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Abstract

With an increased level of digitization in the retail sector, retail incumbents need to adapt
their business model to the new digital era. E-commerce business and other digital tools have
transformed the retail industry and incumbent retailers have to react to the changes in order to
remain competitive on the market. While previous research has examined the nature of the
digital tools in retail or the general impact of digital transformation on the sector, the thesis
aims to investigate the impact of digital transformation on the business model of a retail
incumbent.

To investigate the impact of digital transformation on the business model of a retail
incumbent, a single case study has been conducted at Company X, an incumbent retailer
operating in Sweden. The Business Model Canvas has been used as a tool to identify the
current business model of the company, and to propose future business models for Company
X. The findings have resulted in the creation of three different Business Model Canvas
scenarios with different levels of change in the business model. The scenarios all implied an
increased cooperation with external partners and the implementation of new customer
channels.

The findings of the thesis contribute to an increased knowledge of retail business model
change. While earlier research findings regarding the impact of digital transformation on the
retail sector were confirmed in the case study, the thesis proposes new research concerning
the impact on a retail incumbent’s business model. The study also contributes to how the
Business Model Canvas may be used as a unit of analysis when investigating business model
change.

Keywords: Digitization, Digital transformation, Business model, Business model change,
Business model innovation, Business model canvas, Retail, Omnichannel
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Sammanfattning

Med en okad digitalisering inom detaljhandeln sa behdver traditionella detaljhandlare anpassa
deras affarsmodell till den nya digitala eran. E-handel och andra digitala verktyg har férandrat
detaljhandeln och traditionella detaljhandlare maste reagera for att behéalla deras
konkurrenskraft. Medan tidigare forskning har undersokt olika digitala verktyg inom handeln,
eller hur digitalisering har paverkat handelssektorn pa en dvergripande niva, sa ar den har
uppsatsens syfte att undersoka den digitala transformationens paverkan pa en traditionell
detaljhandlares affarsmodell.

For att undersoka hur digitaliseringen paverkar en traditionell detaljhandlares affarsmodell sa
har en fallstudie genomforts hos Foretag X, en traditionell detaljhandlare i Sverige. Business
Model Canvas har anvénts som ett verktyg for att identifiera den nuvarande affarsmodellen
och for att ge forslag pa framtida affarsmodeller som Foretag X kan implementera. Resultaten
har bidragit till att skapa tre olika framtida scenarier av affarsmodellen Canvas. Samtliga
scenarier innebdr ett Okat samarbete med externa partners och implementering av nya
kundkanaler.

Uppsatsen bidrar med Okad kunskap om forandring av affarsmodeller inom detaljhandel.
Tidigare forskning rérande digitaliseringens paverkan pa handeln har bekréaftats och uppsatsen
bidrar med ny forskning rorande den digitala transformationens paverkan pa en traditionell
detaljhandlares affarsmodell. Studien bidrar ocksa med kunskap om hur affarsmodellen
Canvas kan anvéndas som analysverktyg vid undersokning av forandring av affarsmodeller.

Nyckelord: Digitalisering, Digital transformation, Affarsmodell, Affarsmodellsutveckling,
Affarsmodellen Canvas, Detaljhandel, Omnikanal
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1. Introduction

The chapter will introduce the topic of the thesis by first presenting a background context and
a problem formulation. Afterwards the purpose of the thesis will be introduced together with
the research questions that will guide the study. The expected academic and practical
contributions of the thesis, as well as the delimitations are then presented. Finally the thesis
partner, who has chosen to stay anonymous, is shortly presented and the chapter ends with a
disposition of the thesis.

1.1 Background

The digital transformation is a term that has grown in popularity during the last decade. As
digital tools and innovations are providing new business opportunities, the landscape of
traditional industries, such as retail, has changed (Verhoef et al., 2015). Digital
transformation and e-commerce in particular, has affected the retail exchanges
(communication, transactions and distribution), the nature of offering (mix between products
and services, pricing), the retail settings and the retail actors (Hagberg et al., 2016). Retailers
have to adapt as new distribution methods have made the physical exchange of products more
flexible for customers through home delivery and possibility to pick up orders in stores or
other collection points (Hagberg et al., 2016). Furthermore, communication between the
retailers and customers is becoming more digital. The communication between customers has
increased through social media, and a new type of communication between customers and
third parties, for example price comparison websites, has appeared (Hagberg et al., 2016).
Facing this development of the sector, traditional companies have to review their current
business model in order to retain a competitive advantage over its competitors (Zott & Amit,
2007).

The concept of business model is widely used in many industries but there is no common
understanding of the term, as there are many different definitions. According to Zott and
Amit (2007) the main objective of a company’s business model is to exploit a business
opportunity to create value for customers. A business model constitutes thus the design and
architecture of value creation, delivery and capture (Teece, 2010). There are several reasons
to explain why the term business model has become so popular: the possibility to gain a
competitive advantage over competitors, a new dimension of innovation, and the
phenomenon of internet and globalization that is erasing the borders between industries
(Massa, Tucci & Afuah, 2017). As new technology is emerging with new solutions, business
is more transparent than before. Companies are therefore obliged to be more customer
centric, which might force them to change or adjust their current business models (Teece,
2010). The level of complexity of the business model has also increased with digital business
as the environment is much more dynamic and the competition is fiercer (Al-Debi et al.,
2008).



There are several levels of business model change, depending on the nature of the changes
(Linder & Cantrell, 2000). An incumbent may choose to change its business model
incrementally with minor changes in activities and processes, or to radically change its
business model through business model innovation. Incumbents have a difficult position
when facing a radical innovation from competition, or when having developed a completely
new business model, as transforming the new business model might threaten the performance
of their old business model (Chesbrough & Rosenbloom, 2002). However, the need of
business model innovation in retail is increasing due to the changing retail environment, an
escalating focus on customer experience and a fierce competition (Sorescu et al., 2011).

1.2 Problem Formulation

In a dynamic society with an ongoing digital transformation, traditional companies will have
to renew their business model in order to stay competitive (Zott & Amit, 2011). There is an
intersection between digital transformation and business model as many new tools, new
product innovations and new ways of selling products will need to be integrated in the
companies’ business models. This integration may lead to either a complete new design of
the business model, or an incremental change or re-arrangement of the business activities and
processes. Regardless the type of change, retailers will face a structural transformation on
both industry and company level.

For retail incumbents, changing their business model due to the impact of digitalization will
affect several parts of their business. With the growth of e-commerce and omnichannel
business, many incumbents will need to invest heavily in their e-commerce platform and in
the overall integration of brick-and-mortar stores and online sales (Piotrowicz & Cuthbertson,
2014). Retailers are also obliged to expand into new customer channels, and to develop their
distribution network as customers are more demanding on delivery.

Companies who are changing business model will face a number of challenges. First, there is
no certainty of the performance of the new business model. Secondly, if the companies do not
already possess the skills and resources needed for the implementation of the new business
model, they need to be acquired. Finally the human resistance from staff members might be a
threat to the change of business model (Linder & Cantrell, 2000).

There is a research gap regarding how new digital tools and ideas, enabled by the digital
transformation, have impacted incumbent retailers’ business models. Through a single case
study conducted at an incumbent retailer in Sweden, the impact of digital transformation on
the business model will be investigated.

1.3 Purpose and Research Questions

The purpose of this thesis is to analyze how a retail incumbent may transform or adapt its
business model in response to the digital transformation of the retail industry.



The study will be led by a main research question. In order to reply to the main research
question three working questions have been formulated.

Main research question
How can a traditional retail business change its business model following the impacts of the
digital transformation?

Working questions
Which Business Model Canvas building blocks will be the most important to change for a
retail incumbent adapting to the digital transformation?

What different levels of business model change may a retail incumbent face when adapting
its business model to the digital transformation in retail?

What are the challenges for a retail incumbent when trying to adapt its business model to the
digital transformation?

1.4 Research Contribution

Most of the literature concerning digital transformation in retail has been focusing on e-
commerce (Hagberg, et. al, 2016). The research that goes beyond e-commerce has
investigated specific aspects of the digital transformation in retail such as the use of mobile
phones or the impact of technological solutions in retail such as RFID (Radio-frequency
Identification), self-check-outs or automated order systems (Hagberg, et. al, 2016). Some
researchers have also investigated the transformation of retail due to the digital
transformation on a more global level (Hagberg, et. al, 2016) but there is a lack of research
exploring the overall effects of the digital transformation on the business model of a retail
company. The thesis is expected to cover this research gap by analyzing how a retail
companies may transform or adapt its business model in response to the digital
transformation.

The study will also contribute to the use of the Business Model Canvas (BMC) as a tool to
analyze business model change and to the practical understanding of what changes a retail
incumbent may introduce in its business model to adapt to the digital transformation.

1.5 Thesis Delimitations

The study is delimited to analyze potential business model changes due to the digital
transformation of the retail sector in one retail incumbent company, Company X. The case
study was conducted at the Swedish branch of Company X and is therefore limited to the
business model of Company X in Sweden, not the global company or its activities in other
countries. It is also conducted on a national company level and not considered through
individual business units, such as specific stores.



The analysis of the business model will be done on a holistic level using the BMC in order to
discover the main changes or modifications needed to be done in the business model.
Detailed strategy will therefore not be further discussed and other models than the BMC will
not be used in the analysis.

1.6 Thesis Partner

This master thesis is written in collaboration with Company X. Company X is an
international leading company in its retail niche. It was founded in the 1970s in Europe and
has since then expanded its business, first carefully to the neighboring countries and recently
more aggressively into the entire world. The company currently has a yearly sales turnover of
more than 10 billion euros and is present with more than 1000 stores in more than 50
countries. Company X has been present on the Swedish market since 2011 and is currently
operating its business through e-commerce and three physical stores in the Stockholm area.

1.7 Sustainability Aspect

Sustainability is becoming one of the most important aspects in the society and is also
increasing for retail customers (E-barometern, 2019). The term sustainability englobes three
main pillars: economy, society and environment. For the economic aspect, as profitability is
vital for the survival of most companies it is important for them to follow trends and adapt to
changes in order to remain competitive. The change of business model due to the digital
transformation is thus of importance to retail companies if they want to remain profitable. On
a social level, there is an increasing customer demand of transparency in the supply chain of
retailers. Customers want to a higher degree be able to see where their products have been
manufactured, and it is important for customers that the work environment of workers, also in
the production in other countries, is respected (E-barometern, 2019). Finally, the
environmental aspect is a difficult question for retailers, as customers demand a faster, but
also a more sustainable delivery of e-commerce products (Buldeo Rai, et al. 2017; E-
barometern, 2019). According to a survey by E-barometern (2019), three of four Swedish e-
commerce customers consider sustainability aspects when shopping. Companies are reacting
to the increasing sustainability focus and in another survey six of ten e-commerce retailers
state that they are working actively to increase sustainability (E-barometern, 2019).

1.8 Disposition

The structure of the thesis along with a brief description of each chapter is presented below.
Chapter 1 introduces the topic of the thesis and presents the background of the research. It
provides a problem formulation, and introduces the purpose, research questions and

delimitations that will lead the thesis. The scientific contributions are finally described and
the thesis sponsor is briefly presented.

Chapter 2 provides a theoretical background to the research and explores previous research
conducted in the same field of research. It starts with an explanation of the business model
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concept, the Business Model Canvas and different type of business model changes.
Afterwards the previous research of digital transformation in retail is reviewed with focus on
the effects of the digital transformation in the retail sector, e-commerce and omnichannel
retail.

Chapter 3 describes the methodology used in the thesis. Research approach, research design
and data collection methods, both for the literature review and the empirical case study are
further explained. Finally the quality of the study is discussed by analyzing the validity,
generalizability and reliability.

Chapter 4 sets the empirical scene of the case study. It presents a brief history of the case
company, its current state and the challenges it is facing in order to provide a background to
further results. Finally, an analysis of Company X’s current BMC is presented.

Chapter 5 outlines the findings of the conducted case study and the analysis drawn from the
collected data. The findings are based on interviews and information gathered at the case
company. Findings concerning the challenges, needs and future projects of the case company
are used to create three different scenarios for a future business model. The scenarios are
illustrated in different Business Model Canvas.

Chapter 6 discusses the findings and analysis of the empirical study, as well as it scientific
implications. The working questions will be answered using findings from literature and the
empirical case study. Finally, managerial implications are discussed.

Chapter 7 provides a conclusion of the study by presenting the main arguments and
answering the main research question. Finally, suggestions for future research are presented.



2. Theoretical Framework

The chapter provides a theoretical context and framework for the thesis. Earlier research
concerning the research topic is reviewed and the definition and development of theoretical
concepts are presented. The chapter starts with a discussion concerning the concept of
business model: its definition, the business model canvas and changes in the business model.
The second part of the chapter discusses the concept of digital transformation in retail, with a
focus on omnichannel and digital platforms.

2.1 Business Model

2.1.1 Defining Business Model

The term business model was used already in the 1950s, however the popularity of the
concept started to grow only in the late 90s with the arrival of the internet in the business
world and the growth of technology companies (Osterwalder, Pigneur & Tucci., 2005). The
term is now used frequently both by researchers and by practitioners, but without a general
agreement of its definition (Osterwalder, Pigneur & Tucci, 2005; Zott, Amit & Massa, 2011).
One definition of business model is proposed by Amit and Zott (2001, p. 511): A business
model depicts the content, structure, and governance of transactions designed so as to create
value through the exploitation of business opportunities. Another definition is proposed by
Osterwalder and Pigneur (2010, p. 14): A business model describes the rationale of how an
organization creates, delivers and captures value.

In spite of the number of different definitions, most researchers seem to agree that the
model’s outcome is to create or capture value (Amit & Zott, 2001; Hedman & Kalling, 2003;
Al-Debi, ElI-Haddadeh & Avison, 2008; Teece, 2010). A business model is thus explaining
how a business creates and delivers value to a customer, but also how it captures enough
value through its revenues to stay profitable (Teece, 2010). Richardson (2005) proposes a
simple business model framework based on a company’s value proposition, the value
creation and delivery and the value capture (Table 1). The value proposition represents what
the company offers to their customers and why the customers are willing to pay for it. The
value creation and delivery explain how the company create and deliver the value to
customers. Finally, the value capture sums up how the company generate profit.

Table 1. Business model framework

Value proposition Value creation & delivery Value capture

e Product or service | e Resources and capabilities e Revenue sources
offering e Organization and value chain e Economics of the

e Target customer e Position in value network business

e Basic strategy (suppliers, partners, customers)

Source: Adapted from Richardson (2005).



The term ‘business model’ is sometimes interchangeably used with ‘business strategy’.
However, several authors claim that there is a difference between the two (Porter, 2001;
Magretta, 2002; Richardson, 2005; Teece, 2010). Magretta (2002) explains that business
models are systems that explain how the different parts of the business are working together
while strategies are more focused on competition and how a company can differentiate from
competitors on the market. Teece (2010) agrees that the concepts are not the same but must
be used by companies as complements to create a competitive advantage. For him business
models are more generic than business strategies and can be copied quite easily by other
companies on the market, thus the importance of keeping the business model design process
open (Chesbrough, 2007; Teece, 2010). Richardson (2005) also suggests that the business
model represents a conceptual framework of the company’s activities and strategies, while
strategies are more detailed processes.

2.1.2 Retail Business Model

While different business models can be used in different industries, Sorescu et al. (2011) has
conceptualized a specific retail business model (RBM). A RBM considers the two main
specific characteristics of retail companies in particular: that retailers mainly sell products
manufactured by others and are therefore in constant competition with others, and that
retailers directly interact with the final customer. Sorescu et al. (2011) argue that, due to these
two characteristics, the importance of a RBM lies in how the products are sold and the
customer experience.

