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ABSTRACT

Grocery customers select a grocer based on numerous criteria, but the primary one is location.  The online grocery (or “e-grocer”) business is projected to experience rapid growth soon in the near term 

[USE ONE OR OTHER: Soon or near term?]. 

Individual consumers will select online grocers based on several key criteria, but location is clearly not one of them. What are the key factors? This paper identifies the market and projected growth for the online grocery business. Then the criteria used for selecting “brick and mortar” grocers are presented. Finally, the authors present a methodology for identifying the selection criteria used by consumers for selecting an online grocery services provider. As part of the methodology, Conjoint Analysis will be utilized to gather and analyze specific choice criteria used by current online grocery customers.

GROCER SELECTION CRITERIA

Previous research has identified factors used by grocery consumers to select a traditional brick and mortar grocery store. Tordjman [12] suggests that there are twelve basic food retailing formats in the US today, which include convenience stores, wholesale membership clubs, and “Mom and Pop” stores. Each format is perceived to be positioned somewhere along two continua – low to high margins and less to more choice. For example, wholesale membership clubs are perceived to have the lowest margins, but also among the lowest selection. Convenience stores have similarly low selection, but the highest profit margins.

A Consumer Reports survey [2] of over 10,000 shoppers indicated that “location,” as defined by proximity to home, was the most important factor in choosing a supermarket, followed by product and brand variety and price.  Hortman, et al. [5] found that distance, low prices, product quality, and atmosphere were the chief variables explaining consumer selection of grocery stores.  These factors were consistent with those evident in other countries [1].

GROWTH IN ONLINE GROCERS

The domestic grocery market is valued at over $300 billion annually. Online grocery sales will exceed $5 billion this year and Andersen Consulting projects the market to top $85 billion by 2007, capturing about 15% of US households [11].

There are more than a dozen competitors in the grocery e-tail business. The most notable are Peapod.com, HomeGrocer.com, Shoplink.com, Streamline.com, Webvan, and NetGrocer. Each has positioned itself strategically with a unique value proposition, product offering, and geographic coverage area. Only two are nationwide now. All offer the ability to order items online and have them delivered to the consumer’s house.  Some offer regular weekly delivery (to your garage, for example) based on a monthly subscription model. Others offer on-demand deliveries (if you are home) with a surcharge on the grocery bill (and maybe an additional delivery charge). Many offer additional services, such as dry cleaning pickup and delivery. One sells only nonperishable items shipped via common carrier. Other unique features include “don’t run out” automatic ordering of weekly staples, fresh flower delivery, movie rental and pickup, shoe shines, meal planning, recipe tips, multimedia information, and nutritional information.

Impediments to further growth in the online grocery business include logistical problems related to delivery, entrenched consumer shopping behaviors, and the perceived need for tactile interaction with food items. While some consumers have been early adopters of online grocery shopping, others will never perceive the value proposition to be substantial.

[others MAY never perceive the value proposition???]

An extensive survey [9] conducted by the Consumer Direct Cooperative (which included Peapod, Coca-Cola, Streamline, Harvard Business School, and others) pointed to six major groups of potential online grocery shoppers.  These include:

1. shopping avoiders, who dislike grocery shopping,

2. necessity users, who are limited in their ability to shop,

3. new technologists, young, comfortable with technology,

4. time starved, will pay to free up time in their schedules,

5. responsibles, gain sense of self-worth from shopping, and

6. traditionals, older individuals, enjoy shopping in stores.

[the 6th category strikes me as strange: they enjoy shopping in stores? So why would they use online? Doe the study cited look at the overall market potential including people not like ly to use online grocers?]

ONLINE GROCER SELECTION CRITERIA

Little is understood about why current customers of online grocers have selected their service provider. Selected individual grocers have conducted nonscientific surveys, but no reliable information exists to suggest why current or future customers in this industry have selected one alternative over the others. (It should be pointed out that in some cases, geographic constraints limit the choice of providers to one.) It is presumed that convenience and time savings are key reasons why Americans have migrated to this new paradigm in grocery shopping. The authors propose conducting a controlled research project through the application of conjoint analysis (CA) to identify the factors used by actual customers to select their online grocer.

METHODOLOGY

In this study, we plan to use CA, an approach widely applied in marketing to evaluate new products (e.g., [3] [4]) but relatively unused in IS research. CA is derived from conjoint measurement theory [6] – the study of functional relationships between multi-attribute stimuli and their subjective valuation. In CA, subjects directly rank and evaluate outcomes or products described by their factors, a process similar to actual decision making. Then multivariate model estimation yields weights for individual factors. In contrast, the alternative approach of multiattribute utility assessment requires that subjects directly assess tradeoffs between pairs of factors in terms of overall outcome or product utility [8]. Such assessments are cumbersome and far from the actual processes of decision makers.

