservices. The last variable is
consumer and business adoption (weighted with 2%%ptures the online
purchasing activity and amount of money which besses and customers spend
on information and communication technolodi&s.

* The country’s values. They need to be understo@lfasdamental facet of culture.
There are two dimensions regarding the valuesitioadl vs. secular-rational and
survival vs. self-expression. Traditional societiecus on religion, family,
authority, whereas secular-rational societies maceept divorce, suicide, etc.
Survival societies concentrate on physical secuaitd economic accumulation.
Well being, self-expression and quality of life cheterize of self-expression
societies?

« Corruption. It engenders the loss of social intggaind promotes mistrust between
social actors?*

The authors mention that technical infrastructigean important, but not a sufficient
condition for development of B2B E-Commerce. Mostlye economic and social

119 ¢f. Economist Intelligence Unit [last accessedlR2011].

120 ¢, Berthon, Pitt et al., 2008, p.87.
121 ¢f. Berthon, Pitt et al., 2008, p.83-84.
122 o, Economist Intelligence Unit [last accessedlR2011].
123 ¢f. Berthon, Pitt et al., 2008, p.85-86.
124 ¢f. Berthon, Pitt et al., 2008, p.85-86.
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development, as well as the level of corruption mayode E-Commerce, influence the E-
Readiness and therefore E-Relationshfpsdere it will be interesting to provide some
examples. For instance, North America and Westernoke present the best conditions for
developing E-Commerce relations. Asia Pacific carthe second best choice to invest in
E-Commerce. Central and Eastern Europe are stllesiging a high level of corruption,
which hampers the development of B2B E-Commerceicaf Middle East and Latin
America are currently struggling with building thpdysical, economical and political
infrastructure to provide a platform for E-Commette

2.2.7 Evaluation of E-Commerce Opportunities

Though many different benefits of using E-CommediameB2B companies were already
discussed, nevertheless it is crucial to keep imdmihat it is still not a universal medium
for decreasing transactional costs and enhancitgtiareships with partners. This
Subsection pays attention to the question of ief@eddency of business strategy and E-
Commerce for B2B companies. It emphasizes to thiitical and ask the right questions
before implementing different new projects conaggniE-Commerce. Though many
different authors and empirical evidences pointet] that E-Commerce can play a critical
role in efficiency and profitability of industriatompanies, it's still very important to
consider the existing company’s strategy and aeah@v E-Commerce can match it. In
this context Fenny suggests an interesting andtipaacapproach, which can help
managers to start this strategic analysls.

During the first step Feeny proposes to construmbleerent map of e-opportunity, based
on three dimensions: E-Operations, E-Marketing BrService$?® The basic information

on these three domains is summarized in Table 3.

Domain Components

* Automation of administrative
processes

» Supply chain reconfiguration and
integration

* Re-engineering of primary

infrastructure

Intensified competitive

E-Operations (Web-based initiatives that
improve the creation of existing products

N

125 ¢f. Berthon, Pitt et al., 2008, p.87.
126 ¢f. Berthon, Pitt et al., 2008, p.89.
127 cf. Fauska, 2011, p.14.
128 ¢f. Feeny, 2001, p.42.
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Domain Components

procurement
* Increased parenting value

* Enhanced selling process

* Enhanced customer usage
experience

» Enhanced customer buying
experience

E-Marketing (Web-based initiatives that
improve the marketing of existing products)

* Understanding of customer needs

* Provision of customer services

E-Services (Web-based initiatives that * Knowledge of all relevant provides

provide customer affiliated services) * Negotiation of customer
requirements

» Construction of customer options

Table 3 - Three E-Opportunities domains and their componets'?°

A manger has to go through all these three donaidsanalyze the existing processes and
strategy, then check if there is a possibility ntroduce E-Commerce or to replace the
current processes by E-Solutibifs

* Will E-Commerce strategically change the way a hess manages itself and its
supply chain?

« Can a company achieve strategic changes in dovanstagetivities?

« Can E-Commerce give companies a new way to addiesglentified set of

customer needs?

As soon as the first analysis is done, managerthaanswer the question, if these
developments can change the cost structure antdvebgiinfluence the relationship with

the existing customers and improve customer platfand penetration, considering the
investment costs and time horizons. This evaluatian be used as a starting point for

analyzing the use of E-Commerce as a competitivargdge->*

Summarizing, the second Chapter of the master sheas devoted to the conceptual

framework of B2B E-Commerce. The basic theoretaygbroaches were reviewed. This

129 Feeny, 2001, p.42.
130 ¢f. Feeny, 2001, p.42.
131 ¢f. Fauska, 2011, p.15.
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Chapter has given the answers to the first threkstalefined at the beginning of the

research.

As the management target of B2B companies is toenstahd the business buying
processes and to build profitable relationshipshviatisiness partners, these two issues
were firstly described in detail. It demonstratéa@ttprocurement process of industrial
company is highly complex process involving mamgksholders. It consists of 9 steps,
from problem recognition up to the evaluation oé fherformance of the process. That
means that during each stage of the process ttamsaocosts occur. As it was shown the
use of E-Commerce can significantly decrease thefgmation, communication and
decision costs and thus contribute to profitabititya business. It reduces not only costs for
locating an appropriate seller or buyer, obtainmmge and product information, it also
may affect industry structure. E-Commerce trendsrdse bargaining power over
suppliers, leading to less asymmetry between suaptydemand sides. Internet provides
new effective channel to reach end users directlg gives an opportunity for all
companies to get an equal access to buyers andieggphat means that E-Commerce
can also facilitate building up and maintaining teéations with business partners. And
that is the second significant opportunity of uskMommerce, as nowadays relationship
with customers appears to be one of the most irapbrtompetitive advantages of an

industrial company.

In practice industrial companies can use E-Commearctorm of net marketplaces or
private industrial networks. Depending on what hod/ companies buy or sell, as well on
the industry, E-distributor, independent exchandge®rocurement or industry consortia
models can be chosen as a form of net marketpRifferent examples of companies
selling either goods or services, being “brick-andral” or virtual demonstrate successful
use of such E-Commerce types to collaborate weir thusiness partners.

Though in general terms B2B E-Commerce growingdigpall over the world, there are
still differences on the extend of use of E-Comraertmplementation of B2B E-
Commerce strongly differs from country to countdgpending on such drivers like e-
readiness, country’s values and level of corruptilso, it makes sense to emphasize that
the use of E-Commerce and the level of the advastagnnected with it still depends on a
company and existing business strategy. To evaltreebenefits of E-Commerce for
business it is recommended for executives to cocisé-opportunity maps, which can help

them with decisions on E-Commerce investments.
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3 Marketing Strategies of Narrow Specialized Compaies Serving
Global Markets

This Chapter introduces the second element of ésearch question, global niche or
narrow specialized companies. The Chapter is ddvtethe fourth task of the master
thesis, namely “to define key elements of the sgwptof narrow specialized companies”.
The task of this part of the master thesis is &nidly the marketing strategies, which
enable niche companies to reach their great pediocamand to analyze the risks connected
with such strategy. The theoretical statements kil proved using different examples
from business practice. The examples were colleckedng the interview with the
representatives of the companies, such as HAAS, &idIABBYY. This Chapter builds
an important theoretical framework for further desyalysis of E-Business opportunities

of narrow specialized companies.

Marketing strategies of narrow specialized compamepresent rather interesting approach
of competitive strategy of a company in global nesskof goods and services. This topic
seems to be relevant for academics and well abusiness environment. As a rule mass
media, business literature and scholars are usqmhyoattention to large multinational
corporations (MNC), like for example P&G, GE or @ens. Their performance and
strategies are believed to be worldwide best pra@nd they are usually widely analyzed.
But parallel to them narrow specialized companiasteBeing rather small in comparison
to MNC, they have a great influence on the develapnof their markets, often launch
them themselves and they are important interndtipfeyers in their niches. Narrow
specialized companies can even reach the marke¢ si|mto 90% and be extremely
profitable.

The phenomenon of niche strategy was already widislgussed in management science
literature. One of the milestones in the resear@s \wWone by Hermann Simon, who
introduced the term of “hidden champions”. He dibsd narrow specialized companies
that dominate global markets. In 1992 the artidesSons from Germany’'s Midsize
Giants” by H. Simon was published in Harvard BussReview. Also that year an article
devoted to this topic was written by Morrison andtiR and published in Strategic
Management Journal. In 1996 a book with title “HiddChampions” was introduced by
Hermann Simon. Within the next years the book wasstated in many different
languages. In 1997 the similar niche strategy veseiibed by Gomes-Casseres and Kohn
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which was called “deep niche strategy”. This stggtevas described in an article “Small
Firms in International Competition: a ChallengeTtaditional Theory?” In 2004 Business
Week published an article “Europe’s Hidden Chamgiomue to this article the topic
became also popular within broader pubffcin 2007 the strategy of contemporary niche
companies was described again by Simon in his Bblakden Champions of the 21th
century”. Originally Simon focused on less known rked leader companies from
Germany, Austria, and Switzerland. The latest rebes on the topic demonstrate though
that this phenomenon can be also found worldwidegkample, in Scandinavia, Russia,

Japan, etc.

3.1 Concept of Niche Market and its Main Characterstics

For the further discussion it's important to noticere, that in this master thesis the
wordings narrow specialized companies and nichepammes are going to be used as
synonyms, following Kotler, who notes that “the kiéga of niching is specialization®:
Under niche one can consider a small market cangistf an individual customer or a
small group of customers with similar charactecstr needs* Niche marketing is often
defined as focused marketing towards a limited miadonsisting of few customers and
competitors. Hence, the main concepts concerniolgenstrategy are product and service
differentiation, specialization, customer focus asldtionship marketing®

At this point it is important to distinguish thefférence between niche markets and market
niches. Generally, there are two primary factorat thmit the degree of product
differentiation. They are technology and tastealflemand for specialized product is
narrow, then the differentiation among the produstimited by consumers, because of
their needs or preferences. Such situation retemrsidhe markets. Otherwise it refers to
market niche. In this case a demand for differéiotiais broad, but the extent to which
products can be differentiated is limited by febsitechnology. In such circumstances
niche markets can be considered as the last sfagegmentatiori*® According to this
classification of concepts the niche markets asighlayers are going to be analyzed in the

master thesis.

132 ¢f. Fauska, 2006, p.11.
133 ¢f. Kotler and Armstrong, 2011, p.568.
134 ¢f. Dalgic and Leeeuw, 1994, p.2.
135 ¢f. Toften and Hammervoll, 2009, p.1378-1379.
136 ¢f. Prepall, 1992, p.399.
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From the competition point of view the first moviptayer is usually considered to be the
most successful in the niche markets. They gepgportunity to set premium prices for
specialized products and hence get broader manket sind higher profits. In this case the
follower will have to propose much more or lesscée product. But it's important to
mention that more specialized product doesn’t reazgscommand to the higher price or
larger market share. If the degree of specialimaigohigher than the customers preferred
degree in this market, then this product will beslerofitable, as the one of the first

moving player as the customers doesn't feel anjtiaddl value*®’

Upon the statements mentioned above, for succegsiulth of a company, niche should

have following characteristit¥:

markets must be out of focus of large competitors;

* enough growth potential in the future (for examgdased on geographical
expansion or deeper product range);

e customer must have enough purchasing ability, theans that they should be
eager to pay additional price premium for specgaliproducts;

e specialized products and services should be basedtey competences of a

company;

* long-term good customer relations and a positipeitaion of a company.

Hence, based on the market characteristics theeleyents of niche marketing can be
defined as following: analyzing the key competencés company, defining the niche
market, positioning of a company, building longatecustomer relations and examining

market profitability on regular bast&’

Often niching can be seen as an interesting ogbora company’s strategy. Instead of
competing with large market players head on, nmtrapanies offer specialized products
and services, so that they overcome the direct etitqm. That makes their businesses
safer and more profitable and even may ensure diniganarket position. As noted by

Pepall a niche is a combination of customers amdcgs with respect to which the firm

alone has a competitive advantage over any arabaipetitors-*°

137¢f. Prepall, 1992, p.399.
138 ¢f. Dalgic, Leeeuw, 1994, p.2.
139 ¢f. Dalgic, Leeeuw, 1994, p.3.
140 ¢f. Prepall, 1992, p.397.
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As a rule niche players meet the customers’ nerda better way than their larger
competitors. Based on that, narrow specialized @mas can charge a substantial price-
premium for the additional value. Nichers make Iisiness by archiving high margins,
while mass-marketer reaches high volutfeViany scholars studying this topic claim that
niching is preferable strategy of “smaller” entésps. In this case “smaller” means that
they a not as large as MNC in terms of turnovemiper of employees and product

portfolios.