In their article, Sorescu et al. (2011) propose three core elements in a RBM which can be
used when evaluating and rethinking a business model: (1) retailing formats, (2) activities and
(3) governance. The retailing format refers to the structure of sales, the assortment, location,
pricing and channel. One retailer can manage different formats, and nowadays many retailers
are increasing the channels they are operating in. The activities represent the processes of
flow of goods and communication. It includes the way to acquire, stock, display and
exchange goods and services. The governance takes into account the actors and relationship
between retailers and both their customers and their suppliers. An important factor in the
governance is how the incentive to fulfil its role in the relationship is created. The
interdependence of these three core elements should be carefully considered in order to create
value for the customers.

2.1.3 Business Model Canvas

One of the most popular models is the Business Model Canvas (BMC) developed by
Osterwalder and Pigneur (2010). The model is a visual model explaining how value is
created, delivered and captured by an organization (Osterwalder & Pigneur, 2010). The main
aspects of a business (customers, offer, infrastructure, and financial viability) covered in the
nine different building blocks in the BMC are illustrated in Figure 1 (Osterwalder & Pigneur,
2010) and described below. The authors describe their business model as a blueprint that can
be used to implement a strategy in an organization.
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Figure 1: Business Model Canvas
Source: Adapted from Osterwalder and Pigneur (2010, p. 18-19)

Key Partnerships

In the current business environment, companies are obliged to work in some kind of an
ecosystem. The network of suppliers and partners is important for many companies today.
The reasons behind a partnership can be different. First of all, companies that work together
can take advantage of the economics of scale of each other’s business. Secondly, partnerships
can reduce the risk. Finally, companies will work together with other companies to extend
their knowledge and capabilities that do not exist internally. Osterwalder and Pigneur (2010)
divide partnerships into four different types: joint ventures, strategic alliances, coopetition,
and standard buyer and supplier partnerships. Very few companies execute all of the
activities related to the business themselves; instead they rely on partners for the creation,
delivery or capture of value. (Osterwalder & Pigneur, 2010).

Key Resources

Key resources are the assets that the company relies on in order to create its value proposition
and to deliver it to the customer. Key resources can look very different depending on the
activities of the company. The resources can be physical such as investments in buildings or
material, intellectual as in brands and patents, human for the staff or financial for cash or
credit. (Osterwalder & Pigneur, 2010).

Key Activities

The key activities represent the most important activities that the company performs in order
to create and deliver its value proposition. The key resources and key activities are therefore
closely linked together. Key activities also depend on the business model of the company and
the type of company. (Osterwalder & Pigneur, 2010)



Cost Structure

The cost structure in the BMC illustrates the most important costs in the business model. It
will show which activities and resources cost the most to the company. It is important to
manage the cost structure in order to stay profitable, but the management of the cost structure
will be different depending on the type of business and value proposition. There are two
different types of cost structures: cost-driven and value-driven. In the cost-driven cost
structures the cost control is crucial and the objective is to reduce costs as much as possible.
For example, low cost airlines use this business model cost structure. In the value-driven cost
structure the focus is more on creating value than reducing cost. For example, luxury hotels
use this business model cost structure. (Osterwalder & Pigneur, 2010).

Value Proposition

The value proposition will be the answer to the customers’ needs, whether it is a product, a
service or a mix of products and services (Osterwalder & Pigneur, 2010). Several different
types of value propositions are presented in Table 2.

Table 2. Different types of value propositions

and is now more performant.

Value Description Example product

Newness A need that the customer didn’t know he had before because Cell phones, ethical
no similar product existed before. investment funds

Performance A product that the customer already new has been developed | Computer

Customization

The product or service is created for a specific need of an
individual customer or customer segment.

Co-created services or
products

Design The design of the product is superior to other products. Fashion

Brand The brand is very valuable for the customer Watch or car

Price A product with similar quality as other products but with a Low cost airlines, free
lower price. newspapers

Accessibility A product or service that was not accessible before is now. Mutual funds

Convenience

A product is more easy to use.

Ipod and Itunes

Source: Adapted from Osterwalder and Pigneur (2010)

Customer Relationships

The customer relationships are the type of contacts the customer will have with the company.
The objective of the relationship can be acquisition, retention or upselling. There are many
different types of customer relationships: personal assistance in a shop or online, an
accounting manager especially appointed for the relationship, self-service with no direct
customer relationships, or communities where customers can share their knowledge and
needs with both other users and the company itself (Osterwalder & Pigneur, 2010). A more
recent phenomenon is co-creation. Co-creation will allow customers co-create value with the
company for example by sharing reviews of products online (Amazon), creating content
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(Youtube and Instagram) or to participate in the design of new products (Osterwalder &
Pigneur, 2010).

Customer Channels

In order to sell a product or service the customer must be reached through one or many
channels. Channels permit customers to discover their products, to evaluate the company’s
value proposition, to purchase, to deliver the value proposition and to provide after sales
support. A channel can be direct or indirect. The direct channels often have bigger margins,
but can be costly to set up and operate, while indirect channels have lower margins but
usually a bigger customer reach. The choice of customer channels is important because it will
affect the customer experience. (Osterwalder & Pigneur, 2010).

Customer Segments

The customer segments indicate what kind of group of people the company will focus on.
The customer is in the heart of each business as it would not exist without them (Osterwalder
& Pigneur, 2010). Even though it might be tempting to target as many customers as possible,
an organization has to make a decision on what segment to serve so that the business model
can be constructed around the needs of the targeted customer (Osterwalder & Pigneur, 2010).
The segmentation can be done on different levels which will impact the value proposition.
For example a company targeting the mass market will concentrate on developing its building
blocks for a large amount of people. However, in the niche market value proposition,
distribution and relationships have to be especially developed around the smaller segment of
customers of the respective niche (Osterwalder & Pigneur, 2010).

Revenue Streams

The revenue streams represent the money a company will obtain for the sales of products.
Revenues can have different pricing mechanisms and be either one time payments or
recurring revenues from a subscription. There are different types of revenue streams such as
asset sale, usage fee for a service, subscription fees, renting, licensing and advertising. The
company must have viable revenue streams in order to cover their costs and to be profitable
(Osterwalder & Pigneur, 2010).

The BMC is widely used among practitioners and managers (Massa et al., 2017) and it has
also a large acceptance among researchers, with more than 9000 citations on Google Scholar
(May 2019). The BMC is a tool that can help managers to understand where the value in the
business is created and to link the strategies of the company to its business model (Trimi &
Berbegal-Mirabent, 2012). Even though the model was presented in a different way with
more visual models comparing to earlier research, it is developed from earlier scientific
works of Osterwalder and Pigneur (Osterwalder & Pigneur, 2002; Osterwalder et al., 2005).
According to Trimi and Bergbegal-Mirabent (2012) the structure of the BMC can be
compared to the Balanced Scorecard by Kaplan and Norton (1992) as the different building
blocks can be divided into four different areas of ontology: product (value proposition),
customer (customer relationship, customer channels, customer segmentation), infrastructure
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(key partners, key activities and key resources) and financial (cost structure and revenue
streams).

However, there is some criticism to the BMC. First, it does not include the competitive
position of the company and it does not quantify the economic KPIs (Key Performance
Indicators) (Euchner and Ganguly, 2014). Some researchers also criticize the BMC for not
describing the relationship between the different building blocks more clearly as this is very
important in co-creation or service business models (Zolnowski & Béhmann, 2013; Euchner
and Ganguly, 2014). Finally, the BMC has been criticized as it does not include the
environmental and social aspects of the company (Bocken et al., 2013; Joyce & Paquin,
2016). The lack of certain elements in the BMC has led to new adaptations of the initial BMC
proposed by different researchers. The Triple Layered Business Model Canvas developed by
Joyce and Paquin (2016) integrates the sustainability aspects. Another adaptation of the
original BMC, the Lean Canvas, was developed by Maurya and is more entrepreneur-focused
as it also includes building blocks for problems, solutions and unfair advantages (Maurya,
2012).

2.1.4 Business Model - a Dynamic Framework

All big companies that have been on the market for a longer time are obliged to change or at
least adapt their business model in order to stay among the leaders of the market (Calvacante
et al., 2011). There are many examples of business model change, including known
companies such as IBM, Nokia or HP. Creating a sustainable business model is not a one-
time task, but rather a continuous project that needs to adapt to the competitive environment
(Hedman & Kalling, 2003; Teece, 2010). Much literature focuses on radical business model
change through business model innovation, but according to Demil and Lecocq (2010), the
continuous business model changes are much more common. Many different factors, both
external but also internal (Demil & Lecocq, 2010) can motivate the company to change and
adapt its business model such as technology innovations, new laws or customer taste (Linder
& Cantrell, 2000). Magretta (2002) explains the variation in business model used in different
geographical markets with an example concerning EuroDisney when it opened its first
European amusement park in the beginning of the 1990s. The model was built with the same
expectations of customers as in the U.S. However, European customers had different habits
and the amusement park had to change and adapt its business model during the years that
followed its opening until it became successful. In order to manage the dynamics of a
business model, managers can monitor different elements so make sure that their business
model stays competitive. Demil and Lecocq (2010) suggests three different tasks: monitor
external and internal risks that could threaten the current business model, anticipate
consequences of both external and internal changes to the company, and finally implement
actions to maintain consistency between the business model elements.

Linder and Cantrell (2000) suggest four different models used by companies to change their
business model from one state to another. The models have different impacts on the core

logic of the business. The models are: the realization model, the renewal model, the extension
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model and the journey model. The realization model is used when a business uses potential
from the current business model to expand, for example into a new geographical market. The
renewal model is used when a business expands into new untouched markets, services or new
sales formats. The extension model is used when a business integrates backwards, forwards
or horizontally. Finally the journey model is used to completely change business model, for
example by selling services instead of goods or target a completely new customer segment.
Calvalcante et al. (2011) develops Linder and Cantrell’s model from the perspective of the
company’s processes. Their model consists of four different changes: business model
creation, revision, extension and termination (Table 3). Their model is more focused on the
core process of the business and they suggest that the business model is limited to the core
processes. The business model creation is a radical change of the company, it requires the
company to take a big risk and use resources needed that it might not possess. However,
smaller changes such as business model revisions will also meet challenges as they will most
likely be challenged by co-workers and there is a risk of internal resistance of employees. For
both Linder and Cantrell’s and Calvacante’s et al. models it is important to understand that
the different types of change often are combined (Linder & Cantrell, 2000; Calvalcante et al.,
2011) and a change of one process can lead to changes in the entire business model
(Calvalcante et al., 2011). It is thus very complicated for managers to evaluate changes and
understand their global impact on the company’s entire business model (Calvalcante et al.,
2011).

Table 3. Business model change and key challenges

Type of change Characterization Key challenges

Business model creation Creation of new processes Uncertainty and ambiguity
Lack of knowledge and skills
Lack of resources

Business model extension Adding new processes Controlled risk
Some shortage of resources

Business model revision Changing existing processes Uncertainty and ambiguity

Lack of knowledge and skills
Path dependence, inertia
Blinders, cognitive manifestations
Resistance

Business model termination Terminating existing processes Resistance
Source: Calvacante et al. (2011, p. 1334)

In order to change a current business model, it is important for companies to experiment with
new different business models before the old ones become obsolete (Chesbrough, 2010;
Sosna et al., 2010). Business model mapping is a tool that can help firms to imagine a new
developed business model. However, the best way to conduct the experimentation is to do it
with real customers and real transactions (Chesbrough, 2010). Failures are not necessarily the
end of the business; they can lead to trial and error learnings before reaching a viable
business model (Chesbrough, 2010; Sosna et al., 2010). In an article by Sosna et al. (2010) a
Spanish retail company called Naturhouse is studied. Naturhouse had a difficult first couple
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of years before finally finding the right business models by testing different solutions in a
couple of stores. This made that they waited with the expansion to the rest of the country and
later even Europe until they were confident of the success of their business model.
Chesbrough (2010) claims however that companies must continue to use their old business
model before the new one can be effectively implemented in the organization.

2.1.5 Business Model Innovation

Business model innovation is a well-researched phenomenon that evolved from the disruptive
technology concept proposed by Christensen (1997). Markides (2006) differentiate business
model innovation from radical product innovation. He argues that business model innovation
does not include the innovation of the product or service but rather defines how we use it or
how it is delivered to the customer. For example Amazon did not invent bookselling but
reshaped how the bookselling is done and created more value for the customers. Teece (2010)
goes even further as he argues that business model innovation involves the entire architecture
of a business model and not only a technological innovation. Different examples of business
model innovation are Dell who redefined the way of selling personal computers (to the final
customer instead of through a retailer)(Magretta, 2002), Daimler’s Car2Go with their
innovative car sharing system (Bucherer et al., 2002) or Southwest Airlines with their logistic
organization of different airport hubs and connections instead of direct flights (Markides,
2006).

Business model innovation will force incumbents to take several strategic decisions. When an
incumbent face a disruptive business model innovation in its market it can choose either to
strengthen the old business model or to adopt the disruptive model (Osiyevskyy & Dewald,
2015). This is not necessarily an easy choice for the incumbents as the new disruptive
business model might threaten the performance of their old business model (Chesbrough &
Rosenbloom, 2002; Markides, 2006).

Sorescu et al. (2011) define Retail Business Model innovation as a change in one or several
of the three core elements: retailing formats, activities and governance. However, if it is just a
change of one element it has to have an impact on the other core elements, as RBM
innovation has to be system-wide. Finally, in order to classify as a RBM innovation, the
change must be a method that is new to the market. The six different categories of RBM
innovation defined in the article are presented in Table 4. The innovations are based on either
appropriating value from efficiency or effectiveness, or on creating value for the customers.
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Table 4. Categories of RBM Innovation

Category Examples

Operational efficiency Fast fashion model by Zara where collections are created in smaller
batches that change more often.

Operational effectiveness Apple stores product offer with tied in service and staff knowledge
sharing in the stores.

IKEAS’s mega malls where IKEA own and manage an entire mall around
their store in order to attract more customers.

Customer lock-in Private label product offer by H&M or Target that is not sold in other
stores.
Customer efficiency Store within stores concept, where many different stores have small

corners with a limited assortment from one brand.

Customer effectiveness Customer co-creation by Nike ID (personalized shoes).

Supplier co-creation by Amazon, where the suppliers are creating the
value for the customers as the more suppliers there are, the better for the
customer.

Customer engagement Sustainable product sources.

Selling personalized customer experience.

Source: Adapted from Sorescu et al. (2011).

2.2 Digital Transformation of the Retail Sector

2.2.1 Defining Digital Transformation in Retail

Digital transformation is a term which has increased in popularity with the development of
ICT. According to a systematic literature review by Morakanyane et al. (2017), there are
several different definitions of the term and the conceptual understanding is not unified. In
this thesis we will use the definition proposed by Fitzgerald et al. (2014, p. 2): “Digital
transformation is the use of digital technologies to enable major business improvements.”
Hence digital transformation does not only refer to a technological innovation but all the
digital technologies that are used in the company. While many scholars have focused their
research of digital transformation in the retail sector around e-commerce (Hagberg et al.,
2016), digital transformation also covers other aspects within the sector (Matt et al., 2015). It
may for example include more automation in the supply chain, new distribution processes, a
transformation from products to services, or creation of different type of platforms (Bughin &
Van Zeebroeck, 2017). This means that the digital transformation strategy of a company
must concern the entire business model and not only processes or products (Matt et al., 2015).