In a typical CA study, the researcher first constructs a set of hypothetical products (in this case, the product is the services provided by online grocery vendors) by combining the possible attributes (or factors) at various levels for each attribute. Each hypothetical product is essentially described by all the factors, with one level selected for each factor. The hypothetical products are presented to subjects, who provide an overall evaluation of each product, relative to the others (usually by giving each one a score). This mimics selection in the real world, where products are evaluated as a whole. In the data analysis, the overall scores provided by a subject are then decomposed to yield the relative importance of each of the factors in the decision model of that subject. Thus, CA yields a decision model at the individual level. The individual decision models can be checked for validity, by using a set of holdout products (products that are evaluated by the subject, but whose scores are not used to construct the decision model). The actual scores given by the subject for the holdout products can be compared with the predicted scores, to get a measure of the validity of the decision model.

While forming decision models at the individual level is powerful, even more powerful is the ability to aggregate these models to form an overall, statistically significant decision model for the population being studied. This is done using a straightforward confidence intervals analysis of the ranges of relative importances of each of the factors for the population. We plan to do this in the study.

CA is advantageous in that first, subjects have to consider all attributes jointly (vs. considering them in isolation for most other techniques) which necessitates a tradeoff between attributes (or factors), which is similar to real world decision making. Second, the relationship between attribute levels and the evaluation scores given by the subject can be nonlinear (vs. a linear assumption in most other techniques like linear regression or the analysis of variance). In fact, we can use CA to test whether the weight of a factor on the dependent variable (the score) is linear or not. Third, an individual decision model is created for each subject (vs. merely collecting one data point for each subject) allowing the detection of inconsistent decision making in a subject. Fourth, a CA study usually allows for much tighter control of bias that may arise from differences in subjects. In a typical non-CA study that uses real products, subjects often use only one of the products being studied, and data is collected on each of the products, assuming that the differences between subjects (who evaluate different products) is not important. In a CA study, in contrast, the same subject evaluates all the different hypothetical products. Fifth, the ability to select hypothetical products allows the creation of an orthogonal design, when evaluating the relative importance of each factor. In a study using real products, it is often very difficult to form an orthogonal design.

In a CA study, it is important that the hypothetical products be believable, that the attributes be reasonably non-overlapping, and that the attributes each have approximately the same number of levels [13].

POPULATION OF SUBJECTS AND
INITIAL LISTING OF DECISION FACTORS

In this study, the population of subjects will be the current users of either one or more online grocery services. We will use a random sample from this population to evaluate the hypothetical products. The study’s data analysis will provide the individual decision models of every individual subject in the sample, as well as an overall decision model of the population.

Based on previous literature, we present below a preliminary list of factors that will make up the decision model. Since these factors are derived from our survey of previous literature, which applied to “brick-and-mortar” store selection, we plan to check for both construct validity and content validity by interviewing a small random sample from the population of subjects. The goal of these semi-structured interviews will be to a) highlight any new factors that may have been missed out in this listing, but which are considered by subjects, and b) to operationalize the factors using terminology that is easily understood by the subjects.

The following process was followed to come up with this list of factors. The two researches in this study reviewed the literature and then independently listed factors that would appear to apply to online grocery retailers. The two independently created lists listed six and eight factors respectively. The two lists had a greater than 70% overlap in the factors listed. The two lists were then merged into one, and the factors were defined following a discussion that lasted approximately thirty minutes. This merged list of preliminary factors is presented next.

List of Preliminary Factors

Interface Quality. This factor describes the ease of use, the reliability, the response time and the customizability of the interface provided by the online grocery retailer, as well as the effort taken to install any hardware or software that needs to be used by the consumer.

Flexibility of delivery Services. This factor describes the extent to which the consumer has to make changes in their lifestyle to accommodate delivery schedules of the service.

Product Quality and Selection. This factor describes the quality of the products, as well as the breadth and depth of choice available to the consumer.

Extent of one-stop shopping. This factor describes the extent of other non-grocery services provided by the grocer such as banking, dry cleaning pick-up, and retailing of non-grocery items.

Overall Price. This factor describes the dollar cost to the consumer of buying groceries online. The factor does not include time spent in shopping online.

Post-purchase experience. This factor describes the post purchase experience of a consumer such as the quality of customer service and billing.

The next steps in the study are the identification of a population of subjects. This will be followed by semi structured interviews to determine a final list of factors. Next will be the creation and testing of a study packet that will be administered to a randomly selected sample. The data analysis will yield the individual and overall decision models.

DISCUSSION AND SUMMARY

The online grocery business will become a sizable ecommerce field with annual sales of over $85 billion. Traditional grocery shopping has been driven by location factors, which are not relevant to online shopping.  Current e-grocers are expanding their markets and additional entrants are likely.  These sellers will compete along several key factors as the inevitable consolidation leads to a stable number of grocery providers in the US. Economies of scale and scope would suggest that companies will pursue geographic expansion as well as growth within their chosen regions. Many factors will contribute to the process of competition and consolidation, but the consumers’ selection criteria are primary among them. It is imperative for current and future e-grocers to know why consumers select their e-grocer. This research will serve to answer this important research question.  The CA process outlined above is designed to elicit objective and independent answers to the question “why do consumers select one e-grocer over another?”  The results of this project will be published and may be generalized to provide a deeper understanding of consumer selection factors in all electronic commerce.
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