Moreover, niche strategy can provide a strong nm@shato protect a company from
competitors. Using the concept of Porter’s fiveces of competition, niche strategy may

provide following advantagé¥:

* In regard to direct competitor differentiation segates the company from rivalry
in the industry because of the clients’ loyaltyotand. As a result the customers are
getting less price-sensitive and hence, the compahieves higher margins.

» The customer loyalty, unique offer and added vahaate entrance barriers for new
competitors.

* The higher profitability makes a company more tésdis against the prices
increase from suppliers’ side.

« Company gets advantageous position concerning ptaaibstitutes in comparison
to its competitors by achieving the high differatibn of the offer and loyalty of
the customers.

« Limited number of players in a niche reduces baiggipower of customers.

Summarizing the theoretical framework providedhis tSection, a check list for choosing
niche strategy for a company is provided. Figuredbfnonstrates such check list. It
consists of a number of key questions. The ansteeitsese questions have to be given by
management of a company in order to make a decmonsing niche strategy or not.
When the answer for a key question is positive, nbgt question must be answered,
otherwise an alternative strategy has to be chasenvell, a company could conduct the
necessary changes in order to give a “positiveivansin such cases the question could be

used as a direction for the company developriént.

141 ¢f. Kotler, Armstrong, 2011, p.567.
142 ¢f. Lambin, 2004, p.428.
143 ¢f. Fauska, 2006, p.16.
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Questions

Does any unsolved need exist in the ma
Is there an opportunity to solve a problem in agwaficient way?

YES NO
Is market demand relative imited? Is market sirgd enougt
What is the role of competitors?
Does company possess a technology to solve ttenmrsneeds in specialized manner? --
4 Is this technology uniqu
Are there opportunities for research & development?

| Control-Question |l YES || NO

This check list represents a universal scheme @iro@sing narrow specialized strategy. It

w

o

It there a chance to build strong relationshifl eistomers?

6[Does a company possess information on specifiorces needs and their modifications?

7[Can company build a posttive reputation and réthbrand awareness?

(o]

Can entrance barriers be shaped by a company?

Are there any changes in customer needs?
Is there new technology to solve the existing oldlternatively?

Figure 14 - Check list for choosing niche stratedy’

means, that it must be adapted based on a comoggteet situation and company itself.
Adaption implicates the sequence of questions tarsvered. For example, for start-up
companies which are going to define their stratéyy,standard scheme can be used. But if
a company has already an established technology,jtist the following questions need to
be asked: number three, four, the second partedfirtgt question, two and then five to ten.
In general terms, the sequence of questions mushdreged depending on the basic issue,

if a company adapts strategy based on existingiress or vice versd>

The check list can be also used by already existiolge companies to track the strategy
and make the qualitative evaluation of the perfoaroea From this point of view, the
control-questions “Are there any changes in custoneeds? Is there any technology to
solve the existing problem alternatively?” seenbéocritical. Every time it's crucial to
analyze the trends of the market to be sure ndédde the niche market itself. Also the
second question “Is market demand relative smaltddrket size large enough?” has high

priority. Management should analyze profitabiliti the business constantly. If there is

144 ¢f Fauska, 2006, p.15.
145 ¢f. Fauska, 2006, p.15.
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stagnation in the market, and there is no potemtialfurther growth company should
consider alternative strategi¢§.

3.2 Key Success Factors

This Section of the master thesis is devoted toaihalysis of marketing strategies of

narrow specialized companies. It will provide arswer to the question how businesses
can achieve sustainable competitive advantageg usame strategies. In order to do so,
the following issues are going to be discussed:viei®n and goals of niche companies,
differentiation, globalization, customer relationBifferent examples from business

practice based on conducted interviews are goinpgetgresented in order proving the
theory.

3.2.1 Definition of the Goals

The goals of niche companies define sufficientlgirthbehavior and performance. Mostly
their goals are defined clearly and ambitious amag sonstant for a long period of time.
The main goal of a niche company is leadershiptioosin its market*’ To illustrate this
statement, the goals of two international narroecggdized companies are provided.

RHI AG can be named here as an interesting exarRblé.AG is an Austrian company,
which operates worldwide and produces customizédatery products and services. The
company operates in four continents in more thahd®intries, reaching in the year 2006
the market share of 11% worldwide and about 35%wbpean markéf® The goal of
RHI consists of the three main components, whief{*ar

» world leadership,
¢ constant innovations and

» development of leading technologies.

The same overall goal was defined for every geddcap market, where the company
operates. Additionally to global goal, the localagtitative goals are defined for each

market. They are based on market maturity, econamicpolitical situation in the region.

146 ¢f. Fauska, 2006, p.16.
147 ¢f. Simon, 1996, p.31-33.
148 ¢f. Puntigam, 2006.
149 ¢f. Puntigam, 2006.
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For RHI China, India and South America are gettiodoe strategic markets, where the

company is going to concentrate their forces anduees-

ABBYY Software House may be mentioned here as amatieresting example. ABBYY
produces wide range of high-tech products and cesvihat are based on document
recognition and linguistic technologies. The margieare of the company varies strongly
from country to country, achieving 10-95%. In Rasdbr example, the company is the
absolute market leader with the share of 98%The goal of Russian global niche
company ABBYY is defined as “leadership in the naskof the technologies, which we

produce by means of quality and reliability of eechnology”*°?

Additionally to absolute market share or relativarket share (which can be calculated as
the ratio between market share of a player anstitgigest competitor) leadership can be
defined by being trend-setter is the industry agithdp perceived as a market leader by own
customers. In such cases customers are usuallyg pootooperate with leader companies.
Hermann Simon calls such leadership position “psiadical market leadership”. That
means that global niche players are often leaderanovations, they set the trends and
rule of a maker. They define the future developmehtthe market and industry
standard$>® This idea can be compared with what Hamel anddPadtcalled “intellectual

leadership™**

Austrian company HAAS, a global leading producemaifer and biscuit machines with
worldwide market share up to 60% can be names d®@ example. The customers of

HAAS perceive the company as worldwide leadingrparin the baking industry?

Within the niche companies the goals are used umit fpr promotion, though they are
often used in marketing communication, they detime basic strategy of the company.
Company’s efficiency, profitability and developmgeas a result, are closely connected and
depend on market leading position. Hence, nichepamies try to reach and keep their

market leading position in order to use their adages->°

130 ¢f, Puntigam, 2006.
151 ¢f. Zhiguleva, 2006.
152 ¢f. Zhiguleva, 2006.
133 ¢f. Simon, 1996, p.28.
134 cf. Hamel, Prahalad, 1994, p.47.
135 ¢f. Franz Haas Waffel- und Keksanlagen-Industnieb® [last accessed 15.11.2011].
136 ¢f. Simon, 1996, p.31.
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3.2.2 Product and Service Differentiation and the Ble of Innovations

As it was mentioned previously, specializations, wsll as product and service
differentiation, play a critical role for niche cpamies. That is obvious, as the markets are
limited by its size. The companies should be altedpecialists in their industries in order
to be profitable. Beside that they have to offensthing special to the market in order to
be chosen by customers. Differentiation is creatorg offering something what is
considered to be unique by customers. Differewtiats preferably achieved by building
additional value to customer based on companysngths™>’ Niche companies offer
products which are uniquely different from the catmor's ones. They provide

innovative, technologically advanced solutidms.

The figure 15 clearly illustrates the model of teep, specialized product and service
range of niche companies. While mass-marketer gggei@n different markets, serving a
wide range of different non-specific products, spléest operates in the narrow markets
with few products or services, but they provideaugdramount of deep specialized products

and service$>®

Niche companies are specialized on solving a comgeblem of customer. Often they
provide not only a product, but a creative and wative system solution. For example,
ABBYY Company implements the concept “from one $hafepaper in one language to
another sheet of paper in another languafdt. provides the products for the whole cycle
of document translation, starting with documennhsaag and text recognition, followed by
translating and correcting spelling mistakes. S® phoduct assortment includes optical
character recognition software and electronic di@ries in many different languages.
Each of these products includes a great number agfifroations, based on the specific
customer needs. For example, ABBYY provides speed! software for different

applications: for small or large businesses to manand steer document flows, for
universities to correct tests, for Russian Tax éesjpn Agency to transport the filled tax-

forms to IT data bases, etc.

157 ¢f. Toften, Hammervoll, 2008, p.1381.
138 ¢f. Parrisch, Cassill et al., 2006, p.702.
139 ¢f. Simon, 1996, p.31.
160 ¢f, Zhiguleva, 2006.
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WIDE NARROW
FLAT DEEP
Custome Custome
Non-focused strate: Focused Strate:
"Wide and flat "Narrow and deep"
Many different products and mark Few products and one mart

Figure 15 - Narrow and deep vs. wide and flat prodet strategy*®*

As one can see from this example, niche compam@®@asde really specialized solutions for
different customer needs. ABBYY Software House alswelops the solutions together
with the customers. They analyze the customer'snbas processes, the existing IT
applications and infrastructure. Based on broadeapce in different industries ABBYY
develops a tailored-made solution in order to ojmthe internal processes of the
customer and not to change the existing IT-syst®éforeover during the software
implementation phase ABBYY provides the training é&md users to teach them how to
use the software in a most efficient way. After lempentation of software is done,
company offers a wide range of after-sales seryisash as user help desk, further fine-

tuning, software updates efé.

HAAS company can be also named here as an integeskiample. The company offers
tailor-made solutions to their customers. Basedexeellent experience in the market of

waffle machine, HAAS can provide the whole spectroininnovative solutions. At first

161 Simon, 1996, p.32.
162 ¢f. Zhiguleva, 2006.
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together with customers they define a need and mpa@duct specification. Then they
produce the machines at a plant, owned by HAASteéAkales services” are provided

during the last phase of the proj&tt.

The company differentiates itself with excellenbgess knowledge and know-how. A
customer provides information on how the end-pradike waffle or a cookie should look
like and HAAS provides the whole infrastructureptoduce such goods. All the machines
produced by HAAS are fully adapted to customer seddhat means that probably each
machine they produce is different and individulagre is no mass production. That means
that the joint development of the products may l@aithcreased efficiency of the customer

processes®

Based on these examples, it's possible to concdhatespecialists usually sell value-added
products. That means that using their productstiseomer may also improve and develop
their own business. They help their customers toemse productivity and consequently

profitability.
3.2.3 Customer Relationship as Competitive Advantagand Source of Innovations

During the last decades the development of strodgeaduring relations with customers is
concerned to be the basis for competitive advastafee selling strategies can be placed
on a continuum. At one end of the continuum therdransaction selling. It is most
appropriate and efficient way of selling goods $onple, standardized products with less
service or after sales support. At the opposite siflcontinuum relationship selling is
placed. It is considered to be an effective apgrahcomplex products or solutions are
offered and they are associated with high degresgskffor customers. In such cases the
interdependences between buyers and sellers anerratrong. They share critical
information while trusting each other. That leaddangevity of relationship and enables
both parties to gain financial rewards from theserdinated strategic investments. Such
relations give companies better insights into #tert needs of their partners. That enables
sellers to develop new offers for the customers @nlle in advance position over the

competitors and to argument premium prit8s.

183 ¢f. Ley, 2011.
184 cf. Ley, 2011.
185 ¢f. Slater, Olson, 2000, p.815.
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Moreover, maintaining the loyalty of existing custer is essential. The cost of replacing
one lost loyal customer is much higher than manmgi the relations with existing one. So
that's clear that companies must support and fdnee long-term relations with their

partners-

As it can be derived from Subsection 3.2.2, nicbeganies work very close with their
clients to provide them the best solutions. Speadl and customized product leads to
interdependence between niche companies and thegitsc So in order to be successful in
long-term run companies have to build and hold lo& tlose relationships with their
customers. There are different aspects of how ctastomer relationships can be an

advantage for narrow specialized companies.