Historically the digital transformation of the retail sector has been incremental with the
arrival of different technologies. Watson (2011) gives a historical overview in his article. The
digital transformation that started in the 1960s-1970s consisted of an increased economic and
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information power that was made possible due to technologies such as barcode technology
scanning systems and purchase systems that continued to be developed in the following
decades. With these technologies sales could be better organized and analyzed. It also
allowed stores to manage bigger sales areas, a bigger offering of products and networks of
sales points. Further IT developments increased automation in retail and also the productivity.
These technologies allowed retailers to build new strategies around the supply chain and
management of loyalty programs. New business opportunities and complementary services
were also developed. The other big digital transformation in retail is the arrival of the internet
and mobile technology. E-commerce is increasing which is transforming the retail landscape.
The number of retail business models has also increased and will most likely continue to
increase in the coming years due to the new digital technologies. (Watson, 2011)

2.2.2 Effects of Digital Transformation in the Retail Sector

Digital transformation has transformed the retail industry and there are many big international
companies that have exploited the benefits of the digital transformation to increase their
success. There are several examples of positive effects enabled by the digital technologies
such as increased sales, increased productivity, better availability and innovation both in
products and the way business is conducted (Lehdonvirta, 2013; Matt et al. 2015). These
effects will not only affect the retailers, but also the customers and the suppliers.

The availability of products has increased with the digital transformation, which have had an
impact on companies’ business models, especially the customer channels and key partners.
Anderson (2006) gives the example of Amazon, with more than 3.5 million book titles
available compared to a normal bookstore that has around 100 000. Anderson named this
type of business model the long tail as it offers a large number of products instead of
focusing on a small number of best sales. In his research he noticed that platforms like
Amazon or Netflix had a huge offer, and even though some of the products were more
popular than others, all of the products had some customers. Digital transformation made the
long tail business model possible due to online platforms and global distribution. The key to a
successful long tail business model is to have low inventory cost to be able to stock all
products, and a strong platform. (Anderson, 2006).

E-commerce and other new digital tools have also improved the availability of channels and
delivery means. The demands of the customers have also changed and many Swedish e-
commerce customers want to have fast and flexible delivery options, if possible even during
the same day (E-barometern, 2019). With the digital transformation in the supply chain the
channel distribution can be personalized so that the customer can choose where he or she
wants the product to be delivered (Accenture, 2015). This responds to the first demand of a
flexible delivery. In order to adapt to the customers’ second demand of a fast delivery
physical stores can act as smaller warehouses, as pure distributions centres are often located
outside cities (Accenture, 2015). It is also necessary to work with partners such as pick up
points, distribution partners or other partners in the delivery network (Accenture, 2015).
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Hence, the internet is providing new methods of distribution that has obliged many retail
companies with physical stores to rethink their entire business model (Teece, 2010).

According to Remes et al. (2018), digital transformation may also have a big impact on
productivity in the retail sector. Subsequently, a higher productivity will change the cost
structure of the business model and increase the profit of the company. From a historical
point of view, in the beginning of the digital transformation and the ICT, the productivity
increased in the retail industry. However, due to the sector’s sensitivity to the financial
market, the sales decreased during the financial crisis and when the economy recovered
retailers hired more staff instead of investing in digital technology. With the arrival and
growth of e-commerce there is an increase in productivity over the entire retail sector since
the productivity in e-commerce is two times higher than in physical stores. But the share of e-
commerce is still low in many countries in America and Europe and therefore the global
productivity gains are less apparent (Remes et al., 2018).

Finally, the digital transformation in retail has impacted the communication channels and
increased transparency, both between customer and retailers, between customers, and
between customers and third parties (Hagberg et al., 2016). Products are today examined and
compared more closely online before a purchase (Lehdonvirta, 2013). Through different price
comparison sites, third parties are allowing customers to compare prices easily which may
increase the price war in certain industries (Jung et al., 2014). However, Remes et al. (2018)
claims that the price transparency can also decrease with digital transformation as prices may
be customized through the use of customer data. Further, in a recent study published by the
Swedish Competition Authority (Rudholm & Lindgren, 2019) results showed that even
though the search cost for homogenous products sold on e-commerce and price comparison
websites decreased, the price dispersion often remains high. The explanation for this
phenomenon can be summarized into three reasons (Rudholm & Lindgren, 2019). First, many
customers will not purchase from the cheapest e-commerce actor. Secondly, different e-
commerce actors may propose different levels of services. Finally, there is a difference
between the well-established e-commerce incumbents that will propose relatively stable
prices during a longer period and the smaller new e-commerce actors that will enter the
market and keep low prices for a shorter amount of time until one of the bigger actors
respond to the market entry.

As communication with customers is easier and faster with the digital transformation, the
relationship between retailers and customers has also changed (Hagberg, 2016). Customers
are more involved in the creation of value, also called co-creation or co-production (Sorescu
et al., 2011; Lehdonvirta, 2013). With the development of new digital tools customers are
performing activities that earlier were done by retailers. For example self-check-out is getting
more popular with new technical solutions (Sorescu et al., 2011). Lehdonvirta (2013) argues
that with the digital transformation the power of the customer against retailers has increased.
With the transparency of information and a facilitation of communication between previous
customers and potential customers, retailers must take care of their customer relationships in
order not to get a bad reputation or negative reviews on the internet (Lehdonvirta, 2013).
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2.2.3 E-commerce and Omnichannel Retail

When it occured in the end of the 1990s, e-commerce was one of the biggest innovations in
the retail sector. When the research in e-commerce started to carry out, the concept of multi-
channel retailing emerged, defining when a retailer sold its goods through several channels,
but the channels were still separated. This term gradually became “omni commerce” as
customers were moving more easily between online, mobile devices and physical stores
(Watson, 2011; Piotrowicz & Cuthbertson, 2014). Terms as showrooming (when shoppers in
physical stores simultaneously search for information, extended offer and comparing prices
on their phones), and later webrooming (when customers search information online and then
buy offline), give an image of how channels are used interchangeably (Verhoef et al., 2015).
Most traditional retail companies have followed this trend and expanded their business into
several channels, proposing their customers different contact and sales points (Sorescu et al.,
2011).

Omnichannel retail

According to the definition by Neslin et al. (2006) a channel is a customer contact point or
medium through which the customer and the company interact. With an omnichannel
business model retailers will thus be present in several channels and they will have to manage
the consistency through the channels and create a seamless experience for the customer
(Shankar et al., 2011; Piotrowicz & Cuthbertson, 2014). The frequently cited research by
Verhoef et al. (2015) divides the research of multichannel and omnichannel retail into three
different streams: (1) Impact of channels on performance, (2) Shopper behavior across
channels and (3) Retail mix across channels.

The impact of channels on sales performance include both the impact of online sales on
physical stores sales and the impact on sales when online players open a physical store. The
addition of an e-commerce channel is a well-researched phenomenon and many traditional
brick and mortar retailers have developed other sales channels that have increased their
overall sales performances (Sorescu et al., 2011; Hernant & Rosengren, 2017). However,
research is now recently also expanding to the opposite; when an online retailer open a
physical store. While there are many advantages with online shopping such as efficiency, no
geographic constraints, transparency and availability, brick-and-mortar retail also has
advantages over online shopping. Underhill (2009) claims that online shopping is more for
the planned purchase of goods while store shopping brings a more emotional aspect with a
more sensual shopping experience. In E-barometern (2019) reasons to why physical stores
are still more popular than online sales in Sweden are: a direct acquisition of the purchased
items, a more fun experience, and the possibility to see, touch and try the product assortment.
It could thus be a strategy for online retailers to open a physical store to increase the sales.
Pauwels and Neslin (2015) investigate the effects on revenue growth when adding a brick-
and-mortar store as a purchase channel. Their findings show that while there might be a small
cannibalization effect between the different channels the overall revenue effect is positive.
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Piotrowicz and Cuthbertson (2014) explain in their article how the integration of the online
and physical store channels can be done through real store examples. Many retailers are for
example proposing their customers click and collect orders: orders made online but collected
by the customer in the store. Free returns and exchange of online orders in the physical stores
is another example of how retailers can mix the channels. Other solutions have been
developed in order to push online sales directly in the store. Some retailers are providing
kiosks in the stores to enable customers to see and order the entire online assortment.
Furthermore, staff may also use more digital tools when interacting with the customers.
According to the authors, physical stores seem to have some difficulties in integrating the
new digital solutions as the traditional store layout is designed to present the product
assortment rather than to enhance the customer experience through innovative solutions
(Piotrowicz & Cuthbertson, 2014).

Earlier literature has focused on both different new technical phenomena in omnichannel
retail and different strategic implications. Brynjolfsson et al. (2013) found that omnichannel
retailers should avoid going into price wars and focus too much on pricing, as it will only
lead to lower margins. They suggest a higher degree of differentiation in the retailers’ offer so
that the prices will not be directly compared to other retailers. They also suggest retailers to
create an exclusive offer through product development or innovation so that they can offer
customers something that they cannot find anywhere else. Brynjolfsson et al. believe that the
omnichannel environment will push retailers to work closer to manufacturers in order to
create more exclusive collections. Sorescu et al. (2011) also discuss exclusivity as a way to
have a higher turnover of inventories and smaller batches that need to be marked-down
during the sales period. However, Sorescu et al. (2011) claims that exclusivity in all products
is very hard to achieve in the retail industry so companies must not only concentrate on what
products are sold but also on how they are sold.

Multi-sided Digital Platforms and Co-opetition

Multi-sided digital platforms (also called marketplaces) are defined by Osterwalder and
Pigneur (2010) as platforms that bring together several customer groups and create value by
facilitating interactions between these different groups. The platform’s value will increase
with the growth of users, also called the network effect. Multi-sided platforms are digital
retail business models that would not have existed without the internet (Porter, 2001;
Hénninen et al., 2018). Even though several of the world’s biggest retailers such as Amazon
and Alibaba are examples of multi-sided digital platforms, there is not much research on the
topic today (H&nninen et al., 2018).

Hénninen et al. (2018) explore the impacts of multi-sided platforms on the retail sector and
present four main findings of their research. First, the transaction logic is changing as
suppliers are composing one of the main assets of the platforms, and their performance must
therefore be managed more closely by the platform owners as it may affect the customers’
perception of the entire platform. Secondly, the platform creates a customer lock-in with
horizontal integration proposing a seamless digital ecosystem of value-adding services.
Thirdly, while traditional retail is more focused on the supply chain, multi-sided platforms
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gain their competitive advantage through the collected data. The transaction data is the key
factor that differentiates the platform from retail incumbents, as they have a better knowledge
about their customers and this knowledge can be used by algorithms to create a personalized
shopping experience for the customer. Finally, the loyalty programs and the social
interactions between different consumers that these platforms provide create supplementary
customer value. In order to stay competitive, multi-sided platforms exploit these four
elements aiming to increase the value for customers to convince them to continue purchasing
through the platform rather than through the supplier (Hanninen et al., 2018).

The interaction between the different players on multi-sided platforms has completely
transformed the relationship between different retail actors. Brick-and-mortar retailers that
are usually competing with the platforms may collaborate and launch their own store front on
the platform. This phenomenon is called co-opetition, “a simultaneously collaborative and
competitive relationship, which takes place between two or more firms within the same value
chain position, that is, between horizontal actors” (Ritala et al., 2014, p. 237). Ritala et al.
(2014) also identify the main generic drivers for co-opetition: to increase market shares, to
decrease operating costs by using resources more efficiently or to improve the positioning
compared to other competitors in the market (Table 5).

Table 5: Drivers of co-opetition

Business model | Resource-based drivers for coopetition Coopetition-related business model

emphasis specifics in value creation

Increasing the Expanding the size of the current markets Value can be created by utilizing the

size of the through leveraging on the synergies between | competitive position between firms to

current markets | competitors' complementary resources and identify and pursue opportunities for
sharing market expansion costs. market expansion

Creating new Creating new markets through finding new | Value can be created by utilizing the

markets places for value creation with the help of competitive position between firms to
differentiated, complementary resources of | identify new market creation opportunities
competitors, and decreasing market and ensure the creation of new markets by
uncertainty. providing broad-based, unified platforms

and offerings to customers

Efficiency in Increasing the efficiency of a certain part of | Since they are situated in the same phase

resource the value chain through joint utilization of of the value chain, competitors can create

utilization complementary and supplementary value by sharing and combining resources
resources and capabilities to increase the efficiency of their basic or

standardized activities and leveraging their
differentiated resources elsewhere

Improving the Improving the relative value of resources Value is created by finding opportunities
firms' held by the firm and its competitors by co- to differentiate the offerings of firms
competitive opting other rival offerings, firms, and utilizing the coopetition-based business
position networks model

Source: Adapted from Ritala et al. (2014)
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2.2.4 Digital Maturity and Digital Ecosystems

In order to understand how well digital transformation has been integrated in a company,
Weill and Woerner (2015) proposes four different business models in the new digital era
based on how well they want to know their customers and to what extent they want to control
the value chain (Figure 2). Many retail companies are today working with an omnichannel
business model; managing sales through several channels and investing heavily in knowing
their customers’ behaviour. In order to stay performant, bigger companies need to work
closer with suppliers, customers and sometimes even competitors and thus move towards
becoming an ecosystem driver (Weill & Woerner, 2015).

Ommichannel business Ecosystem driver
= “Dwns" customer relationship = Provides a branded platiorm
= Muliproduct, multichannel = Ensures great cusiomer expeniance
Cuslamer exparience tomeet life * Plug-and-pley third-party products
Complete Sk . = Customer knowdedge from all data
= Intogreind ke chin = Matches customer needs with
Examples: banks, retailars prowiders
= Extracts “rents”
Knowledge Example: Amazom
of end
CoRsumer Supplier Modular producer
= Salls through another company * Plug-and-play product'senice
= Potential for loss of power = Ablie to sdapt to eny ecosystem
= Skills: lowe-cost producer, = Constant innowvation of
Partial mncremental innovation product'senice
mrerual fumd wia broker
Value chain Business Ecosystem
de=ign

Figure 2: Four different business models for the new digital era
Source: Weill & Woerner (2015, p. 29)

A business ecosystem (also called a value network) is pushing the limits of the focal
company to its entire network. It includes not only the company itself but also its suppliers,
the customers and the complementors (Adner & Kapoor, 2010). Business ecosystems are
important in the digitization age as it can increase profit for the company and also the value
around a technology (Chesbrough & Rosenbloom, 2002; Weill & Woerner, 2015). In a
business ecosystem the companies are linked together. This can increase the number of
available complementary products, which can lead to increased network effects on the sales
of the products (Chesbrough & Rosenbloom, 2002). Another important aspect in digital
ecosystems is the knowledge of the customer behavior that the company has access to (Weill
& Woerner, 2015). For example the digital ecosystem of Amazon is providing a large offer
for its customers of different products from different suppliers and at different prices. In
return Amazon knows exactly what the customers buy, what products they are interested in
and how their habits change. This is a big advantage compared to a traditional brick-and-
mortar store (Weill & Woerner, 2015). Business ecosystems are also enhancing the
innovation environment as different companies with different core competencies can work
together in order to create new business models (Adner & Kapoor, 2010). According to a
study performed by Weill and Woerner (2015) companies with ecosystem drivers are
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growing faster and have higher margins than their competitors. However, working in an
ecosystem also implies a certain risk as focal companies are dependent of their suppliers and
complementors. (Adner, 2006).

Incumbents in particular, have a difficult position in the process of digital transformation and
when evolving to a more digital mature level. The digital transformation may impact
incumbents negatively as they are threatened both from digital entrants launching new
innovative business models, and other incumbents that try to adapt their business and
therefore creating a more fierce competition (Bughin & Van Zeebroeck, 2017). However,
previous research claims that incumbents should have a more aggressive digital strategy to
cope with the difficult position (Matt et al., 2015; Bughin & Van Zeebroeck, 2017). It is
especially important in industries that are more digitally advanced, because the more a sector
is digitally advanced, the bigger is the negative impact on an incumbent that is not reacting to
the digital transformation (Bughin & Van Zeebroeck, 2017).

2.2.5 Barriers to the Digital Transformation and Omnichannel Retail

Even though digital transformation has numerous advantages for companies, there are also
several barriers to digital transformation. Fitzgerald et al., (2013) find that many high
management teams do not feel the urge to transform quickly and many companies lack a
vision or a strategy to implement new tools or processes. They further describe that there are
several reasons to this lack of urge as the cost is often high due to limitations of current IT
systems or necessary investments in new technology. There may also be a conflict between
the manufacturers or suppliers and the retailers (Shankar et al., 2011). Many digital tools
requires a compatible IT solution through the supply chain and incitament to change might
not be sufficient if the manufacturers or suppliers do not support the same solution as the
retailer. Finally, management has problems of finding successful KPIs for digital
transformation, both internally and for suppliers (Shankar et al., 2011; Fitzgerald et al.,
2013).

When e-commerce first arrived in the end of the 1990s, the expectations were very high as at
it was considered one of the most radical innovations in retail ever. However the trend of the
retail industry since then was rather a huge expansion in physical warehouse stores and malls
and it took some time until e-commerce could actually exploit its potential (Hortagsu &
Syverson, 2015). According to Brynjolfsson et al. (2018), this delay is due to the difficulties
retailers faced when trying to adapt their business models to handle e-commerce, as this
transformation demanded big investments and changes that the incumbents’ infrastructures
did not support.

While many companies today seem to have understood the importance of e-commerce in the
future, omnichannel retail companies also face several challenges. According to Piotrowicz
and Cuthbertson (2014), many companies today handle the different channels separately as
different departments with different managers, sometimes even competing against each other.
As price transparency has increased with the digital transformation, this will create
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inconsistency in the channels in for example price and assortment which might have a
negative impact on the customers’ perception. Piotrowicz and Cuthbertson explain that
managing the different customers and their preferences for the level of digital interaction is
difficult. As the society is going through a period of transformation, “digital natives” that
have grown up with digital tools will not have the same requirements as traditional shoppers
and it is therefore important for retailers to manage digital transformation in store without
creating barriers for traditional shoppers (Piotrowicz & Cuthbertson, 2014).
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3. Method

The chapter provides a detailed explanation and motivation of the methods used to collect
and analyze the data. First, the choice of an exploratory single case study as a research
approach is presented and discussed. The research process is further outlined. Secondly, the
data collection methods used are presented followed by the analysis methods. Lastly, the
quality of the research is discussed.

3.1 Research Approach

This thesis aims to investigate the changes in retail business models due to digital
transformation. Although retail transformation has been a widely researched topic, research
concerning the change of business models is limited. It is therefore suitable to perform the
study from an exploratory perspective with an inductive approach (Eisenhardt, 1989; Yin,
1994). The choice of the exploratory method is supported by the investigative purpose of the
thesis. It has also the advantage of flexibility and adaptability to change as the focus of the
thesis will narrow down as the research progresses (Schvaneveldt & Adams, 1991).

The thesis is based on empirical data from a single case study. According to Siggelkow
(2007) a single case study can contribute to existing theory by identifying current research
gaps and beginning to fill them. The choice of a single case study is therefore coherent due to
the lack of previous research on the topic. Furthermore, a case study is a strategy to be used
when the phenomenon is linked to a real life-context, especially when the boundaries
between the phenomenon and the context are not evident (Yin, 1994). This is the case in this
thesis, as business model change in the retail sector due to digital transformation is a current
phenomenon where the impact of the context is not clear. Finally, the single case study
enables a deeper understanding of a complex research problem and allows the researcher to
gain a more detailed knowledge of the issue (Yin, 1994). As the studied phenomenon is
complex with several actors (retailers, customers, suppliers and service providers) and
including different fields of research (business models, business model change, digital
transformation in retail, etc.) the single case study is considered as an appropriate method for
conducting the thesis.

According to Yin (1994) an exploratory case study does not have stated hypothesis but rather
a stated purpose. The success of exploring this purpose will be measured by a unit of analysis
which defines what the case is. Zott and Amit (2013) suggest that the business model can be
used as a unit of analysis of business performance. Teece (2010) is more sceptic about using
business model as a unit of analysis as he considers that the correlation between business
performance and business model choice is context dependent and there is not enough
research of the topic. But it is important to understand that models are always simplifications
of reality as they would not be useful and generalizable if they were as complex as reality
(Siggelkow, 2007). Therefore the business model will be used as a unit of analysis.
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Trimi and Berbegal-Mirabent (2012) suggest different tools to analyze a company’s business
model: the Open Business Model (Chesbrough, 2006), the BMC (Osterwalder,& Pigneur,
2010) the Customer Development Model (Blank, 2013) and the Lean Start-up (Eisenmann &
Ries, 2012). The BMC has been chosen as the tool to be used in this thesis due to several
reasons. First, it is one of the most popular and accepted tools to analyze a company’s
business model (Trimi & Berbegal-Mirabent, 2012; Massa et al., 2017). Secondly, it has the
advantage that it is represented by a simple model which makes it easy to show the different
changes from one business model to another. Finally, it is a tool that can be used by different
typep of companies: market entrants or incumbents, traditional or innovative companies, and
companies in all different industries (Osterwalder,& Pigneur, 2010).

3.2 Research Process

The research has been conducted during a period of five months. The research process has
been illustrated in Figure 3. The different phases of the research process are explained more
in detail below. However, as the study is conducted through an exploratory perspective, the
research process is flexible. This means that results guide the process as the research
progresses (Eisenhardt, 1989). Many of the different phases have therefore been performed
iteratively rather than in a linear timeline.

Figure 3: Research process

Data
analysis

Literature review

Data
collection

Pre-study * Main case study \ Analysis

3.2.1 Pre-study

During the initial state of the thesis, a pre-study was conducted with the purpose of
identifying a research gap within the chosen research topic - business models in retail. A first
phase of the literature study was conducted to find earlier research in this research stream. In
parallel, some unstructured interviews with senior management members in Company X were
conducted in order to better understand the current context of the market and Company X.
When a suitable research topic was found, the first draft of research questions was edited and
appropriate methods and necessary delimitations for the realization of the thesis were
discussed both with Company X and the thesis supervisor appointed by KTH.

3.2.2 Literature Review

In addition to identifying a research gap, a literature review was conducted to increase the
understanding of the different research areas and to critically evaluate earlier findings on the
topic (Collis & Hussey, 2013). Since the research question of the thesis primarily concerns
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two main different areas of research: business models and digital transformation in retail, the
literature review focused on research both on the two streams separately, as well as the
research concerning business models and digital transformation in retail. Literature regarding
other related research topics such as business model change, innovation and e-commerce
were also investigated. The full list of keywords used for research can be found in Table 6.
The main research databases used were KTH Primo and Google scholar. Most of the research
consists of articles from reviewed papers, but some news article, books and research papers
from Swedish institutions were also used.

Table 6: Keywords used for research

Business Model Digital transformation | Business model and
in retail digital transformation in
retail
Keywords | Business model Digitization in retail Digital business models
Business model Digital transformation | Retail business models
innovation ) ) )
ICT retail Omni channel business
Business model change o ] model
Technical innovations
Business model retail Digital maturity retail
dynamics ) ) )
Innovation retail Business model
Business model innovation in retail
_ E-commerce business
Business model canvas | Multi-channel model
commerce
Omni channel

Even though the majority of the time consumed on the literature review was in the first phase
of the research process, the theoretical chapter was complemented and revised through all
research stages.

3.2.3 Main Case Study

The main case study was conducted at Company X to answer the research questions in the
current company context. The case company was chosen due to its position as an incumbent
retailer who is facing challenges due to the digital transformation. Company X in Sweden is
currently exploring how the business model can be transformed in order to respond to digital
transformation, which corresponds to the purpose of this thesis. As the strength of a single
case study is the amount of detailed information that can be collected (Yin, 1994), different
data has been collected during the entire research period. The rather small size of the
management team of Company X made it possible to clarify statements, have additional
rounds of unstructured interviews, and participate in meetings and workshops regarding
different topics linked to the business model.
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The structure of the main case study aiming to answer the research questions stated in the
introduction can be divided into four steps:

Step 1: Describing the current business model of Company X.

Step 2: Investigate the possible changes in each of the nine building blocks of the
BMC due to innovation, digital transformation and other retail trends.

Step 3: Identify new business models that can be used by Company X.

Step 4: Analyze the challenges that Company X will face if deciding to implement a
new business model.

3.3 Data Collection

Due to the fact that this thesis is based on a single case study, it is preferable to use several
methods of data collection to be able to further use triangulation for checking the quality of
the findings. This thesis is thus based on a multi-method qualitative study where the primary
sources of data were collected through interviews and participant observation. The data
collected was organized in a systematic way as argued by Yin (1994).

3.3.1 Interviews

When conducting studies of an exploratory nature data collection by interviews is considered
as one of the most logical research techniques (Gray, 2003). Since the information related to
the research question is complex and there is a need of a deeper understanding of the
phenomenon, semi-structured interviews were chosen as one of the main sources of data
collection in this study (Blomkvist & Hallin, 2015). The semi-structured nature of the
interviews allowed the interviewees to expand their answer and diverge into new pathways
that may not have been considered by the interviewer (Gray, 2003). As the interviewees are
given more freedom in their answer, the method will also allow the interviewer to use the
choice of words, emotions and the way the interviewees describe a phenomenon to add
another dimension in the understanding and interpretation of the data collected (Saunders et
al., 2009).

The purpose of the semi-structured interviews with employees at Company X was to be able
to describe the current business model used in the company, to understand the impact and
challenges to the business model due to digital transformation, and to get an insight on what
the employees thought would be the future business model of Company X. As the nature of
the research issue is rather strategic, interviews with higher and mid management team have
been preferred as they have a deeper and more holistic knowledge of the business. An
interview protocol was created and tested before conducting the interviews. Depending on the
role of the interviewee, different elements of the interview protocol was discussed more
closely. For example, the discussions regarding cost and revenue structures were longer with
the CFO and the Financial Controller than with the Web Merchandiser. The interviews were
conducted face-to-face, in English, French and Swedish depending on the nationality of the
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interviewee. Nine semi-structured interviews with a time frame between 30 and 60 minutes
were conducted in total. Notes were taken during the interviews and summarized afterwards.

Some unstructured interviews were also conducted to complement the data collected from the
semi-structured interviews. The unstructured interview is the most open-ended interview
technique and is more flexible about what direction the interview might take (Gray, 2006).
This method was used several times during the collection period in order to find new paths
and ideas. The unstructured interviews were generally shorter than the semi-structured
interviews. Notes were not taken during the interview, but summarized afterwards. The
disadvantage of this method is that the interviewer may steer the interview in a wanted
direction and the data collected is very hard to analyze (Gray, 2016). This is avoided by using
multiple sources of data collection and triangulation during the analysis of data.

Table 7: Semi-structured interviews at company X

Interview | Role Seniority Date Length
1 CEO 26 years 8/04/2019 55 min
2 CFO 14 years 10/04/2019 40 min
3 Commercial Director 15 years 28/03/2019 60 min
4 Expansion Manager 9 years 10/04/2019 45 min
5 Project Leader 7 years 29/03/2019 45 min
6 Store Manager 8 years 5/04/2019 60 min
7 Department Manager 4 years 14/04/2019 35 min
8 Business Controller 4 years 16/04/2019 35 min
9 Web Merchandiser 1 year 14/04/2019 30 min

3.3.2 Participant Observation

Participant observation is a data collection method that has been less used in management and
business research than for example in sociology or anthropology. However, the method has
the potential to be used as a valuable tool for management and business research as well,
especially when it is used in combination with other methods (Saunders et al., 2009). The
purpose of the participant observation was to get a deep knowledge of Company X, its
current business model and the challenges it was facing. The author of the thesis is what Gray
(2006) refers to as a practitioner-researcher. A practitioner-researcher is an employee who
undertakes a research mission for the organization. Since being a part of the organization the
practitioner-researcher has a deep knowledge of the structure, history, culture, strengths and
weaknesses of the organization (Gray, 2006). The practitioner-researcher can thus understand
the context of the organization faster, access internal company data easier and provide a
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deeper perspective of the case study. The disadvantage is however that the practitioner-
researcher may be influenced by the organization’s culture and may have difficulties in
considering different approaches and new solutions (Gray, 2006). There is also a possibility
that the study will be biased due to the double role of the practitioner-researcher (Saunders et
al., 2009). In order to avoid bias during the collection and analysis of data, exchanges
concerning the findings were held with employees from Company X and the supervisor from
KTH.

3.3.3 Internal Documentation

During the research period access was granted to numerous internal documents, presentations
and multimedia that were used in all phases of the study. This data was mainly used to
understand the current business model of Company X. Financial documents were used to
understand the cost and revenue streams of the company. Furthermore, documents regarding
the commercial policy and commercial actions of Company X were used to better analyze
customer relationships, customer segments and customer channels.

Another purpose of using internal documentation was to discover different innovations and
business model changes that have been tested by Company X in other countries. These tests
provided inspiration for how the company could manage to adapt its business model locally
to stay competitive in the respective country.

3.4 Data Analysis

A widely used analysis procedure for qualitative research methods was developed by Miles
and Huberman (1994) and consists of three different steps: (1) reducing the data, (2)
displaying the data and (3) drawing conclusions from the data and verify the validity. The
three steps should be conducted several times in parallel before, during, and after the data
collection like illustrated in Figure 4.

Figure 4: Data analysis model
— T

Data

l\”i ™

[ata
Collection

Conclusions:

Data

Reduction Drawing/verifying

Source: Miles and Huberman (1994, p. 14)

As interviews from a single case study will result in big amounts of qualitative data, it is
important to organize the data in a structured way (Yin, 1994). Reduction of data does not
mean to ignore data but rather to find relationship between different data collected and to
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discard data that is currently unusable (Collis & Hussey, 2013). Data reduction was done
continuously as data from interviews and observations were sorted into different categories,
also known as coding. The purpose of coding is to analyze and reduce a large amount of data
to make it easier for the researcher to organize and build theory from the data (Cope, 2010).
The categories were updated continuously as findings impacted the path of the study. As the
BMC is used as an analytical tool of business model change, the nine building blocks of the
BMC constituted the first categories of codes. The illustration of the BMC, explained in
section 2.1.3 also contributed to the detextualization of the data which is one of the main
features of data reduction according to Collis and Hussey (2013).

The second step in Miles and Huberman (1994) model concerns the display of data.
According to the authors, displaying data is important because the data collected is
systematically summarized so that conclusions can be drawn. In the thesis, the nine different
building blocks of the BMC identified by Osterwalder and Pigneur (2010) are used as a
matrix to summarize the findings. The BMC is also used to draw further conclusions of the
future business model and its patterns, which is the third step of the analysis process of Miles
and Huberman (1994).

3.5 Research Quality

According to Yin (1994), the evaluation of the quality of an exploratory case study can be
done in terms of three different criteria: validity, reliability and generalizability.