At first, customers are the most valuable informatsource for the companies. Close
relations and direct customer contact leads tebettderstanding of customer’s business
and therefore niche companies are able to providebest suitable solutions. Customers
are getting to be the source of ideas for produmt service innovations. Moreover,
knowledge of different business cases out of custdiasiness can help companies to find
the most efficient solutions for the other clierdsid implement the accumulated
knowledge. In order to find out how niche comparesnselves feel about the importance
of close relationship with customer, interviewshniheir representatives were conducted.
During the interviews with niche companies, thejpresentatives were asked to evaluate
the seven different sources of market informatisim@ the Likert-like scale, where seven
was ranked as the “most important source of inftiona and one as “absolutely not
important”. The results of the interviews are sumpeal in Figure 16. All three companies
which were analyzed, like RHI, HAAS, Mayr Melnhothé world-leader in coated
recycled carton board and Europe’s leading prodotgrlding cartons) mentioned that the
most important source for innovations and procgssnzation for future development are

the clients of the comparty’

Source of Information RHI HAAS Mayr Melnhof
Clients 7 7 7
Exhibitions 4 7 2
Competitors 3 3 3

166 ¢f. Slater, Olson, 2000, p.815.
187 Fauska, 2006, p.46.
fPal Fauska
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Source of Information RHI HAAS Mayr Melnhof
Specialized Press 5 4 2
Suppliers 1 3 5
UnlyerS|t|es, R&D 4 - 4
Institutes
Internet 5 6 5

Figure 16 - Sources of market information for nicheplayers®®

At RHI even the concept of “lead consumer” wasddtrced some years ago. “Lead
consumer” is used as indicator to track the trear$ development of the industry, where
the customers come from. RHI consider the directamuer relations as an important
competitive advantage, “they see the eyes of thstomers and speak the same

language™®®

At HAAS the development of new baking machines ssally done even together with
customers. They may also conduct research & denedap projects in cooperation with
their clients at the laboratory at HAAS plant. Fexample, some baking machines of the

company are the result of close cooperation betw&®hS and Ferrerd!®

Secondly, customers play an important role in bogdthe company’s reputation and
brand name. As already mentioned, the markets etialzed companies are relative
small, so in the marketplace mostly everyone kneash player. That means that the
information about the company’s successful proj#otss rather fast. The word-of-mouth
advertizing is getting to be one of the most caitipromotion methods. For example,
HAAS, being a partner of one of the largest Russiaeets and candy producer Rot Front,

can use this reference to force the position amdiiew clients in the Russian market.

And thirdly, knowing customers helps niche comparte differentiate themselves from
competitors. The knowledge on customer’s businesdbles companies to provide the
most efficient and appropriate solution to theiemts. One of the differentiators used by

HAAS is their more than 100-years experience warkogether with their clients!

188 Fauska, 2006, p.47.
189 ¢f. Puntigam, 2006.
70¢f. Ley, 2011.
et Ley, 2011.
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Direct customer contact also helps companies ter dffe top service level. Complaints,
coming direct from the customers can be used toawgthe products and service level

and to steer the relations.

A customer for niche companies was already fomg kime something what now Prahalad
und Ramaswamy call “co-opting customer”. In thet pascorporate relations the roles of
suppliers, distributors, customers were well-stieedd and clearly defined. Nowadays this
paradigm has shifted to the situation where evexyand anyone can be a part of the action
and influence the businesses. As mentioned by Rlend Ramaswamy not only the
suppliers have become close collaborators in theeldpment of new products, but
consumer must be considered as the agent who drarsfthe industrial system most
dramatically. As opposite to “customer as a pasaivdience” in the past, “customers as
active players” play an active role in creatingweabnd competing for it. They become a
new source of competences for companies. The cessoimom their side bring knowledge
and skills, their willingness to learn and be ersgh@ an active dialogue. “Customers as
active players” co-create and extract the busin&seir role has been changed and
extended into collaborators, co-developers and egnpetitors-’?> As the researchers
mention, “companies and lead customers have jootesr in education, shaping
expectations, and co-creating market acceptanceproducts and services ... Active

dialogue with customers to shape expectations esatebuzz™"®

In order to achieve these close relations withdiitomers most of the niche players use
direct sales modél* That helps companies to simplify and ensure therimation flows
coming from customers to the company. In this daserelations are also getting to be
interactive. They overcome just supply-demand i@tatand the communication between
companies also takes place between different depats. HAAS Company uses
exclusively their own sales representative with imagperience in the market to place the
complex system products. In most of the cases nigtthe sales representative interacts
with the customers, but also engineering departsnehpartner companies cooperate. As

well mechanicals from HAAS work closely with plargpresentatives from clients’ side

172 ¢f. Prahalad, Ramaswamy, 2000, p.80.

13 prahalad, Ramaswamy, 2000, p.80.
174 ¢f. Simon, 2007, 159ff.
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etc’® But still it should be obvious that the directlisg is an expensive and extensive
activity to reach the markéf®

According to Homburg there are two dimensions im&eof customer relationships. They

are efficiency and interaction (see Figure 17).

high
small companies niche-players

Interaction

large enterprises

low

low high

Efficiency
Figure 17 - Niche players in Efficiency-Interactionmatrix "’

Under efficiency one can understand the qualityprafducts and services, flexibility and
level of consultancy. Interaction means active ogss and passive openness, like honesty
and receptivity. Thus, based on the matrix withw'laand “high” characteristics, niche
players may be placed in the right above quadrarih® matrix. That means that the

relations with customer are highly efficient anteiactive®’®

Nevertheless it's still important to consider a fa@mof problems which can be connected
with the strategy of being close to the customiershis case the niche companies can be
especially affected by such problems. It's critittabear in mind that “close relations with
customers are not always synonymous with goodioekit'’® Different researches in
strategic management state that at the first stafje®operation the partner-companies
strongly depend on each other. Later on, aftektimvledge and know-how were shared

between the partners, the relations are gettingettess stabl&® Especially it might be

15 ¢f. Ley, 2011.
176 ¢f. Slater, Olson, 2000, p.815.
Y7 ¢f. Simon, 1996, p.86.
178 ¢f. Simon, 1996, p.86.
79 Anderson, Jap, 2005, p.75.
180 ¢f. Inkpen, Paul, 1997, p.177-202.
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dangerous when there is no explicit conflict betaveempanies and the relations seem to
be stable. Such phenomenon according to Andersordam is named the “dark side” of

close relationships.

There are three mechanisms of how the dark sidelasfe relations can appear: the
expectation of immediate benefits, the developnoérdtrong interpersonal relations and

unique processes adaption and investments (see #abl

Incentives to Partner
(also Vulnerabilities
to the Dark Side)

Strategies for Suppressing Remedies for
the Dark Side the Dark Side

* Reevaluate older

relationships
Immediate Benefits . Keep profitability in | Make crises functional

mind

» Develop backups
* Focus in potential
losses

Strong Interpersonal
Relationships

Capitalize on and leverage
personnel

» Take mutual hostage
* Develop common
goals

SDon’t allow conflicts to
linger

Unigue Processes
Adaptation and Investment

UJ

Table 4 - Dark side of close relationship§*

So the reasons for relationships can be also ceregidas a back side of the medal. The
same factors that force the partnerships in thbajlmarkets also lead to the phenomenon
of dark side of close relationships. And there ameumber of actions which companies
have to consider in order to maintain the succéssfid profitable relations with their

partners-2

The expectation of immediate benefits means thHapartnership relations are short-
oriented, then both parties have an incentive fog® each other as soon as possible to
exit from the cooperation. On the other side, #& telations are long-oriented then the
companies have to experience benefits regularlgratise the motivation to continue and
maintain the relationships will become lower. Toiavthis problem it is recommended to
evaluate the relations on regular basis. This eaddme by job rotation. A new look on the
existing processes may open new dimensions andngisiAlso long-term relations may

become rather costly at some point of time, whenctistomers, for example, expect lower

181 Anderson, Jap, 2005, p.79.
182 cf. Anderson, Jap, 2005, p.78.
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prices for their loyalty. In this case the key peniance figure such as profit, not revenue
must be considered. Companies have to know, tletia-margin products cause the

same costs for services, etc and in such situatiensosts could be higher as the prdfits.

The second directive for building strong relationsthe global markets is interpersonal
relations based on mutual trust. That's an objectact, because it's not the companies
who communicate, that are employees of the compant®go communicate with each
other. But at the same time these strong interpaiselations can lead to the agreements
between employees, who follow their own goals amah megatively influence the
performance of the company. This problem is esfigdinown in the sales departments. If
a sales representative, who has very good relatiathshis clients, leaves the company, a
part of the clients could also stop buying at t@hpany. This problem can seldom occur
within niche players because of the unique produbtg still it must be taken into
considerations. The following actions may be usedpeeventive methods against this
second dark side of close relations. At first, tei&tionships must be built up not just
between two concrete managers of the companiesalbatother individuals should be
involved in the interaction. It is recommended taldb backups for key positions. So if one
key employee leaves the company there is anothrapent employee to take over his
position. Secondly, the companies have to focupatantial losses of clients if a manager
leaves the company. The understanding of this prolkéads to interactions which involve
different individuals from both parti¢&* For example, at HAAS company negotiations
with clients are conducted not only by regionaksalepresentative, but also head-quarter

representative and engineers are always involvéisrprocess®®

Thirdly, in order to build strong relations compesiusually make adaptation of their
products according to the needs of their partntech investments can improve the
productivity and efficiency and hence lead to ggeakturns. But over the time the
companies may lose the motivation to improve tpeacesses and may fail to innovate.
Partner companies should have incentive on redpgais to make investments in assets,

human capital, innovations, which can lead to syp&t°

If there are already some prerequisites for dade sievelopment, then a number of

methods exist to treat it. If such problem alreadysts it can be used beneficially.

183 ¢f. Anderson, Jap, 2005, p.78-81.
184 ¢f. Anderson, Jap, 2005, p.78-81.
185 ¢f. Ley, 2011.
18 ¢f. Anderson, Jap, 2005, p.78-81.
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Companies should use it as an opportunity to ggther to discuss the problems, to make
decisions on the future development, to make cbores of goals of the relationships.
Also new employees may bring new experiences asidns for the future development.

Regional sales representative can also give gqmasron current situatior8’
3.2.4 The Role of Internationalization

Internationalization plays a critical role for sese of narrow specialized companies. Six
reasons for internationalization could be idendifighich motivate companies to explore
new geographical markets. The most common intafpoet of internationalization of a
company is a growth strategy. Like argued by Ansbit a way to find new market with
the existing products in order to be able to gféDue to narrow markets and limited
demand companies prefer to enter new geographieakats than to diversify in the
national markets in order to reach sales growthiacreéase profits. For example, RHI AG,
reaching the leading position in Europe, has lichi@pportunities to gain sufficient
business growth in this established and stagnatisudset. Thus, in order to use chances for

growth they enter new fast developing markets, Gkéna, South America and Indi%.

This new combination, specialization and global@at have a very important

consequence. Even very small niche markets camiecelative large, when they spread
through the whole world. Figure 18 illustrates st@tement graphically. Niche companies
assume that customer needs from one narrow masketa@ch more similar, than the latter
from different industries in one region. So based these two characteristics,
specialization and globalization, even very smalihpanies get enough opportunities for

growth. Narrow market may aggregate in a rela@wvge oné™

Furthermore, niche companies ofterake relative large investments in R&D in order to
produce innovative and high quality goods. The stwents must be made before any
sales occur. So the companies have to enter diffenarkets as soon as possible in order

to receive enough cash flow back as soon as pessABBYY Software House is

187 ¢f. Anderson, Jap, 2005, p.81.
188 cf. Ansoff, 1965, p.63.
189 ¢f. Puntigam, 2006.
190 ¢f. Simon, 1996, p.120.
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constantly involved in R&D projects of the softwgsackages and their updates. They
should bring product to many different markets irdiagely in order to stay liquit*

Specialized products and services

Figure 18 - Globalization of niche companiels92

The third reason for internationalization of themganies is their goals and leadership
position. As they define themselves as leadersh@n rarket, they need to enter new
geographical markets immediately in order to sethe& innovations from being copied

and secure their reputation.

Internationalization also plays a critical role fitve development of product and service
innovations. Innovations can be considered as @tres company’s interaction with the
environment. It means that companies operatingifferdnt markets tend to be more
innovative and can gather much more new ideas fadyct development and
differentiation. Doing business in different couesgr can help companies to get a broad
knowledge on customer businesses and applicatidmes.best practice examples can be
analyzed and implemented worldwitié.

The intent to be closer to customers, one of thetnmportant characteristics of niche
players, is the next important reason for inteoralization. On the one hand it helps
company to decrease some costs connected withit@gi©n the other hand it helps to
stay constantly in touch with clients, to speakirtheother-tongue and be informed about
all the process changes of customer’s businesstlagid plans for the future. The

representative of HAAS Company mentioned that #ymgak the language of their clients

and that it one of the most important success fadtwr the company. As they enter new

191 ¢f. Zhiguleva, 2006.
192 5imon, 1996, p.120.
193 ¢f. Simon, 1996, p.121.
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markets, not only the local representatives, b abme partners from the HQ should be

able to communicate with the client in his mottwergue®*

Method of Internationalization

Direct Indirect

Behavior of Competitor

Free-riding Alliance
strategy strategy

,Me too"

Cooperation with large

international corporations
Independent entrance into new
geographical markets

Type of Product

Unique

(usually used
by niche companies)

Figure 19 - Methods of internationalizatiort®®

The sixth reason for internationalization is a cammvay to be closer to less expensive
resources. This fact is usually considered whileosing a new place for production units.
RHI can be taken here as an example. The compafmadkward integrated. Due to
internationalization they may reach markets wittvdo raw material prices than in their
local markets. Prices of raw materials are the materia for the decision concerning the

location of new production unitg®

Hence, niche strategy leads companies to intemaltization. Though traditionally it was
considered that in order to be successful in globatkets a company must have really

large size'?’

The next question which arises within this topidhe approach for internationalization
which can be used by niche companies. Figure @Stiites the answer to this question. In
this classification the approach for internatioration depends on two parameters: type of

the product which company serves (unique or “mept@aluct”) and the way it enters new

19 ¢f. Ley, 2011.
195 Fauska, 2006, p.28.
19 ¢f. Puntigam, 2006.
197 ¢f. Chandler, 1990, p.134.
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markets (direct or indirect). As one can see frogufe 19, niche companies prefer to
enter new geographical markets on their own, notake part in alliances or to enter

markets indirect as a part of another prodtitt.

Niche-
Companies

high

International
growing companies

Companies with
International growth orientation

Companies with
Growth orientation

Level of erowth orientation

Companies without growth orientation

low

Figure 20 - Triangle of growth of a company®

Moreover while talking about internationalizatioh miche companies, it's necessary to
mention that these companies focus internatiomathctly after the launch of the business.

They grow internationally, like it is shown in Figu20.

For niche companies globalization is as an imporggawth driver. The reason for it is
that the needs of the customer in the same nighguate identical across different region.
Hence, in order to grow it's much easier for nicloenpanies to expand new geographical

markets as to use diversification strategy in tdoal market®

3.3  Risks of Niche Strategy and Recommendation Hotw Reduce Them

As it was shown in Sections 3.1 and 3.2 marketirajesgy of niche companies is based on
three main components: specialized products andicesr of superior quality, wide
geographical expansion and direct customer confeferring to many examples in
business practice, it's possible to conclude thigtstrategy can be very efficient. However

the strategy also includes number of risks, whiche companies may face. In this master

198 ¢f. Puntigam, 2006.
199 ¢f. Nummela, 2005, p.15.
200 ¢f, Simon, 2007, p.155.
fPral Fauska



Business Strategies and B2B E-Commerce Opportanfi&lobal Narrow Specialized Companies

thesis the challenges of niche companies were iftightand some management

recommendations on how to prevent or illuminatertizee givef’:

« Extinction of the niche market itself, risk of prad substitutes. This problem
might occur if new technologies or processes avented to solve the existing
problem of customers or if the processes of théoousr are changed in such way,
that clients don’t need to use the product of niolager anymore.

- At first niche company have to consider this rigkl docus on the problem
which can be solved by the product.

- Companies have to provide more efficient solutiforscustomer problems
and not just modify or develop their product per @empanies have to
analyze the operations of their competitors froffifedent countries. They
should also gather information activities of thenpetitors of their clients.
Moreover, it is recommended to cooperate with R&stitutes and
universities.

- Itis recommended to build up an efficient inforroatflow system from the
customer. Information about changes in the busipessesses, products or
business unit development can be critical.

- Niche players should be also specialists in thestries, where their clients
operate. During the projects it is recommendedntmolve the industry
specialists to offer the most customized solution.

- Companies have to launch continuous market researchck not just their
competitors and customers, but also to get thenmdtion on the activities
of customer’s competitors.

» Customer shifts to another supplier. Companies fae® this risk if a competitor
offers a product which influences the cost struetoir the customer positively, for
example, by offering lower prices.

- Companies should generate interdependences betthesn and their
clients so that the costs connected with switch sapplier will be
substantive higher as the savings of using angitoetuct.

- The advantages of working with the company musblpgous. Customer
must perceive added-value by cooperating with trapany (for example,

201 ¢f. Fauska, 2006, p.24.
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due to industry knowledge, ease of use, supplynckéiciency, superior
services, goodwill, etc.).

Customer must have advantages for its own busifiess using the
company’s products and services, which should addevto the processes
of the client.

Wide geographic expansion and as a result broag®ber of customers
can decrease this risk.

Companies could also compete on emotional level emasider non-
rational customer preferences.

Company can be integrated into the processes afstormer. That could
secure long-term stable relationships.

Constant interactions between the regional subsgiamonitoring of local

competitors and search for best practice may adscedse the risks.

* Risk of losing the leading position in the nicherke.

Constant increase of the quality of product andises, short cycle time of
innovations, decrease of costs may help to redoiserisk. But still it's
important to remember that the parameters of imgmm@nt can reach their
limits and the next development won’t add any vdluethe customer. In
this case customers won’t have any reason to pd§i@uhl price premium
for the product.

Companies have to compete not just on product .lesdl relevant
departments which are involved in interaction wahstomers, such as
customer service, accounting, repair centers, ticgi®tc. have to compete

for the customers.

* New player is going to enter the market. Nowad#ys tisk is mostly connected

with the products which made by companies in Chirfeey use the strategy of

“free-rider” and often just copy the products. Thhey provide similar products

but on dramatic lower price level.

Company should consider the growth of the markatnderstand whether
the market size is sufficient to be attractivedtrer companies.

The innovations of products and services must be&epted by patents and
licenses.

Company has to invest in their brand and build lloyatomers.
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- Highly differentiated products and services canpht#lle companies to
overcome this problem.

- Sensitive and customized pricing systems mustHkentanto account

* Risks connected with global approach.

- Market research is recommended before enteringmasikets.

- Companies should try to form good relations witly keakeholders of new
markets.

- Companies have to play the rules of the new markets

- Companies should conduct regular quality contrahefproduction units in
the markets. It could happen that the quality lewah decrease while
transferring and implementing one technology frame gountry to another
(due to different quality of row materials, attigutb quality, qualification of
employees, etc.).

* Very high expectations from the customer side. ikheplayers offer sophisticated
solutions, the customer in their turn can get useligh level service and exploit
the situation on their bias.

- Company has to define a policy where they shoeftect the level of
customization and the extra mile they are goingrtavide and the standard
processes. During the negotiations with custombis issues must be

discussed and documented.

In summary, the main characteristics of global eicbompanies are that they serve B2B
markets; they offer specialized products and sesyiceach leading market positions and

establish close customer relations.

In general terms, there are two main features @ithrketing strategy of niche companies
which make them so successful. First, it's prodant service differentiation. They
provide deep product assortment. Due to this fatyseduct strategy, companies offer

innovative specialized goods and services, ofteenesystem solutions. They provide

customized solutions based on specific customaitaed possess the process know-how.

That means, that niche companies not only sell ymitsd they increase productivity of
customer’s business and gain efficiency for custgonecesses. Secondly, globalization of

niche companies is the next key success factom kEggy small niche markets can become
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relative large when they spread through the whadedv It also gives a chance to get a

wide range of knowledge on customer business aplicapons.

In this Chapter author provided a practical chesk for companies to evaluate the
opportunities of choosing niche strategy for th@mpanies. Moreover, some practical
recommendations for niche companies were givenpiEesf many advantages of such
strategy, there are still number of risks conneetétl narrow markets. These risks were
identified and some corrective measures and recomat®ns to avoid them were

proposed.
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4  Analysis of E-Commerce Usage by Global Narrow $gialized
Companies: a Case Study

This chapter is devoted to case study conductddmihe master thesis and its analysis. It
explores the usage of E-Commerce by global narrpecialized companies and its

findings give an answer to the main research questi the master thesis. Besides that, at
the end of this Chapter the directions for thehfertresearch are formulated and possible

approaches are presented.

4.1  Case Study as a Research Method

For analysis of the use of E-Commerce by globaraated narrow specialized companies
a qualitative approach was chosen. This Sectidheofmaster thesis explains the choice of
a case study as a research method. Moreover,dtides a research process and notes the
limitations of the research, which should be coaisd.

4.1.1 Methodological Approach

As the research questions of the master thesishawe’ and “why”, the investigator has
little or no control over events and the focus fiscontemporary phenomenon as opposed
to historical event, case study can be found asappropriate research stratedy.
According to Eisenhardt “the case study is a reteastrategy, which focuses on
understanding the dynamics within single settirf§dCase study may be used in different
areas to build theories and to contribute to kndg#egeneration. As mentioned by Ghauri
and Grgnhaung case studies can be applied alstesearch of business situatidfis.
Hence, case study research can be considered aggpevpriate research method for this
the master thesis as such questions like “how”“arid/” niche players use E-commerce
arise. The topic comes from business area andah isiteresting issue of contemporary

business and IT development.

Yin identifies three types of case study reseaesiploratory, descriptive and explanatory

case studie¥”® The aim of the case study being conducted withis master thesis is to

292 ¢f Yin, 2003, p.1.
203 Eisenhardt, 1989, p.534.
204 ¢f. Ghauri and Grgnhaung, 2002, p.24.
295 ¢f. Yin, 2003, p.2.
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explore why niche companies use or don’'t use E-Cercen and how E-Commerce
matches the overall strategy of the company.

According to Yin, five steps of research designenaw be conducted. It represents a
logical plan which helps to find the way from iaitiset of questions to be answered to
some set of conclusions on the studied topic. Thigsesteps include the formulation of
study questions, propositions, units of analysis,lobgic of linking data to the propositions
and criteria to interpret the finding%. In the master thesis the research questions were
already defined (see above). Based on the theardtammework provided in Chapters 2
and 3, some guesses could be made concerninggdice But in order not to influence the
study, no propositions were made. The researcbirgggo explore how in real-life niche
companies apply E-Commerce in their business andamal why they evaluate the role of
E-commerce. The unit of analysis for this case \stigdthe use of E-Commerce in

international niche companies.

As mentioned by Eisenhardt, the situation is ideathe theory-building research if there
is no any theory to consider and no hypothesesest. tSuch situation is currently
impossible, but still it's crucial to try to attemthis “ideal” because the propositions or
predetermined theoretical perspectives may biaande limit the finding&®’

While talking about case study design itself, Ydentifies four types, which can be placed
into 2x2 matrix. He distinguishes between singlel anultiple case study designs and
between holistic (with single unit of analysis) ambedded (multiple units of analysi&.
As for this researcthe single case study design with one unit of aalwill be used. As
mentioned by Yin, a single case study can be udsshwepresentative or typical case is
analyzed. In such circumstances the case repreaeyscal situation of one company,

which is believed to be typical for other firrffs.

For this research Hilti Company was chosen as & sasdy. As it is described in
Subsection 4.2.3, the company is representativeafpopulation of international niche
companies. Like Yin states, while building the thedrom case study, analytic
generalization can be used not depending on howy roases were involved in the case

study?'® The researches “should try to aim to ward anaytieneralization in doing case

208 ¢ Yin, 2003, p.21.
297 ¢f. Eisenhardt, 1989, p.536.
298 ¢f. Yin, 2003, p.39-40.
299 ¢f. Yin, 2003, p.41.
210¢f. Yin, 2003, p.41.
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studies ... and should avoid thinking in such cemfg terms as “the sample of cases” or
the “small sample size of cases”, as if a singletudy were like a single respondent in a

survey or a single subject in an experimént”.

Generally there are six main sources of informatitrich can be used for case studigs.

These six sources with their strengths and weakses® presented in Table 5.

Source of Evidence

Strengths

Weaknesses

Documentation

Stable — can be reviewed
repeatedly

Unobtrusive — not createg
as result of case study
Exact — contains exact
names, references, and
details of an event

Broad coverage — long
span of time, many event
and many settings

[

Retrievability — can
be low

Biased selectivity, if
collection is
incomplete
Reporting bias —
reflects (unknown)
bias of author
Access — may be
deliberately blocked

Archival Records

Same as above for
documentation
Precise and quantitative

Same as for
documentation
Accessibility due to
privacy reasons

Interview

Targeted — focused
directly on case study
topic

Insightful — provides
perceived causal
inferences

Bias due to poorly
constructed question
Response bias
Inaccuracies due to
poor recall
Reflexivity —
interviewee gives
what interviewer
wants to hear

[2)

Direct Observation

Reality — covers events in
real time

Contextual — covers
context of events

Time consuming
Selectivity — unless
broad coverage
Reflexivity — event
may proceed
differently because it
is being observed
Cost — hours needed
by human observers

21Yin, 2003, p.33.
#2¢f. Yin, 2003, p.41.
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Source of Evidence Strengths Weaknesses
Participant e Same as above for direct * Same as above for
Observation observation direct observation

* Insightful into * Biasdueto
interpersonal behavior and investigator’'s
motives manipulation of

events
Physical Artifact * Insightful into cultural » Selectivity
features * Availability

« Insightful into technical
operations

Table 5 - Six sources of evidence for case studyrengths and weaknessés’

4.1.2 Research Process and Sources of Evidence

The data for this case study came mostly from tsmeces of evidences, namely from
interviews and direct observations and partly frdotumentation and archival records

provided by company.