3.5.1 Validity

The validity of the research describes how well the methods measures what the researcher
wants to measure (Collis & Hussey, 2013). Threats to validity include for example faulty
procedures, poor sampling or misleading measurement (Collis & Hussey, 2013). Case studies
are more susceptible to validity risks than quantitative studies, because the instruments can be
biased by subjective judgements (Yin, 1994). Yin proposes three approaches to ensure
validity in a case study: (1) use multiple sources, (2) establish a chain of evidence and (3)
have key informants review the draft report. Due to the practitioner-researcher status of the
researcher, it is important to be aware of the possible challenges to obtain validity.
Consequently all of the measures proposed by Yin have been respected in the thesis to avoid
a subjective bias. Multiple sources and triangulation have been applied by simultaneously
using several sources of data collection and the findings were continuously discussed with
key informants at Company X and the supervisor appointed by KTH.

However, there are several challenges to validity. First, the issue with the basic definition of
validity (mentioned earlier in the section) is that the intent of qualitative case studies is not
necessarily to measure something and therefore validity is not applicable (Eneroth, 1984).
Furthermore, Stenbacka (2001) argues that to create validity in a qualitative study the
phenomena may be correctly understood only if the informant is part of the studied area and
that he or she can speak freely. The author therefore suggests to use the data collection

29



method of non-forcing interviews with key informants, which has been respected in the
thesis.

3.5.2 Reliability

Reliability indicates to what extent the study can be repeated and reach the same results and
conclusions (Yin, 1994; Collis & Hussey, 2013). Reliability is important when evaluating the
quality of the research. It helps to ensure that the study is not biased, and that the result would
be the same if another investigator followed the exact same procedure (Collis & Hussey,
2013). According to Yin, there are some actions that can be taken to ensure reliability. First
of all, a draft of the study report should be reviewed by the key informants. This have been
the case as findings have been discussed with the management team at Company X.
Secondly, a research database, accessible for future investigators, should be created with all
notes and documents used for the study. A database with all collected data and protocols
exists but is not accessible for other researchers due to the sensitive data linked to Company
X’s performances.

The increased use of qualitative methods in research has changed the traditional interpretation
of reliability as criteria of research quality (Golafshani, 2003). Due to the qualitative
approach of the thesis, it seems complicated to obtain full reliability. Some scholars are even
arguing that reliability should not be considered as a criteria to measure the quality of
qualitative studies as the methods used in qualitative studies are unique for each researcher
and therefore it is impossible to recreate the same results (Stenbacka, 2001). Furthermore,
since much of the data is collected through semi-structured interviews or observations, it is
not possible to guarantee that the results may be identical if repeated. Depending on the
person’s mood and current work task, one may not say the same thing if the interview is
repeated. Similarly, for the participant observation it is not certain that the same actions will
be repeated and observed in the future.

3.5.3 Generalizability

Generalizability, or also referred to as external validity, describes how well the findings of
the case study can be extended to other cases or settings (Collis & Hussey, 2013). Even
though the case study is widely used among scholars, the case study approach is not
universally accepted as reliable, objective and legitimate (Yin, 1994). The main reason is the
difficulty of generalizing theory from a specific case. Single case studies can never obtain
statistical generalizability, but, according to Yin (1994), detailed deep single case studies can
achieve analytical generalizability. Analytical generalizability is a generalization from
empirics to theory. Due to the choice of a single case study and the time frame of the
production of this master thesis, the generalizability must be considered as low. However,
measures have been taken to significantly add to the already existing findings in the studied
area and to reach some level of analytical generalizability. For example, the case company
has similar characteristics as many other retail companies that are facing the same issue. As
argued by Blomkvist and Hallin (2015), the case study has also been rigorously described so
that the reader can assess the reasoning behind the discussion of the findings.
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3.6 Ethical Considerations

Due to the qualitative nature of the study a great concern has been taken to respect and
correctly present the opinions of the informants that have been participating in the study, both
during interviews and through participatory observations. The ethical considerations
proposed by the Swedish Research Council (2017) have been respected throughout the study.
The purpose of the study has been presented to all the participants. The participation of
informants during interviews has been voluntary and consent was given before the collection
of data. All the interviewees are presented anonymously and all data collected during the case
study was treated with confidentiality.
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4. Empirical setting

The chapter sets the scene of the case study with an explanation of the current business model
of the company. First, the company’s format, activities and governance are analyzed. The
digital transformation of the company is then described. Finally, the current Business Model
Canvas of the case company is illustrated to provide a unit of analysis of the current state of
the case company’s business model.

4.1 Retail Format, Activities and Governance

As suggested by Sorescu et al. (2011), the current business model of a retail company should
always be evaluated through three core elements: retailing formats, activities and governance.
While the BMC will be used as the main unit of analysis, the core elements of the model of
Sorescu et al. will be used to present Company X from a global holistic perspective, before
presenting a more detailed view of Company X in Sweden through the BMC. The retail
business model of Sorescu et al. will also be used in order to ensure the validity of the
analysis when used in the retail sector. Sorescu et al. further argue that the linkage between
the three core elements is important to consider when analyzing the value creation of the
company.

4.1.1. Retail Format

An important change in the retail industry during the 1960s was the delocalization of stores in
commercial zones outside the city centers. This phenomenon, made possible due to the
generalization of car ownership and better infrastructure, occurred in several countries both in
the US and Europe. (Niemeier, 2013). The strategy of both hypermarkets and category stores
who installed their stores in these retail parks was to have a bigger offer and to be able to
propose lower prices (Niemeier, 2013), something that was made possible as the stores could
be bigger and easier to access, contrary to the stores in the city center. Company X was
created adapting with this strategy, and their first stores were big category niched stores in
retail parks that were easily accessed by car.

The choice of retail format was thoughtfully linked to the target customer segment: families.
During a long time in the company’s history, all expansion projects with new stores had two
requirements: a parking and toilets. The parking was necessary so that customers could
access the store easily with their children as there was no need to look for parking or walk
long distances. The stores also offered the opportunity for customers to test their products
before buying which made the stores a real family destination during the weekend, therefore
the need of toilets (Interview 4, 2019).

The strategy of big retail formats was also a key in the pricing strategy (every-day-low-price)
and the cost management of the company. Since the stores were big with an important sales
turnover, there was a possibility to optimize a lot of tasks in order to increase the
productivity. The sales layout and information available about the products were carefully
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developed in order to allow the customer to buy his or her own products without the help of a
sales assistant. Furthermore, the store furniture is standardized for all stores and very simple
(Interview 6, 2019).

4.1.2 Activities

While the main activity of the company is the sales through stores and web, Company X is
also controlling an important part of their supply chain. Company X’s private label brand
strategy with the design and production of its own products started early in the history of the
company and is today one of the key activities in the global company. Company X own
several brands that produce products that are exclusively sold in Company X’s stores and
websites. The last years the company has decided to strengthen this strategy and while there
are still some products from external brands sold in the company’s stores and websites, the
company has on a global level decided to decrease the percentage of these products and, in
the long run, completely stop commercializing them (Interview 2, 2019).

The logistic organization of Company X is also adapted to the business model of the
company. Instead of keeping extra stock in a warehouse area behind the store company X
managed their stock replenishment daily from regional warehouses where the square meter
cost is lower. The stores can thus use all their more expensive square meters in the retail
parks for sales.

4.1.3 Governance

Company X is controlling a big part of the supply chain. Many of the relationships that other
retailers have with external suppliers are thus managed internally in Company X. By using a
strategy of internal recruitment, many of the leaders of the company started working in the
stores (Interview 2, 2019). They might therefore have a better understanding of the needs and
processes in the stores. The company is also developing most of their own IT solutions both
for e-commerce and digital solutions for the stores. A large part of the logistic network of the
company is also operated by the company itself as well as purchasing of material and
products (Interview 6, 2019). As many of the key actors performing key activities (design,
production, purchasing, logistics, etc.) in Company X’s business models are internal, they
might have a stronger incentive to fulfill their commitment to the retail part of the company.

While the company was strongly centralized in the beginning of the global expansion in the
late 1980s and 1990s, some years ago the decision to decentralize was taken and many
strategic decisions are now taken locally on a country level. Countries may subsequently
adapt the business model to be performant in the local market. New business models have
therefore been developed in different countries, with different store formats, different
customer channels and strategies concerning for example the online business.
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4.1.4 Conclusions of the RBM

The conclusion that can be drawn from the analysis of the three core elements of the RBM
applied on Company X is that all elements are connected to the low cost strategy of the
company. The vision of Company X is to make their products accessible to the many at a
much lower price than what is currently available on the market, which is therefore coherent
with this conclusion. Several aspects, such as the format of the stores and their localization,
the organization of the supply chain and increasing the number of private label products are
means of cost reduction and use of scale of economies. It is also clear that the physical store
is still in the center of attention of the company.

4.2 Digital Transformation in Company X

Company X started as a traditional brick-and-mortar store but has always tried to adapt to the
current trends in the retail market. The company adapted quickly to the digitization of flows
and very early they adopted the RFID (Radio-frequency Identification) technology that is
now implemented in the entire supply chain. With the RFID technology, each product has a
magnetic tag where information can be stocked. The tag can then be read by different readers,
for example when doing inventory or in the cash tills. For e-commerce the situation was
different and the company did not adopt this digital solution as fast as RFID, as the company
put most of the attention on their physical stores (Interview 1, 2019).

4.2.1 E-commerce and Omnichannel Solutions

Company X has e-commerce platforms in most of the countries they are operating in.
However, not all countries have the same e-commerce IT solution as the company has
developed six different back-office IT solutions for the e-commerce platforms. The company
still has a relatively low global rate of e-commerce, around 10% in most countries, but in
some countries such as the Netherlands, Germany and Sweden it is over 20% (Interview 2,
2019). One of the interviewees (Interview 9, 2019) explains that the IT system is causing
difficulties as it is complicated to integrate external solutions, for example for transport and
payment. The informant also means that the long lead time from Company X’s European
warehouses is impacting the performance of the e-commerce of Company X in Sweden as
many Swedish retailers in the sector are delivering their e-commerce orders from Sweden or
Scandinavia.

“A couple of years ago the top management started to talk about omnichannel
business. [...] In the beginning we did not really do anything about it, it was just
some extra turnover that we discovered at the end of the month, but since then we
are working more and more to increase this type of purchases, with a clear strategy
on a store level.” (Interview 6, 2019)

The informant explains that since he started to work in the store five years ago, many digital
solutions have been introduced in the store, for example click and collect orders, digital
screens and kiosks to discover and order all the product offer, and technical solutions using
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RFID so that customers can easily get access to price or product information. The informant
explains that in order to encourage the stores to promote omnichannel solutions, the company
decided to integrate a part of the online sales that can be retrieved to the store, for example
kiosk orders or click and collect orders delivered to the stores, in the store’s sales turnover.
The impact would be that the margin would be registered for each individual store, so that the
store could invest or improve its result. However, many of the digital solutions are not fully
exploited, as there are often IT software issues, and that new digital solutions or applications
arrive very fast, without any proper training for the store teams (Interview 6, 2019).

According to several informants, the location of the warehouse from where online orders are
prepared is also a problem because the lead time is longer than many competitors’, and it is
therefore hard to convince customers to place online orders from kiosks located in the store
(Interview 6, 2019; Interview 7, 2019).

4.2.2 Digitized Processes

The global Company X has also developed several digital solutions for their processes, both
for stores, logistics and production. The company implemented RFID in an early stage and
has its own RFID research and development team that is working on new solutions. RFID is
implemented in the entire supply chain of company X, and is one of the biggest sources of
efficiency gains in the stores (Internal Document, 2019). RFID is used in the stores for
inventory, to manage the cashing out process and is also acting as an anti-theft system. The
store teams are also working more through mobile phones with different applications through
which they can find information about products, manage the stock and prices, and print
labels. The digitization of tools used by the staff members is increasing the efficiency of the
stores, and also the customer satisfaction, as customer’s can be advised quicker on the sales
floor (Interview 7, 2019).

4.3 Current Business Model Canvas

In order to present the current business model of Company X in Sweden, the nine different
building blocks of the BMC have been investigated and are illustrated in Figure 5.

35



o Value Customer Customer
Key Partners u Key Activities i . . n
¥ y = Proposition Relationship Segments
= Company X = Sales _ = Low price products = Assisted guidance = Mass market
= Transport partner = Customerservice = Innovative products = Selfservice = Price conscious
= Distribution partner | * Supply chain = Big offer in one = Freereturns 1 year customers
= Real estate partners management store
el = Convenience for Customer
Key Resources _ I}
‘“ ¥ families with car **  Channels

= th‘?fl m2 = Company Xstores
= St_arr . * companyX.se
= Website = Spcial media
= RFID
6 Cost Structure é Revenue Streams

= Staff = [T & platform = Stores sales margin

= Rent and building = Service & = Online salesmargin

= Transport maintenance

= Products = Advertising

Figure 5: Current Business Model Canvas for Company X

Key Partnerships

The most important key partner of Company X in Sweden is the global Company X.
Company X is providing most of the products sold in stores and e-commerce, the logistics,
the internal work tools and IT solutions. The global Company X is also financing Company X
business in Sweden. The company has several other partners, such as distribution partners for
e-commerce, transport partners for the delivery of goods from European warehouses, and real
estate partners owning the buildings where the company’s stores are located. However,
compared to the strong partnership with the global Company X, and all internally developed
solutions for purchasing, stock management, logistics, sales and customer analysis tools, etc.
the external partnerships are not nearly as strong as the internal.

“We are locked in our own internal solutions. Even if we would like to we often
cannot change for external solutions or partnerships.” (Interview 5, 2019)

As the informant explains, the strong internal partnership is also complicating the potential of
developing strong partnerships with local partners. IT is often one of the points that are
blocking external cooperation and partnerships as the IT solutions developed by Company X
are not compatible with external IT solutions.

Key Activities

The key activity Company X in Sweden is the sales, both in store and online. As the company
does not have a warehouse or production in the country, these are not activities managed
locally. Other key activities can be the management of store assortment, management of
transport, management of the e-commerce website and customer service.
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Key Resources

The key resources of Company X in Sweden can be closely connected to the sales activities
of the company: the retail square meters of the store, the staff working in both stores and head
office and the online platform for e-commerce. Other resources such as an automated
replenishment system and RFID are also very important as they will increase the efficiency
and therefore lower the costs (Interview 2, 2019; Interview 5, 2019). However, some very
important resources that are lacking for Company X in Sweden are brand recognition and
store notoriety (Interview 2, 2019; Interview 6, 2019).

Cost Structure

The biggest cost pillars for Company X are staff cost, purchasing costs of products from
global Company X, the rent for stores, and the transport and distribution cost. According to
the informant there are two main differences between company X in Sweden and in other
countries that are making it difficult for the company to reach profitability in Sweden. First,
the staff cost is very high compared to other countries and it is therefore very important to
reach a high efficiency in the stores. Secondly, the transport cost is very high as the closest
warehouse is located in Poland, more than 1 300 km away from the closest store in Sweden.
Other costs are linked to the IT infrastructure, advertising costs and maintenance and service
costs for the stores and online platform. (Interview 8, 2019)

Value Proposition

The main value created for Company X’s customer is the broad assortment of technical
products at a low price (Interview 1, 2019; Interview 3, 2019; Interview 6, 2019). The price is
always an important factor for Company X and they aim to have a 20-30% price gap for a
comparable product at a competitor (Interview 3, 2019). Company X also has some
innovative products that can only be found at Company X. Finally the stores and e-commerce
offer a large selection of products in their retail niche and it is therefore possible for the entire
family to find what they need in the same store, which makes it convenient for families as the
stores are easy to access by car (Interview 4, 2019).

Customer Relationship

The customer relationship is centered around the stores and the e-commerce. Customers can
come to the stores to touch and try the products and get personal advice from staff members.
For the e-commerce, they can also contact the customer service team to get assisted help. At
the same time, the visible information about the products, both in stores and online, is very
detailed to make it possible for the customer to make his or her purchase without assistance.
Company X is proposing 365 days free return. The contact with customers is currently
entirely managed by Company X as all sales are done either through Company X’s own
stores or their website.

Customer Channels

As Company X is currently selling products from their private label brands exclusively in
their stores the sales of products are done through the company’s stores or their online
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website. The company is present on social media such as Facebook, Instagram and Twitter to
interact with their customers and to promote different products.

Customer Segments

The product offer of Company X is targeting the mass market with products for men, women
and children, but as company X is aiming to sell products at a lower price than its competitors
the customer is generally cost-oriented. While the e-commerce is available for all, the stores
are located in retail parks outside the city and are therefore more easily accessible for people
with a car.

Revenue Streams

The revenue is generated through the sales margin from online and store sales. Company X
does not currently have other revenue streams in Sweden. The margins on the products are
low and it is therefore important to manage the costs well (Interview 2, 2019).
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5. Findings & Analysis

The chapter presents the findings from the interviews and the participant observations
conducted at the case company. First, findings concerning the omnichannel development of
Company X are presented. Second, solutions for Company X to gain more notoriety in
Sweden are discussed. Finally, the ideas of changes in the building blocks of the Business
Model Canvas are presented and used to create three different scenarios for three possible
future Business Model Canvas.

5.1 The Future of Omnichannel Business

While reports are showing an increasing number of e-commerce shoppers in Sweden (E-
barometern, 2019), many traditional retailers, including Company X, seem to have
difficulties to adapt to the new market situation and to find solutions to efficiently manage
sales both in stores and online. The two channels where Company X currently sells products
are their own physical stores and their own e-commerce. The physical stores currently have
bigger sales than the e-commerce business even though the e-commerce have seen a huge
increase of sales during the last year since the company decided to invest more in the e-
commerce business. This investment is partly due to the belief of the CEO of Company X
that the internet is the future, especially in such a modern country as Sweden (Interview 1,
2019). However, among the senior management team some of the informants seemed more
assured of the concept of physical stores than the e-commerce. As one of the informants
explained:

“We know how to make profitable stores not a profitable e-commerce.” (Interview
4, 2019).

Other informants shared this opinion and further explained that in the history of the global
company, while physical stores have had success in many countries, countries with successful
e-commerce businesses are very few (Interview 2, 2019). The problematics of Company X is
thus that the top management believes that the company needs to develop its e-commerce,
however the traditional stores, in retail parks outside the city, are currently the business
model that Company X knows how to manage.

The interviews with the employees suggest two main directions for further development of
the omnichannel business for Company X: providing an efficient e-commerce with shorter
lead times and adapting the retail format to the digital transformation of the retail sector.

5.1.1 Lead Time is the Key

The e-commerce of Company X will, according to some of the senior managers, be one of the
key points in creating a successful future business model. However, the main problem that
Company X’s e-commerce in Sweden is facing is, according to the informants, the long lead
times from a customer order to delivery. This is a problem that almost all interviewees
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evoked as a reason why people do not purchase from Company X’s website. As the
warehouses from where the orders from the e-commerce are sent are spread around Europe,
with the closest located in Poland, customers will wait between 4 and 12 days to receive their
online orders. While some of the competitors can propose lead times of 2-4 days within
Sweden, the CEO of Company X believes that lead time will need to be improved even more
in the future. He believes that the demands of Swedish customers will most likely change if
the standards of delivery improve, for example by an entry of the e-commerce platform
Amazon in Sweden. He also believes that the trend of other bigger cities in Europe like Paris
where delivery of online orders can be done within a few hours will spread to the bigger
cities in Sweden (Interview 1, 2019).

According to the majority of the interviewees, one of the most important changes in the
current business model of Company X will be to integrate a Swedish logistics partner in the
future business model. If company X could have a part of the e-commerce products already in
Sweden, the lead time for orders would decrease drastically. The possible collaboration with
a Swedish logistics partner would not only benefit the e-commerce customers but also the
stores. One informant working in one of Company X’s stores explains that customers are
becoming more demanding in the store as well. He believes that the mentality of many
customers has changed with more efficient e-commerce solutions in Sweden as customers are
less keen to wait for products that are currently not available in the store (Interview 6, 2019).
Both the CEO and the commercial director believe that product availability, both for stores
and e-commerce, is one of the most important KPI to work on in the future (Interview 1,
2019; Interview 3, 2019). Three different possibilities of decreasing the lead time have been
found (Table 8).

There are many current challenges in order to integrate a Swedish logistic partner. It is not a
possibility to keep 100% of Company X’s offer in a local warehouse as the stock rotation in
the Swedish stores and e-commerce is not high enough. One of the questions would therefore
be what products to keep in Sweden (Interview 3, 2019). Company X would have to make a
choice if they would prefer to have popular e-commerce products or the products with the
best sales in the store stocked in the warehouse. This solution would need to be monitored
closely in order for the stock to have a good stock rotation (Interview 3, 2019). It would also
be a question on how to manage the cost of this stock, and if it would be worth the investment
(Interview 2, 2019). Finally, the biggest challenge to this solution is currently that the internal
IT solution for Company X’s stock management system cannot integrate any external logistic
solutions (Interview 5, 2019). It would therefore be necessary for the company to modify
their current IT infrastructure, which is complicated as most of the IT systems managing
stock and e-commerce are centralized for the global Company X.
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Table 8: Possible solutions for a faster e-commerce delivery

Solution 1 Solution 2 Combined solution
Details Working with an external Using the stores as logistic Working with an external
warehouse that would manage | hubs to pick and prepare warehouse that is created
e-commerce orders. All orders. Orders are sent from informatically as a store. Parts of
processes managed by the stores. the stock management is done by
warehouse. Company X.
Advantages - Efficient - Fast delivery in areaclose to | - Quite efficient

- Correct stock store - Some automation
- Professional - Managed internally - Correct stock
- Automation - Not costly - Could also benefit stores
Disadvantages - Costly - Not efficient - Location of warehouse
- Current IT constraints - Hard to manage stock shared | - Some manual tasks for stock
between store and e- management
commerce
- No automation
- Incorrect stock
Key Partners - Logistic partner - Distribution partner - Logistic partner

- Distribution partner

Delay

Long (IT constraints) Possible during 2019 Possible during 2019

A solution that would be possible in a closer future is to manage a part of the e-commerce
from the stores. Company X is currently working to develop a solution that would make
possible for stores to be small hubs from where e-commerce orders can be picked and sent
(Internal document, 2019). With this solution orders could be delivered to customers in a few
hours depending on the distribution company that Company X would work with to deliver
orders from the stores to customers. There are several possible strategic choices that would
have to be made when implementing this solution (Interview 5, 2019). First, of all Company
X would have to choose the area that stores would deliver to. It would be possible to deliver
to all locations in Sweden, but as an initial step Company X would want to focus on the
closest zone around the store to be able to provide as fast shipping as possible (Commercial
Director). If using the stores as hubs for orders it would not be necessary to integrate a
logistic key partner but rather a distribution key partner in order to ensure that the delivery of
orders to customers corresponds to the promises made by Company X to the customer.

Even though shipping from store could generate more sales (Interview 6, 2019) questions
occur on how to manage the process effectively and what would be the cost of the project.

“The store is a store, not a warehouse [...] ” (Interview 5, 2019)
The informant further develops this statement by explaining doubt about the efficiency of the
project as well as the stock management of the store. As the store welcomes customers every

day the stock reliability is much lower than in a warehouse. Many times, a product that is
available in the store’s informatic stock is not physically available due to sales, theft, loss of
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products or just because someone misplaced the product in the store. This will, according to
the informant lead to unsatisfied customers. The picking of the orders is not very efficient
since the store’s layout is adapted on what is best for the customer and not what is the most
efficient for e-commerce picking (Interview 5, 2019). Another informant is also worried
about the potential decrease of efficiency in the stores, although a higher share of e-
commerce orders should improve the efficiency (Interview 2, 2019). He believes that as the
staff cost is very high in Sweden, the increase in sales with the implementation of this project
must cover the cost of a potential loss in efficiency and the cost of distribution. He further
explains:

“For our e-commerce sent from the warehouse we have to align the transport
prices paid by the customer to the transport prices of the market [...] so very often
we pay more for the transport that we receive from the customer. With a project
like this it is essential that the transport cost is fully covered [..]. Especially since
none of our competitors can offer this kind of service.” (Interview 2, 2019)

One possibility would be to combine the two solutions. If Company X would work with a
local logistic partner and have an external warehouse in the country, it would also be able to
use this warehouse as a local hub from where e-commerce orders could be sent to customers.
In this case, the warehouse would be considered a store in the IT system but operationally
work as a warehouse. The IT integration would be easier to manage and the stock available in
the warehouse would be available for customers to order with a fast delivery depending on
the location of the warehouse. The project would be less costly and faster to deploy since no
major IT developments would need to be done. The stock available in this warehouse could
also be sent to one of the Swedish stores if there would be an urgent need for stock. However,
some of the manipulations would still be less efficient than if the warehouse would fully
work as a warehouse, since the stock management tool used by Company X would be the
same one as for the stores. It would be difficult to have too many product references in this
type of warehouse, because the stock management is manual. Warehouses are also often
located outside the city, which makes it complicated to propose fast and sustainable delivery
methods, for example by bike or electrical scooters (Interview 5, 2019).

5.1.2 New Retail Formats

While the interviews revealed that lead time was considered the main reason to why people
are not purchasing products from Company X online, the reasons why people do not purchase
from Company X’s physical stores are related to notoriety and the retail format. According to
a survey with respondents from Stockholm ordered by Company X in 2017, one of the major
reasons why people who knew company X did not come to the stores was the location of the
stores and the complicated access to the stores (Internal Document, 2017). While the original
store concept was created to be accessible to families with cars, this concept is challenged in
Sweden where many people do not own a car and have to go to the retail parks by public
transport (Interview 4, 2019). This ambiguity is not unique to Company X in Sweden, and in
other countries the global company is already experimenting with different new store
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concepts. Smaller stores in the bigger cities, pop-up stores on the beach or near touristic spots
and digital stores with only screens where you can order products and collect them later, are
all formats that have been or are currently tested (Interview 4, 2019).

According to an informant, it is complicated to know where to open stores because the
current market situation is very unstable. He further explains that many retailers that used to
have several stores in the central parts of Stockholm are closing stores and that the rents are
too high to attract retailers. However, most of the competitors choose to locate in the city
because of the high customer flow. The informant believes however that if Company X was
to open a pop-up or a physical store closer to the city, it would be necessary to adapt the
format to make it look more appealing, especially to the millennials that are used to digital
tools such as screens, easy payment solutions and mobile phones (Interview 4, 2019).

Another reason why people would not visit the stores could, according to some of the
interviewees, be that the stores are not modern enough:

“When I go to XXX (competitor) the atmosphere in the store makes me want to buy
products. [...] our stores look a little bit like a warehouse or a hard discounter [...],
and I'm sure it makes customers doubt the quality of the products.” (Interview 5,
2019).

The interviewees with less seniority in the company in particular seem to agree that Company
X needs to upgrade the customer experience in the store to be more modern. An informant
explains that customers do not seem to understand that Company X is actually a very
innovative company, both through the products and the processes used in the company,
because the stores are very traditional (Interview 7, 2019). The RFID technique that is used
for the cashing up (no need to scan products as they are identified through an RFID chip
when putting them in a basket) and inventory (no counting, products are scanned with a
racket) might offer future solutions that would be able to give the customers a “wow
experience” (Interview 6, 2019). The informant further gives the example of the new Amazon
go stores where customers take their products and leave the store without going through a
cash line, and the purchase is automatically debited from their accounts. He says that in a
quite close future this would also be possible for Company X, which would increase the
digital image of the company which currently is assessed as quite low by the interviewees.

5.1.3 Seamless Omnichannel Experience

Company X is proposing several omnichannel solutions that are frequently used by
customers. One of them is the click and collect service where customers pick up their online
orders in the store. The click and collect service is advantageous for the customers either
because it is more convenient for them to pick up the order in the store or because they do not
want to pay a shipping fee (Interview 5, 2019). While many of the interviewees believe that
the company is working very hard to promote an omnichannel experience, they also believe
that the experience could be more convenient, especially for the customer. The differences
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between the online and offline experience, especially regarding layout, or organization of
products, could be explained by the different needs of the online and offline customer
(Interview 9, 2019). While the online customer wants to easily find the right product after
search word or category title, the store customer might prefer to have a more visual
experience, with exposition models, mannequins and testing zones. It is therefore very hard to
create a seamless omnichannel experience.

Another difficulty is that the e-commerce and store teams are separated and do not
necessarily know all the different tools or organization in each other’s departments.
Sometimes customers will suffer from this split as they might get the wrong information
(Interview 6, 2019). There are also many tools that are developed online, and the store
organization is changing very often, which makes it hard to transfer the knowledge (Interview
5, 2019). According to the informant, one example is the payment system, which is not the
same in stores and online and it is therefore very difficult to manage the returns from online
in the stores and the other way around. Moreover, the stores are not able to see the e-
commerce order system which makes it difficult for the store teams to help online customers,
especially when they have problems with a product purchased online or if they want to return
their order in the stores.

A first step would, according to several interviewees, be to implement a common IT tool so
that both store purchases and online orders could be managed by both teams (Interview 5,
2019; Interview 6, 2019). A future solution would also be to use the current RFID technology
as almost all of the products are equipped with an RFID tag. If in the future it would be
possible to scan the RFID tag with a mobile phone, customers would thus also be able to use
the advantages of RFID to discover information about the product, or to register the use of
the products after the purchase. If the product and customer data would be gathered in the
RFID tag, it would create a new way to manage the relationship with the customer (Interview
5, 2019).

5.2 Chasing Notoriety

All the senior managers that were interviewed agreed that the biggest challenge for Company
X in Sweden is the lack of notoriety.

“In Sweden we are no one.” (Interview 3, 2019)

As only a small percentage of the budget is spent on advertising in order to control the cost
structures, it is very difficult to gain notoriety in a short time (Interview 2, 2019). Another
difficulty is the competition that currently exists in Company X’s niche in Sweden, where
many big and small competitors are fighting for the same customers (Interview 3, 2019).
With e-commerce it is easier to enter the market and therefore competition is increasing. An
increased advertising budget is not necessarily seen as a solution, but the company would
rather like to see other means of spreading the notoriety of the stores and the e-commerce.
Two main ideas proposed to gain notoriety were discovered in the study: to expand the sales
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of the products to external channels and in particularly a marketplace, and to take advantage
of the innovations that already exists in the company to gain notoriety.

5.2.1 Joining a Marketplace

One possible solution that is currently further investigated in Company X is to make some or
all Company X’s products available on an online marketplace that sells products in Company
X’s retail niche. The idea is to reach more customers in order to get more notoriety and to
make them discover the private label brands of Company X. In the global company, the idea
to sell the private labels in an external channel is still very controversial. Many of Company
X’s managers in other countries believe that the Company’s private label products should be
protected and exclusively sold in channels owned by the company. However, Company X in
China is working with Tmall (Alibaba’s B2C marketplace) as a key partner since several
years, with a majority of their online business made on Tmall. For Company X in China, the
collaboration with Tmall was one of the key points in gaining notoriety in China and it could
be a possibility for Company X in Sweden also (Interview 1, 2019).