As interviews are considered to be essential sooff@ase study information, within this
research interviews with key stakeholders on E-Cenomtopic from headquarter as well
as from regional subsidiary of global niche compamye conducted. One interview with
the head of E-Business Next Generation from theldngarter of Hilti was conducted. The
role of this position is to develop and implemenB&siness strategy for the whole
company. This position reports to global strategiarketing manager. Moreover, an
interview with the marketing manager from one |lamajanization of Hilti was carried out.
The marketing manager reports to the general marsagkis responsible for the marketing
strategy of the company in the local market. ThestAan market was chosen for analysis
of regional subsidiary. This local organizatiorcansidered to be the best practice within
Hilti and is considered to be representative ferwhole company. It was important to get
information and opinion on E-Commerce topic not jusm the headquarter perspective,
but also it was essential to understand how locaftket organizations evaluate the
importance and role of E-Commerce in order to aeathe situation as a whole.

For this research the form of “in-depth interviewas chosen. After the stakeholders were
defined, they were contacted per email to organizeerviews. Fortunately, the

stakeholders agreed to take part in the researfthr that the personal interviews were

“BYin, 2003, p.41.
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conducted by the author. For the interview theaterset of questions and their sequence
were defined in advance. They were used as directior deep discussions in a
conversational manner. Each question was formulateah open one. The questions used
for the interviews are listed in Appendix 1. Théenviews began with a short presentation
of the project and its purpose. The purpose optiogect was described i.e., learning about
how niche companies use E-Commerce and which rtdgspE-Commerce for the
company. General information about the company neaiewed prior to the interviews in
order to have enough time to discuss the topic -@oBimerce. The duration of each

interview was about one and half an hour.

Direct observations were used as another souregidénce in the conducted case study.
The author got the opportunity to observe, how Er@@rce is working in practice and to

learn E-Commerce processes, for example how todipdoduct and place an order, the
features of the homepage which can be used byroessp etc. The deep understanding of

E-Commerce processes was critical for the sucdes®ation of the case.

Also documentary information, such as archival rdsovere reviewed to compose the
case study. Documentary information is likely to feéevant for every case study and
topic, whereas the most important role of themoisdrroborate and argument evidence
from other source$* The documents devoted to business model, multinreda
distribution system, E-Commerce strategy and ppliddyerent kinds of reports and charts
on E-Commerce were reviewed and analyzed. It wasnaonrtant source of information
and provided an overview of the importance of E-@Gumrce for the company. Moreover,

the information provided at the homepage of themamy was taken into consideration.

As one see from the information sources descriptoany different sources of evidence
were used to conduct the case study. As it is meati by Yin, the main strength of case

study data collection is the opportunity to usetiplé sources of evidené&®

However, each sources of information also incluttespecial threats, as it is demonstrated
in Table 5. To overcome them the author should ldgveersonal skills for the conduction
of case study. As recommended by Yin, the invesiigaas to pay much attention to the

following skills?*®

214 ¢f. Yin, 2003, p.85.
215 ¢f. Yin, 2003, p.85.
218 ¢f. Yin, 2003, p.59.
fPal Fauska



Business Strategies and B2B E-Commerce Opportanfi&lobal Narrow Specialized Companies 67

» to ask good question and objectively interpretahswer;

« to be a good listener and not be trapped by owasidad conceptions stated in the
theoretical part of the paper;

 to be flexible and use the opportunities of new oeimtered situations and
discussed topics;

» to be focused on the issues being studied;

» to be sensitive and responsive to contradictorgienges and to be free from bias.

The author of the research considered each of tek#le and tried to develop and

implement them during the case study.
4.1.3 Limitations of the Research

The research was conducted using “single exploratase study” as a research method.
According to Yin, one case within case study regeanight be enough, but generally he
recommends to analyze at least three of thienfihus, the use of just one case study for

analysis may be mentioned as the limitation ofrésearch.

As the respondents, with whom the in-depth intevgiavere conducted were German
speaking, the guidelines and the questions foiirttezviews were composed in German
language. Interviews were conducted in German lagguas well. However the analysis
and the interpretations of the results were donveelier in English language as English is
the language of this master thesis. The use oflawguages and translation from German
into English could lead to language disruptionnly be considered as another limitation

of the research.

During in-depth interviews the answers of the reslgmts were written down by the
interviewer, but not audio recorded and transdrgon the tape after that. That was done in
order to let the respondents feel comfortable gmehaluring answering the questions and

giving the comments. This also might be interprete@ weakness of the research.

After the detailed approach and the limitationsghaf case study were introduced, the next
Section of the master thesis will be devoted todhse study itself as well as to analysis
and the main finding. Moreover, some recommendatwere derived from the findings of

the case study.

27 ¢f. Yin, 2003, p.41.
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4.2 Case Study: Hilti Online

This Section of the master thesis opens with atsharview of Hilti. It provides a brief
history review and a contemporary market situatbthe company. This information will
help further to understand the company’s strategy attitude to E-Commerce. It also

demonstrates that Hilti can be used as an exanfiglelzal narrow specialized company.
4.2.1 Facts and Figures: History and Recent Situain

Hilti is a global player in specialized market adnstruction industry providing deep
assortment of cutting-edge products and servicetagtening and demolition. In 2010 the
company reached sales of 3.9 billion CHEFigure 21 illustrates the sales figures and

demonstrates an intensive development of the coynpaer the last sixty years.
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Figure 21 - Sales development of Hilti Company ovehe last 60 years

Hilti has a leading position in many of its markeegaching with some product lines a
market share up to 50%. This leading position isedaon outstanding innovation, top
quality, direct customer relations and effectiverketing. The clients of the company are
professional construction companies, industriaégnitses or civil engineers. Hilti acts in
B2B markets. Important global partners worldwide Bilfinger Berger, Hochtief, Alpine,

218 ¢f. Hilti Corporation [last accessed 05.11.2011].
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Strabag, Gazprom and many oth&rsin 2010 about 20,000 people were employed by
Hilti. The company has representations in more ttzt countries worldwide. Two-thirds
of the employees work directly with customers. Timgtans that worldwide the company
has about 200,000 customer contacts everydayhe Customer is considered to be one
of the most important partners for the company. édwer, Hilti has its own production
units and R&D centers in Europe (Lichtenstein, Gamn Austria, Hungary), in Mexico
and in Ching®

The headquarter of the company is situated in $gH@ncipality of Liechtenstein. All the
shares of the company are still owned by MartirtiHiamily Trust, the company is not

noted at any stock exchange.

Hilti was founded in 1941 as a mechanical workshop Schaan, Principality of

Lichtenstein, employing five people at the begignitt manufactured the components for
Swiss textile machines industry. After the SecondrM/War the company founded its
first business unit, the development of the firgiwpr actuated fastening system.
Internationalization of the company started alsbenearly, already in 1952 the first sales
representation was founded in Italy. During thetrtex years the internationalization of
the company continued by entering new geograpmtakets such as Sweden, Ireland,

Great Britain, France and Australia, étt.

The next important milestone in the history of toenpany was the foundation of technical
center in Schaan. Already in the sixties yearsheflast century the company recognized
the importance of technological advancement. Sotéleanical center was founded. In
1962 two new product lines were introduced. Theyewdrilling and anchoring. In 1967

the first in-house developed rotary hammer TE 18 l@anched into the market. During
the next decades the internationalization of thewmgamny continued. New geographical
markets were explored. Hilti entered the marketshef USA and China. In 1985 three
divisions were formed, namely drilling and demolitj power-actuated fastening and
anchor technology. As well, the company introdusslew fastening and chemical

construction products. The beginning of 90s wasketarby the expansion of Eastern

Europe market.

19 ¢f. Connert, 2011.
220 ¢f, Hilti Corporation [last accessed 05.11.2011].
22Lcf, Hilti Corporation [last accessed 05.11.2011].
222 ¢f, Hilti Corporation [last accessed 05.11.2011].
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In 1997 the “Champion 3C Strategy” was defined.sTélirategy was a very important
milestone in the company development which defitied strategic direction for the next
decades. The detailed information on this stratedjybe provided in Subsection 4.2.3. In
the late 90s company presented new products, #kerlpositioning tools and cutting
sanding tools to the mark&t Recently the company has seized new market opgptes
and become an active player in the market of farsgesplar system&*

In the early 2000s new opportunity of use of E-Caerea were initially recognized by the
company and in 2002 the first Hilti Online web sit&s launched. Year 2005 was
associated with the standardization of the prosess®l new worldwide information

management system was launched. Most of Hilti lazghnizations use SAP as ERP-
System.

Based on this brief history review of the compaitig, possible to conclude that already
shortly after the foundation the company recogniieel opportunities connected with
business globalization and entered new geograpimagkets rather early. As well, one can
see that the company constantly developed the rahges products and modified the

existing ones in order to serve most innovativéesyssolutions of high quality.

4.2.2 Marketing Mix

In this Subsection the “4P” of Hilti Company willebintroduced. It will mould an

understanding of operative marketing of the company

4.2.2.1 Product

Though the company serves a narrow market of asctgin industry, being specialized on
systems for demolition and fastening, the prodaocge of Hilti is really deep.Product lines
of the company include mining, cordless, measusygjems, direct fastening, drilling and
demolition, anchoring systems, diamond coring amttirgy, installation systems, cutting
and sanding, screw fastening, fire stop and foastesys. The company provides a deep
product range of tools and consumable goods fostoaction sites. These products are
specialized on the trade where the customer comas fThe system solutions in form of
product baskets are provided to customers in dadidfill all their applications. Based on

223 ¢f. Hilti Corporation [last accessed 05.11.2011].
224 ¢f. Connert, 2011.
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that, customers are segmented into building cocistny interior finishing, mechanical,
electrical, civil engineering, steel/metal and sdledes. Here it's also important to
mention that the sales representatives are alstiatiped by trade of the customer. It
enables them to gain a deeper understanding otuktmer’s business processes and

applications.

Services play also an increasingly important roletie differentiation of the company and
can secure the leading position within the nexiades. Services of Hilti play a significant
role to differ the company from its competitors. eTlthree main services are fleet
management, lifetime service and engineering supddeet management refers to
operational or financial leasing of Hilti tools. #epends on the country and local
regulations which form of leasing is offered bytHiWithin fleet management customers
pay a fix fee a month for a defined period of tirffiue,example three or five years. This fee
already includes all the repairs connected with tta, theft insurance, steering of the
tools, etc. Fleet management is a representatiampbe of services, which add the value
for the customer. It may make the processes ofstomer more efficient and as a result
can impact the profitability of its business. Tiogtrate this statement one example will be
provided. Fleet management can improve the jobpsdductivity of customer: during the
repairs of the tool customer receives a fill-inltoo customer can loan an additional one
for some days. That means that the down time ottmstruction site can be minimized.
As the tools can be leased for three to five ygast,new high performance power tools
will be used by customers. The back office prodiigtiis also influenced by fleet
management. As the future costs of the tools aeziffor the next years it makes it easier
to plan the budget. If the operational lease islusahe country the customers do not need
to book and activate the tools, as theses assetsoaked within Hilti accounting system.
As consolidated invoice is sent to a customer &edetis no repair invoices to be booked,

administration costs may decrease by using flegiagement.

For Hilti fleet management also plays a cruciakrdrimary it helps to build and foster
customer relations. It forms not just “buy-sell'teéractions, but it forms partner relations.
As the tools pool of the customer is managed bti,Hile company gets partly integrated
into the processes of the customer and that leadseniy term partnership.It gives an
opportunity for a company to demonstrate a largalyer of additional services provided

by Hilti and, hence, make these relations deepeiditlonally, the probability that a
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customer will sign the fleet contract with Hiltitaf the initial contract is over is relative

high. So this service also ensures additional $atethe company in the futufé>

Lifetime service refers to best in class repaivises, offering no repair costs within two
years after purchase, lifetime manufacturer’'s wagrand repair cost limit. This offer and
short repair cycle time have a positive influencetloe partnership with clients. In-house
engineering department helps to build the custamlations during the planning process
and helps customers to choose the most efficiehsaitable material&®

4.2.2.2 Price

Offering superior quality products and services aethg a system solutions contractor,
Hilti also surcharges the premium prices for itsducts. Prices for most of the products of
Hilti are relative high in comparison to the onddh®e competitors. Hilti operates in high

price, premium segmefit’

Nevertheless, it's obvious, that customers hawetopare the whole package proposed by
Hilti and their competitors, including tool repand delivery services, paying conditions
and other costs. For the price premium charged Ity ¢istomer receives additional
sufficient value. As for the company itself, premiygrices ensure the profitability in the
narrow market, it decreases risks and allows t@shun research & development for

further innovations.

4.2.2.3 Promotion

The company uses a set of promotion tools which tgp&cal for B2B markets and
specialized companies. Personal sales are the mmsirtant instrument to provide
information about the company and its productse$Spkople are considered to be the first
brand ambassadors. They represent the company,ndaate the tools and consult the
clients. As well the sales representatives areoresple for customer acquisition and
building long-term relation&®

Depending on a country and Hilti brand awareness dbmpany also takes part in

professional trade shows in construction indugirgdsition the company and to mould the

225 ¢f Hilti Corporation [last accessed 05.11.2011].
226 ¢f. Hilti Corporation [last accessed 05.11.2011].
227 ¢f. Connert, 2011.
228 ¢f. Connert, 2011.
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reputation in new markets. For the existing clientthe stable markets company organizes

customer events on regular basis in order to fakterelations.

Moreover direct mailing and sales promotions atiégiare used to promote the company

and its products.

Regularly Hilti organizes seminar and trainings femngineers to provide technical

information on their products, to introduce newiscand technical software.

The web site of a company plays also an importalet to shape brand awareness and to
promote the company in the Internet. Hilti does nsé any advertising methods, like
commercials, outdoor advertising or sponsoring.tytles of communication to customers
are organized and done by the company inself acdstxl on the specific group of

customers.

4.2.2.4 Place

Since the very beginning Hilti uses the conceptlioéct sales to provide the products to
the customers. For Hilti it's crucial to be avalbvhenever and wherever the customer
needs support. Depending on the region Hilti usée 8 sales channels to reach their
customers. They include sales representative, mestgervice, Hilti center, website and
“pro shop”. All the channels are Hilti-branded imetsame way and provide the same
competent information on products and servicesradtie same quality of products and
consistent price¥? Hilti uses multi-channels approach, for examplestomers can order

online, but pick the goods in the Hilti center agide them back by contacting customer

service.

The most important and also the most expensive sal@nnel is sales representative. They
are mostly responsible for new customer acquisitlmnilding long-term relations with
them, demonstration of complex tools, explaining skrvices and helping them to find the
right offer. Each sales representative has hisxddfthe customers, which he visits directly
visits in their offices or at a construction sit8.

Customer service is responsible for giving all valg information about Hilti products and

services if a customer contacts Hilti by telephofee or email. Customer service

229 ¢of Connert, 2011.
230 ¢f, Stampfl, 2011.
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representatives are the first contact for a clenpotential client who contacts Hilti non-
personal. Their responsibilities include order yntproduct consulting, complaint
handling, and providing information on delivery. &her important task of customer
service is outbound activities. They support innpotion of special offers or to seek for

new customer&!

Hilti center is also one of the most important satbannels for the company. It gives
opportunities to customers who have their officesanstruction sites near Hilti centers to
visit them, to try a tools and materials, get pssfenal consultation and buy the tool direct
over-the-counter. Hilti centers have the most ofsetd products always on stock. So
customers can get their tools or consumable predumcimediately without waiting for

delivery?*?

Website of Hilti, the online sales channel of Hilithich is called Hilti Online, will be
described in detail in Subsection 4.2.4.

Hilti “pro-shop” concept is used only in some caigd. This means that in the
construction hypermarkets a part of special depantns devoted to Hilti products, where
the representative of Hilti promotes and demonssr@roducts and services. This special
part of the department is Hilti branded and car#sly identified with the company. This
channel plays an important role for smaller custoacguisition and their developméit.

All the sales channels complete each other and ritapo for the whole distribution

strategy. Based on special needs, customers care dieé most suitable and efficient sales
channel for them in different situation. Moreoviilti should also manage the routing of
the customers depending on their segmentationige the efficiency in the channels and

to achieve market reach productivity.
4.2.3 Strategy and Key Success Factors

At the end of 1990s based on the broad histori@ekdground and experience Hilti defined
its new strategy which was named “Champion 3C &grdt The key elements of the

strategy are customer, competence and concenfrition

21 ¢f. Connert, 2011.
232 ¢f, Connert, 2011.
233 ¢f, Connert, 2011.
234 ¢f. Hilti Corporation [last accessed 05.11.2011].
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» The goal of Hilti is to be the best partner for thiestomers. The needs of the
customers are the drivers for any actions withexagbmpany.

« Company competences are based on excellence imations and quality, direct
customer relations and effective marketing.

» Hilti concentrates on markets and products whesg tan reach and sustain the

leadership position.

The vision of the company is formulated as follogviiWe create enthusiastic customers
and build better future®®® Under enthusiastic customers one can understaatdthie
company creates success for their customers bytifiglag their needs and providing
innovative and value-adding solutions. “Better feturefers to different stakeholders of
the company. With the customer and suppliers complanvelops “win-win” relationship.
For employees it provides opportunities for growithe company plays responsible
towards society and environment. For the businésslfithe mission is to achieve
significant and sustainable, profitable growih.

Figure 22 provides the existing business modelitif. Hhe basis for any Hilti action and
decision are its values and purpose. The valuéseoEompany are integrity in everything
they do, courage, teamwork, commitment to compamymersonal growtft’ As one can
see from Figure 22, the purpose and values caroh&dered like a fundament and they
stay unchanged over time. The values and purp@sshared and lived by the employees
of the company. “Our culture journey”, a kind otemal training, helps employees to
learn and understand the values of the compani@gefine their own ways to live and
execute them. People are considered to be one eofmbst important and strategic
resources of the company. The search for the nadstted employees is getting more
important over the last years. The business dewsop is based on the “Champion 3C
Strategy”. All decisions concerning new marketspdorcts, services, employees and
suppliers must be aligned with this strategy. Thetrelement of the model is “customer
needs”. They influence the creation and developn@ninnovative and value-added
solutions. “Customer needs” are reflected in proghactfolio, market reach, supply chain
and professional services. Innovative and valueddwlutions in their term lead not only

to customer, employees, partners and suppliersfaetion, but also influence the whole

%5 Hilti Corporation [last accessed 05.11.2011].
236 ¢f. Hilti Corporation [last accessed 05.11.2011].
237 ¢f. Hilti Corporation [last accessed 05.11.2011].
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society and environment positively. Based on thatstaction with superior offer the
company can gain sustainable profitable growth. Anthe end it is the most important
goal of any business. Hilti Business Model alsdudes corrective feedback loops. The
red arrows demonstrate that from customers, emptwgad other partners the company
can get the inputs for corrective measures in "rgament”, “strategy” and “people” in
order to develop the business.

Business Improvement

C STR q Product Portfolio Customer
f&“ ey, 4 Management / satisfaction
\) P 1

Employee
Market Reach Innovative satisfaction
_ and Sustainable,
ustomer ¥ value- profitable

needs

People

Purpose
and

Values 2 adding growth
" Supply Chain solutions szrml?r and
pplier
- | Management satisfaction
Customer
Competence b 3 =
Concentration e Positive
Professional influence on
Services Society and
/ Environment

Management & Support

Hilti Business Model

Figure 22 - Hilti business modet®

The key competences of Hilti are direct sales (rmethe direct customer contacts),
innovative products and services with superior itpiand efficient marketing. Direct

customer relations are considered to be a coreeglewf Hilti strategy. It is the most

important and at the same time the most expensikes £hannel of the company. From
another perspective it's not just a sales chantisl ane of the most important

differentiators from the competitors and key suscé&sctor. Direct sales model helps
company and its representatives to understand ¢leelsnof the market in detail. For
example, in the Austrian market sales employee® faout 800 face-to-face customer
contacts a day. The sales personnel with theirrgupeustomer applications knowledge
play a driver role for innovations as well. Thedback on products comes direct from
customers and sales representatives forward iigktrado research & development

department. Such feedback loop runs continuoushhouse production of many Hilti

238 ¢f. Hilti Corporation [last accessed 05.11.2011].
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goods enables the company to execute the prockasnieans that the company can offer
mostly to each customer not a mainstream produtia loustomized soluticft’

Other important factors that contribute to sucagdsthe company are a strong brand, the
reputation of the company and the corporate cultdi# brand is a commitment for the
high level of product consulting and customizedvisess. The strong corporate culture

fosters the motivation of employees to deliver hpgihformancé*!

Such strategy, direct sales and deep customeilioredahelp the company to find new
solutions for the existing problems, improve thalgy of the product and to understand
the trend of market. These two components can beedas the most important success

factors which enable the company its leading mgpksttion.
4.2.4 E-Commerce in Practice

E-Commerce by Hilti is used in form of web site ine Internet, which provides
information and can be used for purchasing. Itaked Hilti Online. Additionally, Hilti
provides an opportunity for its customers to ingegrERP-Systems of buyers and séffér.

This last type is not going to be analyzed witlhis imaster thesis.

In the organizational structure E-Commerce topic placed in the sales channel
management. E-Commerce is considered to play taefmne of the sales channels of the
company as it was already mentioned in Subsectiar?. 4. E-Commerce is used as an
information portal for the customer and it gives apportunity to carry out some

transactions of order process. Twelve percent efdghles worldwide are conducted via

Hilti Online.?*

Already in year 2000 the opportunities of E-Commeewere recognized as well as the
technical infrastructure was prepared to launchatble site. That year the first pilot project
started in the USA. Two years later based on kndgdeand know-how of American
office, other counties started to operate in therhet. It's important to mention that that
year the SAP as ERP-System was introduced whichnieglly facilitated the online

business. In year 2010 a new design of the welsiteglobally introduced.

240 cf Connert, 2011.
241 cf, Stampfl, 2011.
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Depending on the county Hilti Online exists in tleomats, “light” version and “standard”
version. The “light” version provides just informat on products and services and allows
to communicate with customers. The “standard” werscan be additionally used to
conduct transactions online, such as order entiynirdstration of the tools in fleet

management, sales history, &tt.

For the development of Hilti Online and system rtemiance the special department in HQ
Is responsible. They are responsible for gener@bBwnerce strategy of the company and
global content. The local E-Commerce teams marnagdotal content of the website and
support processes. The main server is also lodatétQ. The basic platform for Hilti
Online is BroadVision which provides Hilti tools ttm business on the web. This platform
Is integrated with SAP R/3. As soon as order iemt in the online platform, a data
record is created and transferred to SAP R/3 iorm fof IDoc. If the elements of the
entered order are compatible with SAP, the orddl e transported to ERP-System
automatically; otherwise some manual correctionsdn® be done. The next year Hilti
plans to use SAP as E-Commerce platform. That canre the seamless processes of

order entry and higher process efficiency and cescy**

Hilti Online provides information to their existirgnd potential customers, such as online
catalogue, search for products, technical desoriptif the products and technical data,
services overview. It also gives the opportunitgedily from the web site to download
different software, developed by Hilti. These seegi can be provided to any user who
enters the web site of Hilti. In order to use thk ¥ersion of Hilti Online a company must
be an existing client of Hilti and must be authedzfor Hilti Online. In this case it can
make orders, create order lists, track and traeeotber. The customers, who have Fleet
Management tools can also manage their tools gniiaenload the list of the tools and
allocate them to different cost centers. But shitre are some functions which are not
offered by Hilti Online at the moment. For examptlleere is no possibility for online
payment, to view order documents such invoice tively notes. These services are still
provided by customer service. Hence, it's posstbleonclude that within the existing
version of Hilti Online the whole purchasing progas not possible to carry out by E-

Commerce.

244 of, Stampfl, 2011.
245 ¢f. Stampfl, 2011.
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4.2.5 Advantages of E-Commerce

The use of E-Commerce as a selling channel invawg®at number of advantages for the
company in comparison to other channels. Mostlyethere three types of advantages,
which can be definétf:

* reduction administration costs;
* promotion activities with cost advantage;
e increase of sales force resources for customerage$taand development;

e price advantages.