Working with a marketplace partner could also offer other advantages that could be exploited
by company X. The collection of customer data would be very useful for Company X as they
would know what products are popular on a marketplace with more visitors. If they work
closely with the platform partner and Company X could gather data from the customers of the
platform, they would also know if the customers that discover Company X through the
marketplace will order from Company X’s e-commerce on another occasion or the other way
around (Interview 9, 2019).

There are many uncertainties concerning a potential partnership with a marketplace. First of
all, it is necessary to find a marketplace where it would be possible both for Company X and
the marketplace to gain advantages from a partnership. While Company X wants to use the
marketplace to gain notoriety, the marketplace most likely wants to establish a longer
relationship to be able to offer Company X’s innovative products (Interview 3, 2019).
Different strategic choices would also need to be made, for example about the kind of
products that Company X would decide to make available on a marketplace, the type of
financial solution that would be applied, and who would be the owner of the stock until the
products are sold. With the marketplace solution it would also be possible to take advantage
of the logistical operations of the partner and it would therefore also be a solution to decrease
the current long lead time for Company X’s e-commerce (Interview 5, 2019).

An interesting, but at this moment not a very realistic, idea would be for Company X to build
their own platform. They would be able to sell their own products as well as products from
other brands, or second life products both in both a B2C and a C2C business. Due to the retail
niche of Company X, they would also be able to propose different activities linked to their
products and integrate companies proposing this kind of activities on their platform. The cost
of launching a platform is however very big and currently Company X does not have enough
notoriety to launch such a platform without a massive advertising campaign (Interview 2,
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2019). It is also necessary to develop an IT structure adapted to the purpose, as well as a
logistic organization (Interview 5, 2019).

5.2.2 Notoriety Through Innovation

Company X has launched several innovative products during the years and is constantly
looking to find innovative solutions in the work processes (Interview 6, 2019). However,
many of the interviewees do not believe that people in Sweden consider Company X as an
innovative company. By highlighting the innovative products or processes, Company X could
gain further notoriety. With small pop-up stores in good locations, it would be a possibility
for Company X to show their innovative products to a bigger amount of people (Interview 4,
2019).

Company X also put a lot of resources in developing different technologies that the store
teams could use in their work tasks. One informant believes that Company X is one of the
most modern and digital companies with regard to the tools used by the staff (Interview 6,
2019). RFID allows many different tasks to be performed more efficiently and there are
constantly new mobile applications developed that are used by the teams in the stores
(Interview 7, 2019). According to one interviewee, it is unfortunate that the digital
advancement and skills that exist within the company are used to develop internal tools rather
than developing some digital innovative products or services for the customer. Another
possibility would be to develop more modern IT tools that are a part of the customer
experience in the store, such as the tills cash-out features on the online website (Interview 6,
2019).

5.3 Future Business Model Canvas

Many propositions of possible changes in the business model have been discovered during
the interviews and other interactions during the case study. In order to fulfill the analysis
using BMC the propositions and ideas for each building blocks will be presented. Finally,
three new versions of the BMC, will be proposed: one where Company X would work with a
logistic partner, but the external warehouse would be considered as a store in the IT system
(presented in the combined solution in chapter 5.1.1), another one where Company X would
work closely with a marketplace that would also manage the sales and logistics of the
company’s e-commerce; and a third one where Company X would create a platform, which
may be seen as a conceptual idea that could innovate Company X’s entire business model.

5.3.1 Changing the Building Blocks

Key Partnerships

One of the biggest challenges, but also one of the biggest opportunities for Company X in
Sweden would be to work closer to external companies. In order to improve the lead time of
e-commerce orders and availability of products in the store it is necessary to have a logistic
key partner. To be a part of a marketplace, a strong partnership with a marketplace must be
created. Several informants believe that Company X must find local partners in Sweden to
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succeed, but as the company’s IT solutions are quite rigid, it is very complicated to integrate
external solutions (Interview 1, 2019; Interview 5, 2019). Other than logistics and distribution
partners which were considered as the most important partners to integrate, partnership with
influencers, with IT developers, advertising firms and recruiting companies were other
suggestions that were discussed during the interviews.

Key Activities

Most of the interviewees agreed that the company must find a solution to open a warehouse
in Sweden. If this is implemented, Company X could locally manage their stock. If the
second solution in chapter 5.1.1 is implemented, where stores would work as hubs, the store
would also work more as a warehouse. If the store format could be more flexible and that
products could be sold more easily outside a store, there would be a possibility for Company
X to participate or even arrange events where they could sell products (Interview 4, 2019). A
revolutionary change for Company X in their key activities would be if they would launch
their own platform as explained in chapter 5.2.2 where they would need to develop
relationships with different partners, manage the platform and the logistic organization
(Interview 5, 2019).

Key Resources

There are no special propositions for new key resources. Company X would like to have
more brand recognition and store notoriety as key resources, but actions linked to other
building blocks like key activities have to be launched in order to achieve this, for example
working with a marketplace. Innovative products and processes could however become key
resources if they would be used to gain notoriety.

Cost Structure

Regarding the cost structure, most of the current costs will still exist with the future business
model of Company X. However, some other costs may occur and the share between the costs
might change depending on the new business model. New costs that could occur are for
example a fee to the marketplace if they would sell the products of Company X, a cost for an
external logistic prestation (which is today internal) or new IT costs to external companies
(Interview 8, 2019). The most important changes would happen in the share of costs. If
Company X starts to work with a logistic partner or a distribution partner, distribution costs
would likely increase. However, transport costs will most likely decrease and the share of
staff cost will decrease if the share of sales through these new channels increase a lot. This is
because the share of the sales in stores where staff costs are important will decrease
(Interview 1, 2019). For all type of investments, it is important to calculate the future costs
and return on investment, and then monitor these costs closely.

Value Proposition

The value proposition of Company X, to make qualitative products in their niche market
accessible to a lower price, is strongly anchored in the company. It will therefore be difficult
to change. Company X in Sweden would also like to be seen as a more innovative and
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modern company. Another challenge is to be seen as a more available retailer which is
currently not the case as there are few stores and the e-commerce has long lead times.

Customer Relationship

An important aspect for Company X is to own the relationship with the customer (Interview
3, 2019). This is one of the difficult points if the company would sell their products through a
marketplace, as the customers would not buy the products directly from Company X but from
the marketplace. Thus, it would most likely be the marketplace they contact if they have any
questions or complaints. Company X would also need to accept the sales conditions of the
marketplace for return policy and delivery conditions. A future revolution in the customer
relationship would be if the RFID technology would develop so that the customer could
choose to take part of the information gathered in the data chip or register information about
the use of the product. If the customer could also communicate with Company X through the
RFID chip, for example by letting the Company register the use of the product, or letting the
customer easily register defaults or questions they might have concerning the product, it
would be a new digital way to communicate with the customer (Interview 5, 2019).

Customer Channels

Other formats could be used by Company X if they would decide to keep the exclusivity of
their products and only manage sales internally. For example, they could open smaller and
more digital stores that would be used as a collect point for customers to get their online
orders without paying a transport fee (Interview 4, 2019). With the pop-up concept or mobile
cashing processes, Company X would also have the possibility to sell their products outside
the stores, by, for example, renting square meters in the city or in a touristic area for a limited
amount of time, or participating in different events or renting out some of the products during
events (Interview 4, 2019). Company X could also create partnerships with other retailers or
organizations to be able to put a screen from which customer could order their online
products (Interview 6, 2019).

If Company X would decide to sell their products through an external channel there are
several options, such as the marketplace solution that has been presented earlier in the chapter
or through other organizations linked to the retail niche of Company X. Company X could
also decide to work with other retailers to make their products available in physical stores in
other parts of Sweden than Stockholm (Interview 5, 2019). All of the external solutions
would mean that Company X would have to create a partnership with one of their
competitors as a co-opetition strategy.

Customer Segments

Few of the interviewees expressed concerns about the current strategy on customer segments
so Company X should, in their view, still target a mass market. The only concern is the
availability of the stores as they are not convenient to access if the potential customers do not
own a car.
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Revenue Streams

The main revenue should according to several informants, always be the revenue generated
through the sales margin from online and store sales. However, other revenues could be
added to the BMC of Company X, such as sales revenue from other channels, or revenue
from rent if the Company started to rent out some of their more expensive products in
addition to selling them (Interview 8, 2019). However, this is not necessarily a business
model that could be used for all the products, as most of the products have a low cost and are
used on a regular basis by the customers.

5.3.2 Proposition of New BMC

From the data gathered during the case study, three different BMC scenarios have been
created. The BMC is a conceptual frame and does not include more detailed strategies.
However, the scenarios could give an idea about how the business model of Company X
could change comparing to its current one and in which building blocks the biggest changes
would occur.

Scenario 1: Working with an external logistics partner

The first scenario was presented in chapter 5.1.1 and consists of integrating an external
logistics partner. In their warehouse, Company X would keep the most sold products so that
customers would be able to order these products online and be delivered the same day in the
closest area around the warchouse (in Company X’s case it would be Stockholm). The
warehouse would be considered as a store in the IT system to benefit from the IT tools and
stock management tools that are already developed by Company X. The biggest changes in
the BMC would be that a logistics key partner would be integrated, Company X could offer a
faster delivery for customers in the Stockholm area and the online sales, especially around
Stockholm, would most likely increase. All changes from the current BMC have been
illustrated in Figure 6.
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Figure 6: BMC Scenario 1
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Scenario 2: Selling products through a marketplace

The second scenario consists of a partnership with an online marketplace in Company X’s
retail niche. The co-opetition strategy will be driven by the need to improve Company X’s
notoriety and also the use the logistic resources managed by the marketplace. With this
solution Company X would hence solve their problem with long lead times (assuming that
the marketplace keeps and manages the stock in a distribution center in Sweden) and gain
more notoriety as the marketplace’s current customers would discover the products of
Company X.

This scenario would impact all the building blocks of the BMC. The integration of the
marketplace as a key partner would demand a team to manage the relationship and stock
management of the products sold on the marketplace. Most likely the more innovative
products will be more important for the marketplace (Interview 2, 2019). How the online
sales through the marketplace would impact the sales on Company X’s own website would
depend on what percentage of Company X’s products is sold through the marketplace.
Company X could decide to use the marketplace as their main online platform, or only put
some products on the platform to make customers discover their product and start to purchase
products from Company X’s website afterwards. There would also be a big change in the
customer relationship as Company X will no longer control all contacts with the customers.
All changes in the BMC are illustrated in Figure 7.
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Figure 7. BMC Scenario 2

Scenario 3: Creating a multi-sided digital platform

The third scenario is built on the idea that Company X would create a multi-sided platform. It
might not be realistic at the moment but will show how the business model of Company X
could be innovated and not just only changed. In this scenario there is not only a technology
innovation or product innovation involved, but the entire architecture of the company will be
changed. The multi-sided platform of company X would provide both products and activities
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in Company X’s retail niche and also propose a B2B sales business. The entire BMC of
Company X will change in this scenario.

Company X would need to create many strong partnerships, both with logistic partners,
distribution partners, IT partners that could build and manage the IT infrastructure, partners
that would like to sell or advertise for their activities on the platforms, other retailers that
would like to sell their products on the platform and customers that would like to sell their
second life products on the platform. Depending on the strategy, the key activity would not
only be sales but also managing the platform. Company X would therefore have to hire staff
with different skills than the staff already working at the company. Company X’s customer
would not only be the customers purchasing products, but also all the partners who sells their
products on Company X’s platform. Company X would therefore also have to manage the
relationship with these actors. The value proposition would also change as Company X would
no longer only sell products but provide a large offer of products, services and activities for
the visitors of the platform. Company X could choose to keep their stores as showrooms for
products and activities or decide to only keep a digital platform depending on their strategy.
All changes in the BMC are illustrated in Figure 8.
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6. Discussion

The chapter discusses the results and includes an analysis of the empirical findings in
relation to previous research in order to answer the working research questions. The
different changes in the business model are discussed, with a comparison of the findings and
earlier research. The different levels of change are then analyzed. Finally, the challenges of
changing a business model and managerial implications are discussed.

6.1 Business Model Change

In the previous chapter different scenarios of business model change from an empirical
perspective are presented. In this section the findings from the empirical study will be
complemented with earlier research findings presented in the theoretical framework of
chapter 2, in order to provide more general answers to the working questions concerning
business model change.

6.1.1 Main Changes in the Business Model Canvas Building Blocks

Which Business Model Canvas building blocks will be the most important to
change for a retail incumbent adapting to the digital transformation?

The empirical results presented in section 5.3.2 indicate that, depending on the type of
business model change, different building blocks in the BMC will be affected, and a higher
level of change will imply more changes in the BMC. The changes that were found most
important in the different scenarios are mainly appearing in the customer channels and key
partners building blocks. Results show that the customer channels will change, either changes
made on internal channels, or the extension of sales to external channels. Furthermore, all
different scenarios included a closer collaboration with one or several new key partners.

Customer channels

The digital transformation in retail has heavily impacted the customer channels as new
technologies are providing new means of distribution (Teece, 2010). Results from the case
study concerning the customer channels may be summarized into three different categories:
changes in e-commerce channels, changes in physical store channels, and the integration of
all channels to provide a seamless customer experience.

With the steady growth of e-commerce in Sweden (E-barometern, 2019), traditional retailers
need to develop their own website and also imagine other channels from where to reach their
customers. The empirical study shows that there is a common belief in Company X that e-
commerce business will be a key point in the future, and that one of the most important
factors for an e-commerce platform is fast delivery. This is further affirmed by E-barometern
(2019) indicating that the customer is getting more demanding on the delivery lead time. It is
thus of interest for incumbents to propose fast delivery to their e-commerce customer, but as
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Anderson (2006) argues, it is also necessary to have a big product assortment with a low
inventory cost in order to successfully manage a long tail business model. The challenge for
retail companies managing online sales is thus to improve the lead time of e-commerce orders
while maintaining a low inventory cost. One solution to this challenge faced by Company X
is proposed in section 5.1.1: Company X could manage some of their e-commerce orders
from one of their stores. The idea to use physical stores as hubs is presented in Accenture’s
report (2015) as a mean to speed up the delivery of the ordered products and having a more
flexible delivery as logistic distribution centers often are located outside the city, further
away from the customer. However, using a store as a hub would most likely mean that the
efficiency gain that could be acquired from a higher rate of e-commerce (Remes et al., 2018)
would not be applicable since the store productivity is much lower. This was also mentioned
in the empirical study as a risk associated with this solution. It is also important to mention
that solutions to improve lead time might not be sustainable due to increased transport. It is
therefore important to consider green transport options when trying to find new key partners.
Another solution for Company X to improve lead times was discussed in section 5.3.2, and
would imply that the company would work with a marketplace that would resell their
products. This co-opetition situation would lead to increased efficiency and speed in the
distribution face of products to e-commerce customers, which is one of the drivers for co-
opetition presented by Ritala et al. (2014).

Even though a lot of discussions concerning digital transformation in stores focus on e-
commerce, the online sales still represents a minority of the total sales in Company X’s niche
(E-barometern, 2019). It is thus also important to consider digital changes in the physical
stores, which has also been investigated in the empirical study. Many of the discussions with
informants regarding physical stores concerned the location of the stores. It seems like the
earlier expansion model of Company X, with stores being easily accessible to families in
retail zones outside the city, is not necessarily fulfilling its means in Sweden as accessibility
of the stores seem to be an issue for the customers to discover or travel to the physical stores.
A new store format closer to the city could solve this issue. However, it would imply a higher
level of rent which will be a challenge to Company X due to the low level of margin as the
low-price strategy is a cornerstone of the company (Interview 2, 2019).