Using E-Commerce can decrease the administratists da different departments, for
example in customer service and in finance depantisné\s customers enter their orders
online on their own less customer service represeets are needed. As the customers
enter the orders themselves, the probability ofintal mistake, which leads to additional
work around, decreases, as the number of interfscdswer. If Hilti provides an
opportunity to display and print invoices, delivargtes, credit notes and other relevant
order documents, the clients can do that anytireg tieed without contacting the finance
department. As soon as customer can download elbttiers and invoices done during a
specific period of time, time resources of coningll department can be also released.
Moreover, as the client gets such services ontlrey can do it anytime and immediately.
That means that the probably that the customesfaation will rise is rather high under

the condition that online platform does not fadhgically.

That means that for Hilti, E-Commerce may help jost to decrease the personnel costs
and number of claim, but also gives an opportutdtyelease the personnel and allocate
their resources. The customer service team mentdsersdo direct marketing, making
outbound calls and presenting new products oreglfack on services. If a claim comes
from customer side and personal communication e&le@, employees of Hilti will have
more resources to solve the problem quicker, to feally personal and special solutions.

These measures could not only increase sales nanihgralso customer satisfaction.

As the share of customers using Hilti Online inse=a the promotion campaigns which are
conducted online might be more effective. Flyersl ather booklets can be done just

electronically without printing them out, that caeduce print and distribution costs.

248 of Connert, 2011.
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Moreover a greater number of customers can be eeaehsier. That will lead to greater

efficiency of the processes and higher profits.

As it was mentioned in Subsection 4.2.2.4, Hilts Have sales channels and the most
expensive of them is sales representatives. Stdhymorders are done by territory
representatives. That means that at the momentga block of the tasks of sales
representative is administration of customer ordenst’s not an optimal process as there
are still cheaper channels where order entry caddne. As soon as customers purchase
using E-Commerce, the resources of sales repreésestaan be allocated to conduct other
more strategic tasks. That time can be used todatre new tools or consumables, where
personal interaction is needed. The demonstraficoraplex tools at the construction sites
of the customers can be done. As well the salegseptatives could have more time for
training to build up sales and technical competende this case the level of service

provided to each single customer may increase.

Sales representatives will get an opportunity togpete their customers, selling a broader
number of products, as they get time to talk almewt tools and consumable products with
the customers. As well, they will get an opportynid increase the coverage of the
customers. That means that they will get time teedand visit new customers and try to
position Hilti products there. Hence, these measungght lead directly to increase of

brand awareness and higher customer satisfactiogalty.

The last block of advantages of E-Commerce foriHilt“price advantages”. As the
customer communicate with Hilti representativesréhis sometimes an opportunity to
negotiate on prices. At Hilti Online the agreedces are used for the products. No
additional price negotiations can be done. As altréshelps company to save the profits.
Of course, it's important to mention here, thasasn prices are fixed for customers there
cannot be any opportunity to change them betweemifferent sales channels. Otherwise
it leads to inefficiency and “wars” between the mh@s and as a result influences sales

and profit numbers.
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4.2.6 Risks of Use of E-Commerce

Still there are a number of risks connected withi iinline for the company, which ought
to be considered while defining E-Commerce stratége main risks can be defined as

following®*":

» Unsatisfied customers if technical problems oceuitk online services;
» Disregard of direct customer relations;

« Difficulties to transport added value to customers;

* Not possible to position complex tools and services

» Less suitable for new customer acquisition.

As it was mentioned before there are still a nunddetechnical problems that slows the
use of Hilti Online. In order to bring customerdioe the purchasing platform must work
perfectly and fully replace the services of custorservice (as one can compare Hilti
Online with customer service easily). Suppose tiratcompany pushes their customers to
use Hilti Online. Before the platform does not wqykrfect technically and does not
provide full range of online services in comparigonoffline, the customers may feel
cognitive dissonance that leads to customer dsfaation with the company. That is not
efficient for relations with customers. As soonasstomers can not do all transactions
online, they will need to contact customer serndceales representative. In this case it will
cause double work, to solve the problem and to nsake that the client is satisfied with
Hilti again. Technical gaps connected with Hilti e may course dissatisfaction of the
customers. So, if company promotes and invests ynand resources in E-Commerce,
online platform must be on a high level technicaltherwise it could be a source of

customer claims and dissatisfaction.

As it was already mentioned, direct customer refegtiare one of the most important key
success factors for niche companies. Bringing tdign E-Commerce can damage the
direct customer relations if the web site is naeiactive and no feedback is coming from
customers. It's important to bear in mind that oustrs are the source of innovations and
their feedback is critical for future developmehttte company. Thus it’'s important to use
E-Commerce, but also to consider the direct custoocmmtact, which can be more

intensive and deep offline.

247 ¢f. Connert, 2011.
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As the demonstration of tools and services andopatsnteractions are limited in online
sales channels it’s getting rather difficult tonsport additional value via E-Commerce. As
a customer makes a buying decision online on their, there is no opportunity for Hilti
to argument the additional value of their compakg/soon as customer perceives the price

of Hilti product as high there is no opportunityai@ument it.

Another important risk of E-Commerce for Hilti isat using it it's probably impossible to
sell complex tools and solutions. Often customenrgeha problem and expect a wide range
of solutions to choose from and a high level ofstdting services. That can be done just
by personal interaction. As it was already mentibrilti is known for it system solutions
provided to the customers, so this point shouldcbesidered while talking about E-
Commerce sales channel. Furthermore, that is thearthe demonstration of tools can be
very limited. If customer needs to try a tool orpexence it for few days, sales

representatives must arrange a visit to the coctsbrusite of the client.

Summarizing the previous risks, it can be conclutthed the acquisition of new customers
can be hardly done online. In order to build newtomer relations tools demonstrations,
argumentation of added-value, explanation and dtarsty on Hilti services are needed.
And that can be done via E-Commerce only with nathany limitations.

4.2.7 Role of E-Commerce

E-Commerce within Hilti has been used since 200RatTyear the opportunity of E-
Commerce was recognized and IT infrastructure wady to launch Hilti Online web site.
As it was described in detail in Subsection 4.2.-6dnmerce can play rather important
role for the company as an instrument to decrdaseadministration efforts, increase the

productivity and to open new avenues for procesisnigation.

For the next five years E-Commerce strategy wamelgfas a part of global multi channel
Hilti strategy. At the end of 2012 a new version BfCommerce is expected to be
launched. The version is expected to have techridahntages over the old one, to be
more end user friendly and have a number of newrfea for the customers, which will
enable more customization, personalization andanteity. Additional functions (like for
example, document flow, full order management, ranliconsulting) and a better
integration with other sales channels will be pded. As well, a new generation of Hilti

Online is expected to be based on SAP platformt Wilhensure smoother processes, less
fPal Fauska
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losses and manual workaround due to a reduced nuofl®ystem interfaces. Also the
opportunity of using mobile devices such smart @sois not to be neglected and must be

considered by the company for the next yédts.

As one can deduct, E-Commerce plays an importaatarad can be applicable for existing
clients with a huge number of transactions ordecmgsumable goods. In contrast, it is not
the most suitable sales channel for tools duemddd opportunities of demonstration and
services consultancy. For example, fleet managemestpected to be really difficult to
sell using E-Commerce. Customer acquisition andtipagg of tools are still the main

tasks of salesman.

4.3  Key Findings and Recommendations Derived fromhe Case Study

Based on the conducted case study the followingrétieal inputs can be done concerning

the role and the use of E-Commerce by global nacmepanies.

Niche companies as well as global multinationapooations already at the beginning of
2000 recognized the opportunities which E-Commefters to increase their efficiency

and profits. Despite of the specific characterssioé niche companies, like for example,
direct personal selling, many of them launchedaalyethat time web sites, including either
just information for the customers or even offerisgme online transaction. The
opportunities of E-Commerce are mostly connecteth wignificant cost reduction. As it

shown using different examples the administratiosts occurring before, during and after
a sales order may be significantly reduced.

Another important aspect is that E-Commerce is mawys considered as “must-have”
sales and information channel for the customers. Miche companies are highly
innovative, use of E-Commerce and professional sithis signs of good reputation. It
strengthens a brand and confirms a positive imalges, E-Commerce is often introduced
by niche companies regardless of whether the custanil broadly use that sales channel
or not. One can conclude that E-Commerce formsdpetation also for niche companies.

Nevertheless there are a number of factors relate¢ke strategy of niche companies that
limits the use of E-Commerce. Using direct custornentacts for innovations and

continuous improving of the processes, customers reaver be fully switched to E-

248 ¢f, Stampfl, 2011.
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Commerce. The feedback which is received from enets during personal conversations

and discussions can still not be received througaracommunication channels.

Moreover, niche companies sell not just a prodlibey offer their customers complex
innovative system solutions, where much custonopatif the product is needed to deliver
it. Such products are very difficult to sell usiBgCommerce. “Straight rebuy” sale though

can be done in such a way.

As specialized companies offer their customers stahdard mass products, but also
added-value in form of different services, whertsadvantages of those are not obvious
at the first glance, an experienced salesman idete® clarify the advantages of niche

products. The transport of added-value to expohedotice premiums can be hardly done

via E-Commerce.

The acquisition of new customers for specializethganies can be hardly done in the
Internet as the products are highly complex andl retgrification and demonstration by

sales consultants.

Still E-Commerce can be successfully used by nadrepanies as an additional sales and
information channel for the existing customers.n8tad repeated orders can be easily
conducted via E-Commerce. Here it is also importamhention that ordering online must

have clear advantages for the customers over tes channels.

As a key element for successful online strategV,ifitegration with other processes and
channels can be recommended for niche companiestoi@ars must have an instant
opportunity to switch between online and offlineciive companies have to track the online

behavior of their customers and give the offlinppart to the customer when needed.

As niche companies use indirect sales very seldbim,clear that external E-Commerce
sales platforms won’'t be used by such companiesh $latforms seem to be mostly

inapplicable for niche companies to supply the @ustrs.

4.4 Avenues for Further Research

Within the master thesis exploratory single casglystwas constructed and analyzed to
provide new theoretical inputs on how niche comgamonsidering their market strategy

use E-Commerce. This topic provides different diogs for further research to get deeper
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understanding of the issue. At first, some add#iarase studies could be conducted to get
a broader picture of the current situation.

It seems to be interesting and essential to fintl whether such use of E-Commerce is
typical for all niche companies or there are amnisicant differences between them. To
answer this question, there are additional fackois questions which could be considered

for future research:

* Does the use of E-Commerce within specialized comgisadepends on the industry
where company operates or such behavior is tyfocalll niche companies?

* Does the use of E-Commerce depend on size andf agghe company?

e As niche companies are usually global playerd)esa difference in use of E-
Commerce between geographical locations withinroclee company?

« Isthere any difference how niche companies otdiffit origins use E-Commerce?

* How E-Commerce does influence the internationabnaprocess of niche

companies?

Secondly, the theoretical issues deducted from cdgdies should be also proven
statistically. That will also give new insights drow E-Commerce is used by niche

companies and will make the knowledge derived foase studies more significant.

Thirdly, in the master thesis the analysis of ‘@e#lide” of specialized companies was
done. For the next stages of the research it doailehteresting to find out, if there are any
specific issues connected with E-Commerce fronstipplier side.

Fourthly, as the use of mobile devices increasasdtically nowadays, the topic of use of

M-Commerce by specialized companies can be alsstigated.

Fifthly, if one regards the extended meaning of &vtherce, it seems to be rather
interesting and important for niche businessesnayae how could innovation platforms
in the Internet impact the knowledge obtaining iche companies. The Internet platforms
are considered to be an important source of knaydedr further development of the
companie$® In this case the usage and the influence of sutelriet innovation platforms

should be investigated.

249 ¢f. Mladenow, Fréschl, 2011, p.81.ff.
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And finally, as the technologies of E-Commerce d@vag with extreme high speed, it

makes sense to review the topic in few years tcheeethe use of E-Commerce by niche
companies has changed due to significant techimgalovements. Here one can raise the
question: will it be possible to overcome the lamtibns of use of E-Commerce for niche
companies by the improved and advanced Internbht#ogies? On the other hand, over
the time it will be essential to analyze whetheC&nmerce may affect the strategy of
global narrow specialized companies, which so farewconsidered as constant and

whether niche companies expect adapt their busmesels.

As it was described, there are many different opmities to continue the research on this
topic. There are main two reasons for doing that.tke one hand, for scholarships the
research could give additional theoretical inputglee topic of niche strategy and the use
of E-Commerce for such companies. On the other )h#ra research may also have
managerial implications. It could provide companias interesting platform for
benchmarking in use of E-Commerce. The learningeghiduring the research could be
transferable to other niche companies. And hencesould help managers of niche
companies to make decisions on investments in Efience and to execute them.
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5 Conclusion

The objective of this master thesis was to explboav global narrow specialized
companies use B2B E-Commerce based on a repragergaample. This objective was
reached by analysis of the desk research and pestbexploratory case study of a global
niche company. The objective and the chosen metbiotle research defined the structure
of the master thesis. It begins with two theorétitepters, giving a broad overview of the
existing literature on B2B E-Commerce as one elénoénthe research question, and
strategies of global narrow specialized compangegsha second one. According to the
definition and management goals of B2B companltes,analysis of procurement process
was done and the importance of relationship margetior B2B companies was
emphasized. It was claimed that E-Commerce mayctattee efficiency of industrial
companies positively by reducing the efforts (ameéréfore costs) for coordination,
information and communication. Furthermore it féaies the relations with business

partners based on intensified collaboration, trarepucy and flexibility.

The next Chapter was devoted to exploring the kegess factors in marketing of global
niche companies. Based on the analysis of exidtiagature and conducted interviews
with representatives of niche companies, such aszFHaas Waffel- und Keksanlagen-
Industrie GmbH, RHI AG, ABBYY Software House Inbetfollowing theoretical insights
on marketing strategies were emanated. Niche coepatefine their markets rather
narrow; that means that they are specialists orowamarkets, offering a very deep range
of products and services to their customers. Basethis characteristic they know their
markets and customers perfectly well and are abtdéfer innovative value-adding system
solutions. Close customer relations, interpersoaaimunication and open feedback play a
crucial role for niche companies to establish andintain their position. Due to
differentiation strategy markets of niche playems eonsidered to be limited. But here the
second parameter of marketing strategy, i.e., glddeon, should be considered. As a
result even very small niche markets may beconativel large in terms of turnover, when
they become global. Furthermore, such internatierperience enables companies to get a

wide range of knowledge on customer behavior apdicgtions.

After the theoretical insights on B2B E-Commerced aglobal niche strategy were

investigated and discussed in detail, the answéradey research question can be given.
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For this purpose a single exploratory case studyaeaducted. The case of “Hilti Online”,
an E-Commerce platform of Hilti Company, was cholerihe case study.

The research resulted in some theoretical impboati The findings of this research
indicate that niche companies recognize E-Commasca medium to gain efficiency and
profitability for their company. Mostly, this is noected with the reduction of transaction
costs. Also, E-Commerce in form of professional weksence may strengthen the brand

and the reputation of niche company.

The research also indicated that there are a nuofldfactors connected with the strategy
of niche companies that limits the use of E-Commefhese factors differ the usage of E-
Commerce by niche companies from the usage by masiset companies. Customers of
niche companies can never be fully switched to BEi@erce as the direct personal
contacts and customer feedback are the key soaféesovations and drivers for process
improvements. As specialized companies offer tbestomers complex innovative system
solutions, where customization and specializatioa eeded, it is hard to sell such
products and services solely online. Moreover,abguisition of new customers is still the
prerogative of traditional sales channels, as thdyrcts are highly complex and need to be
demonstrated. As well as the clarification of premiprices should be done by sales

consultants.

Nevertheless, the findings indicate, that E-Commmearan be successfully used by niche
companies as an additional sales and informatiamrol for the existing customers. If a

customer makes a standard repeated order, therproent process can be easily done via
E-Commerce as soon as this form of ordering has edvantages for the customers over

the other sales channels.

The master thesis attempts to explore on the lidsane representative example how
global narrow specialized company exploits the beneof E-Commerce and may

contribute to the knowledge in this field. As it svalemonstrated, due to special
characteristics of niche companies, their usag&-@fommerce should be investigated
separately from mass market players. Moreover, réisalts of the study might have an
impact on executives. The master thesis providetagae for managers and gives them an
outlook on how E-Commerce can be used by specthtimenpanies. Hence, it may support
managers in decision making on E-Commerce invedsneruring definition,

implementation and execution of E-Commerce strategy
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The master thesis also leads to a number of irtegeand challenging paths for future
research. It represents a basis for further stugfiéise topic. Within this master thesis the
directions for further research and possible apgroéor next investigations were
discussed. The major questions for further resemahide the following ones. First, the
key findings of the study should be tested statdliy in order to understand, if the learning
may be transferable to different niche companies tirere is a significant difference in
the usage of E-Commerce between them. Next, thendatl meaning of E-Commerce
should be also considered. It might be importargxamine, how niche companies could
benefit from other aspects of the Internet, takiog example innovation platforms for
knowledge obtaining, and not only in terms of “mgaselling” relations. This could be
reached by conducting in-depth interviews with espntatives of niche companies and
observations of their behavior. Finally, for theauie development of niche companies it
will be crucial to understand, whether it is poksito overcome the limitations of using E-
Commerce by advanced Internet technologies. Ansgédhese questions may contribute
further to generate deeper knowledge of global enicompanies as well as B2B E-

Commerce and could have a broad practical impact.
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Appendix 1 - Guide for In-depth Interviews for the Case Study

The goal of the interview: nowadays E-Commerce has been becoming an incréasing
important source of competitive advantages for rm&s-to-business (B2B) companies.
Though many different authors and empirical eviésngointed out, that E-Commerce can
play a critical role in efficiency and profitabyitof industrial companies, it's still very

important to consider the existing company’s sgatand analyze how E-Commerce can

match it.

In this research we are going to make a case dtudiynd out how narrow specialized
companies use E-Commerce und how they adapt E-carente suit their business
strategies.

Questions were defined in German language, be¢hasaterviews are going to be
conducted in German as a mother-tongue of inteegsw

Block 1 — Strategy
1.1 Was sind die Kernkompetenzen von dem Unternefime
1.2 Wie differenziert sich Hilti von seinen Konkenten?

1.3 Nennen Sie bitte 3 Erfolgskomponenten von dertetdehmen? Warum genau diese?
Was verstehen Sie unter...?

1.4 Welche Rolle spielen Direktvertrieb und direKiendenbeziehungen fir die
Firmenstrategie?

1.5 Wo (wie) gewinnt die Firma die Innovationen?

Block 2 — E-Commerce Rolle

2.1 Wie wird E-Commerce bei dem Unternehmen gefutzt

2.2 Seit wann wird E-Commerce bei lhnen genutztPuva

2.3 Wie wichtig ist E-Commerce fur ihr Unternehmerd warum?

2.4 In welchen Unternehmensbereichen wird E-Comengeniutzt?

2.5 Wo ist das Thema E-Commerce in der Unternehongasisationsstruktur abgebildet?

2.6 Ist eine E-Commerce-Strategie fir die nachSteis 10 Jahre definiert? Wie lautet
diese?
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2.7 Welche Investitionen sind in den nachsten JaimeBereich E-Commerce geplant?
2.8 Wie hilft E-Commerce von Konkurrenten zu diéfiezieren?

Block 3 — E-Commerce in der Praxis

3.1 Wie funktioniert E-Commerce bei lhnen in desi®s?

3.2 Wie viel Prozent aller Geschéafte werden ondibgewickelt?

3.3 Was sind die Hauptvorteile von E-Commerce Hiildnternehmen?

3.4 Was sind die Hauptvorteile von E-Commerce liie Partner (Kunden, Lieferanten)?
3.5 Was sind die gré3ten Risiken von E-Commercéhfiidnternehmen?

3.6 Warum nutzen/nicht nutzen Kunden E-Commercéhsem Unternehmen?

Block 4 — E-Commerce und Strategie

4.1 Wie lasst sich E-Commerce mit der Firmenstiategreinbaren?

4.2 Wie sehen Sie die Rolle von E-Commerce in Bejeh

4.3 Welche Services kdnnen nicht online abgewickeliden?

4.4 Welche offline getatigten Services konnen d@aline-Services ersetzt werden?
4.5 Wie lautet die Onlinestrategie der Konkurrefiten

4.6 In wie weit wurde das Onlinekonzept an dietBgi® angepasst?

4.7 Was waren/sind die gré3ten Herausforderungelmipéementierung/Durchsetzung
von E-Commerce?
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Appendix 2 - Abstract (in English Language)

Since the last decades E-Commerce has become esasimgly important source of
competitive advantages. Though many different suololand empirical evidences
indicated, that E-Commerce may play a critical folefacilitating efficiency of industrial

companies, it appears to be crucial to examine enet prevails also within different

business strategies.

Within this master thesis the use of E-Commercglbipal narrow specialized companies
is analyzed. The main objective of this master ithes to explore how global narrow
specialized companies use B2B E-Commerce and hasv rttatches their business
strategies.

A single exploratory case study and a desk reseasech chosen as research methods. A
case of “Hilti Online”, an E-Commerce platform ofliHAG, was conducted based on in-

depth interviews with representatives of the comgpan

The findings of this case study indicate that glatzarow specialized companies recognize
E-Commerce as a medium to gain profitability foeithcompany due to reduction of
transaction costs. E-Commerce can be successfeigd by such companies as an
additional sales and information channel for thesteng customers and standard orders.
Also, E-Commerce in form of professional web pregemay strengthen their brand and
their reputation. Nevertheless, the research dewead that there are a number of factors
connected with the strategy of global narrow spgeed companies that limit the use of E-
Commerce. E-Commerce is less applicable for thessaf complex innovative system

solutions and services, and acquisition of newausts,

The master thesis attempts to explore on the lzdsane representative example how
global narrow specialized company exploits the beneof E-Commerce and may
contribute to the knowledge in this field. Moreovehe research has an impact on
executives. It may support managers in decisionimgakn E-Commerce investments,

during definition, implementation and executiorEB€ommerce strategy.

The master thesis also leads to a number of irtegeand challenging paths for future
research. Within this master thesis the directitoxsthe further research and possible

approach for the next investigations are discussed.
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Appendix 3 - Zusammenfassung (in deutscher Sprache)

In den letzten Jahrzehnten hat sich E-Commerce imame wichtigen Element flr

Wettbewerbsvorteil entwickelt. Obwohl in zahlreiohempirischen Untersuchungen
demonstriert wurde, dass E-Commerce fir Effiziezigetungen in Industriebetrieben eine
signifikante Rolle spielen kann, muss erst untdrsweerden, ob dies tatsachlich auf

verschiedene Unternehmen mit unterschiedlicheregjfien zutrifft.

In dieser Magisterarbeit wurde die Benutzung voilCdiamerce durch globale, eng-
spezialisierte Unternehmen analysiert. Das Hauptdieser Arbeit war es der Frage
nachzugehen, in welcher Art und Weise diese Unkenem E-Commerce anwenden und
wie das zu ihren Unternehmen Strategien passt.

Als Forschungsmethoden fur die Erstellung diesdoefrwurden Einzelfallstudie und
Sekundarforschung angewendet. Die Fallstudie vonilti,HOnline* beschreibt die
Anwendung der E-Commerce Plattform der Hilti AG umdurde auf Basis von

Einzelinterviews mit den Verantwortlichen erstellt.

Die Ergebnisse dieser Recherche zeigen, dass glodrag-spezialisierte Unternehmen E-
Commerce benutzen kénnen um ihre Produktivitat teigern. Dies geschieht in erster
Linie durch eine Reduktion der TransaktionskostBiese Unternehmen konnen E-
Commerce auch als zusatzlichen Vertriebs- und mmddionskanal fir bestehende Kunden
einsetzen. Aul3erdem steigert E-Commerce in Foresganofessionellen Webauftritts die
Reputation des Unternehmens. Trotzdem demonstlierArbeit, dass es einige Faktoren
gibt, die direkt aus der Strategie eng-speziatisietJnternehmen abgeleitet werden
konnen, welche die Anwendbarkeit von E-Commercali@se Unternehmen limitieren. E-
Commerce kann fir Positionierung und Verkauf vonmftexen, innovativen

Systemlésungen und fir Akquisition von neuen Kunal@neingeschréankt genutzt werden.

Diese Magisterarbeit zielt darauf ab, anhand eimepréasentativen Beispiels, zu
untersuchen wie eng-spezialisierte Unternehmen i&r@erce fur ihre Zwecke anwenden.
Daruber hinaus haben die Ergebnisse der Arbeit Baueutung fur Fihrungskrafte und
unterstitzen diese bei der Entscheidungsfindungefiiehd Investitionen, bei der

Implementierung und Anwendung von E-Commerce.

Des Weiteren 6ffnet diese Arbeit Horizonte fur weit wissenschaftliche Untersuchungen
und zeigt konkrete Fragestellungen und Vorgehersemedafir auf.
fral Fauska
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