Other ideas of changes of Company X’s physical store format that were discovered during the
empirical study suggested a more modern look of the stores and the use of more digital in-
store tools. These results are coherent with earlier literature as Underhill (2009) and E-
barometern (2019) write that the shopping experience is still very important for the customer
visiting the physical stores. Digital tools in the stores are also implying an integration of the
online business and the physical stores in order to provide a seamless omnichannel
experience (Piotrowicz & Cuthbertson, 2014), which is something that Company X is
currently working to improve. More digital tools such as click and collect service in the
stores, kiosks and screens showing the entire product assortment are ideas presented in the
article by Piotrowicz & Cuthbertson (2014) that have already been implemented in Company
X’s stores. Results from the empirical study show that staff members of Company X have
noticed that many customers are using webrooming and showrooming before making their
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purchases. This observation strengthens the need of an integrated omnichannel strategy.
However, there is a limited use of many of the digital tools in the stores due to IT problems
and lack of training. Even though strategies have been put in place to increase the in-store use
of the new digital tools, adapting to a more digital store format is a challenge for a traditional
store as Company X, which is recognized as a common problem of traditional stores in
previous literature (Piotrowicz & Cuthbertson, 2014).

Key partners

The customer channel and key partner building blocks are clearly connected in the case study
of Company X, as one or several key partners are needed to put in place and manage the new
customer channels. These findings are supported by earlier research (Osterwalder & Pigneur,
2010). All of the proposed future BMC scenarios presented in section 5.3.2 involve some
kind of new partnership. As Osterwalder and Pigneur (2010) write, the use of partnerships
may reduce risk as Company X will not need to invest to create or obtain the resources and
capabilities needed internally. However, there are some risks in working with partners as
Company X will not manage all processes of the value chain. If something goes wrong in the
processes managed by the partner it will impact the performances of Company X since it will
be Company X’s responsibility in the mind of the purchasing customer. Therefore, in the
second and third BMC scenario key partnership and management of key partners will be vital
for the implementation of the new business model.

The second scenario of a future BMC that implies a partnership with a local marketplace is an
example of a co-opetition situation. This scenario is interesting in many aspects, as it would
not only mean that new resources to manage the partnership would need to be implemented
in Company X, but also that Company X would stop their exclusivity of sales of their own
private label products in Sweden. One of the main drivers for the co-opetition strategy of
Company X and the marketplace would be to increase efficiency of certain parts of the value
chain (Ritala et al., 2014). Two of the main points identified as most important to improve in
this respect would be for Company X to take advantage of the distribution process and of the
notoriety of the marketplace. As suggested by H&nninen et al. (2018), if Company X would
also be able to benefit from the marketplace’s data collection it would increase the knowledge
of their customers. With this new knowledge Company X could also improve their product
assortment and presentation of products in their physical stores. On the other hand, the
marketplace would take advantage of increasing their efficiency due to higher volumes as
well as including the innovative products of Company X in their product assortment, which
none of their competitors would have. While both parties would be able to benefit from a
partnership, there are also risks for Company X to work with a marketplace. According to
Brynjolfsson et al. (2013), exclusivity is a mean to stay differentiated from other retailers,
and to avoid being forced to lower prices to be at the same level as the marketplace. Another
risk for Company X would be that an increased part of e-commerce sales through a
marketplace would have a negative impact on the sales through their own online channel and
therefore decrease the sales margin, as the margin is lower when a product is sold through the
marketplace due to commission costs.
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The third BMC scenario implies a completely new business model built on partnership with
multiple partners such as activity partners, consumers that sell their goods though the
platform, logistic partners to provide distribution and IT partners to manage the platform. In
this scenario, one of the key challenges will be to manage the different types of partners. As
Adner (2006) mentioned this would imply a big risk for Company X as they would not
manage the entire value chain for the products and services that will be sold through their
platform. The management of the partners will therefore be crucial for the success of this
BMC scenario.

The third scenario would also imply that Company X would change its current position in the
digital maturity matrix developed by Weill and Woerner (2015). Currently operating as an
omnichannel business where Company X owns the customer relationship and has an
integrated value chain, they would become an ecosystem driver. They would consequently
obtain an increased knowledge about their customers, which they would be able to use in the
development of their own products and services. According to Weill and Woerner (2015),
becoming an ecosystem driver can lead to higher margins and faster growth, which could be
an opportunity for Company X.

6.1.2. Levels of Business Model Change

What different levels of business model change may a retail incumbent face
when adapting its business model to the digital transformation in retail?

In Section 5.3.2 the three different BMC scenarios suggested for Company X correspond to
different levels of business model change. Using the models of Linder and Cantrell (2000)
and Calvacante et al. (2011), as well as earlier literature concerning business model
innovation (Markides, 2006; Teece, 2010) the different scenarios can be categorized
according to the extent of the business model change.

In the first BMC scenario, the level of change in the business model is quite low. A new
process is added to Company X’s current business model, which would correspond to a
business model extension in Calvacante et al. (2011) model presented in section 2.1.4. The
advantage with this scenario is that it can be put into action quite fast and that the risk is
limited. The delivery time for online orders in Stockholm would decrease, but it would only
impact the customers in Stockholm at a first stage and it is not certain that the notoriety of the
company would increase.

The second scenario would imply a bigger change in the business model than scenario 1.
While the core business of the company remains the same, the decision to externalize sales of
products will affect not only the cost and revenues of the company, but also the activities,
resources and value proposition of Company X. The change implies a bigger risk as it is
difficult to calculate the impact on the sales both through the marketplace and the internal
channels. Many aspects will also depend on the negotiations between the marketplace and
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Company X. The time to put scenario 2 into action would depend on how fast Company X
and the marketplace could agree to the contractual context, how fast the product data could be
integrated in the marketplace website and the delivery of stock to the marketplace’s
distribution center.

Scenario 3 proposes a business model innovation, or what Linder and Cantrell (2000) refers
to as the journey model when the entire way of making business is changed. All the building
blocks of the BMC are affected and new activities with a new type of customers and revenue
would be integrated in the company’s business model. The financial investment to launch the
proposed multi-sided digital platform in this scenario is huge, and also the risk. It is a
scenario that needs a lot of time and resources to be properly created and managed. However,
an option could be to start by experimenting with simpler variants of this business model, as
Chesbrough (2010) proposes For example, the company would start by trying to integrate
some partners proposing different activities or services on the current website of Company X,
or opening pop-up stores during the partners’ events.

In conclusion, the three different scenarios propose different level of change in the business
model (Table 9). The first scenario may not have a very big impact on the different building
blocks of the BMC, and at the same time the risk is very limited. The second scenario
proposes a more radical change and there are modifications in almost all of the different
building blocks in the BMC. The risk will depend on the strategy of the partnership with the
marketplace (Interview 1, 2019). If there is a possibility to start only with some products, the
risk would be very small. However, if a bigger part of Company X’s assortment would be
available on the marketplace, there would be a risk of cannibalization, meaning that there is a
possibility that the sales of Company X’s own channel would decrease (Interview 2, 2019).

Table 9: Level of change and challenges for the different business model scenarios

Scenario 1 Scenario 2 Scenario 3
Level of business Business model Renewal model (Linder & | Business model innovation
model change extension (Calvacante et | Cantrell, 2000) (Markides 2006; Teece,
al. 2011) 2010) or journey model
(Linder & Cantrell, 2000)
Time to implement | Months 6 months to 1 year Years
scenario
Challenges - Finding key partner - Finding key partner - Investment
- Some new activities - New activities - T
- Threat to internal e- - Finding key partners
commerce - New activities
- Resources
- Advertising
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6.2 Challenges and Barriers

What are the challenges for a retail incumbent when trying to adapt its business
model to the digital transformation?

Adapting or changing a business model is a complex process and there are many challenges
that Company X will face in this process. As earlier research by Bughin and Van Zeebroeck
(2017) has already explored, incumbent companies have a difficult position when trying to
adapt to digital transformation as competition is coming both from new digital entrants and
other incumbents. This has been confirmed in the empirical study as several informants at
Company X explain that the development of the industry is very dynamic with both
incumbents and new entrants proposing new digital solutions and innovative business
models. When an incumbent decides to adapt its business model with new features there is
also a risk that they might compete against their former business model (Chesbrough &
Rosenbloom, 2002; Markides, 2006). This is also something that is considered as a risk for
Company X, especially in the second and third BMC scenarios when Company X open up
their value system either by abandoning the exclusivity of sales of their private label brands
or by increasing the sales of other external brands. The risk is that the sales of Company X’s
private label brands with higher margins would decrease and that Company X would face a
profitability problem.

Depending on the level of change, as explained in the previous sections, different type of
challenges will be faced by Company X. As shown in Table 9, challenges that will be faced
in all three BMC scenarios concern finding and managing a key partner. Osterwalder and
Pigneur (2010) write that in today’s society it is necessary to work more in a network system
as companies are obliged to take advantage of each other’s economies of scale. This
proposition can therefore be confirmed in the empirical study. Another element that will be a
challenge when changing the business model is the management of new activities. This might
require new resources and new competencies.

While an earlier study by Fitzgerald et al., (2013) considers that one of the challenges with
digital transformation is that higher management teams do not feel the need to transform a
traditional business model, this is not the case for Company X in Sweden. Even though the
traditional brick-and-mortar stores are still very important, there is a strong focus on e-
commerce and omnichannel business. However, informants at Company X recognize that
global Company X did not react fast enough to the digital transformation of the industry,
especially in the case of the e-commerce where the IT solution is not flexible enough to
correspond to the integration of external partners. This may be considered as a key element to
work on for Company X as all of the BMC scenarios rely on a closer collaboration with new
external key partners. The lack of sufficient IT solutions to support new digital solutions has
also been mentioned as a challenge to digital transformation in earlier literature (Shankar et
al., 2011; Fitzgerald et al., 2013; Brynjolfsson et al. 2018).
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Finally, one of the difficulties discussed in the previous chapter is that the e-commerce and
store teams are separated. This separation makes it difficult to provide a seamless
omnichannel experience for the customers, which confirms previous research by Piotrowicz
and Cuthbertson (2014). As showrooming and webrooming are increasing (E-barometern,
2019) it is an important aspect to consider in the future strategy of Company X. The lack of
communication between different stores and service departments has also been identified by
informants at Company X as a major issue. When changing the business model, it is thus
important for Company X to manage the communication, as one of the challenges when
changing a business model is resistance by staff members (Calvacante et al., 2011).

6.3 Managerial Implications

In the findings of the thesis, different future BMC scenarios are proposed in order to adapt
Company X’s business model to the digital transformation. As the BMC scenarios would lead
to new key partners, new activities and new channels, a business model change would have
an impact on several levels of the company, and even the industry. The main contribution of
the study for retailers consists of the implications related to the proposed business model
change, and the use of BMC as a tool when preparing a business model change.

A change of business model, as suggested in the different BMC scenarios, may change the
companies’ needs of staff with necessary skills. The companies therefore need to acquire
skills that their employees currently do not have. In the case study Company X could try to
train their current employees on some of the new processes, while other more technical
competences such as advanced IT skills would demand Company X to hire new employees or
to create a partnership with an external company who would provide these services.

As results indicated that collaboration with external partners will be more important in the
future, Company X needs to create the opportunity to find and exchange with potential future
business partners. By encouraging staff to find service solutions externally, the company
could change the earlier business structure, built on internal solutions.

When managing the change, it is also important for Company X to develop a strategy as a
complement to the new business model (Teece, 2010). Strategies in all business units must be
coherent with the new business model. As big changes in the business model might lead to
resistance from employees (Calvacante et al., 2011), it is important for Company X, on an
individual level, to communicate the business model change and the reasons behind it to all
employees.

On an industry level companies must follow the trends and new innovations that could pose a
threat or offer an opportunity to the company. As an informant at Company X described, the
sector is changing very fast and no one can predict what long term solutions exists. The case
study confirms earlier research that customers are expecting faster and more flexible delivery
of e-commerce orders, which requires a more efficient distribution network in the sector. The
role of physical stores will also change as e-commerce business increases.
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Finally, the findings of the case study show how the BMC by Osterwalder and Pigneur
(2010) can be used to identify the current business model of the company and to analyze
possible future BMC scenarios.

6.4 Sustainability

Of the three pillars of sustainability (economy, society and environment), the most important
pillar for Company X is the economic one, and the need to remain profitable. As proof, the
majority of the interviewees believed that one of the biggest difficulties of the current
business model of Company X was the e-commerce business and especially the long delivery
time. Only one interviewee talked about the environmental effects of long transport from the
current warehouse. Transport was also mentioned several times during interviews as one of
the biggest cost pillars that ideally had to decrease. While sustainability is said to be
important by the higher management team, they admit that environmental questions are
coming after the economic ones, and that the company currently cannot afford investing in
more environmental friendly methods.

The different BMC scenarios do not take into consideration any sustainability aspects. While
the aim of all scenarios is to increase the e-commerce business through a faster delivery, the
scenarios might implicate both negative and positive environmental impacts. While e-
commerce orders currently are shipped from another country, scenario 1 and 2 would mean
that some orders would be shipped from Sweden which would decrease the emissions. In the
first scenario it would also be possible to choose a distribution partner that could deliver with
more sustainable transport methods if the logistic partner has his warehouse close to
Stockholm. However, a general increase of e-commerce would most likely increase the total
transport of the company which would imply both a higher cost and a higher environmental
impact. It is thus important that Company X manages to take advantage of economies of scale
in the distribution phase, to find delivery methods that imply less cost and less emissions such
as click and collect orders delivered to Company X’s stores, and to also increase the sales of
their physical stores with a higher margin.
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7. Conclusion

The chapter provides a conclusion of the main ideas of the thesis and answers the main
research question. Lastly, suggestions for future research are presented.

The digital transformation is currently changing the retail sector as new digital tools impact
how business is done. E-commerce and omnichannel business are two elements that have
occurred during the last decades and that are now vital for Swedish retailers. Incumbents
need to adapt to these changes in order to not stay obsolete when new entrants launch new
successful business models.

The purpose of this thesis is to discover how a retail incumbent may change its business
model following the digital transformation. In order to identify and analyze the different
changes that may have to be done in the business model, the Business Model Canvas
developed by Osterwalder and Pigneur (2010) has been used. The model is split into nine
different building blocks and takes into account the most important parts of the business
model. Due to its visual clearness, the model simplifies the process of moving from one stage
to another and allows the reader to observe what elements will change and how the patterns
of the business model will be modified. A case study has been conducted at Company X, a
retailer in Sweden, who is facing a changing retail industry and investigates how they can
change their business model in order to stay competitive in the new digital era.

7.1 Answer to the Main Research Question

The thesis has been guided by the following main research question:

How can a traditional retail business change its business model following the
impacts of the digital transformation?

The results from the study show that Company X is facing several challenges in its business
model due to digital transformation. They need to address these issues in order to stay
competitive in a more digital retail environment. The main challenges that have been
identified can be split into two categories: the omnichannel business and the need to gain
notoriety in highly competitive retail branch. Regarding the omnichannel business, Company
X need to improve the lead time of their e-commerce orders as customers are expecting and
demanding shorter delivery times (E-barometern, 2019). The company also needs to work on
their omnichannel integration between stores and e-commerce as customers are moving
between the digital platform and the physical store more freely than before. Therefore, the
brick-and-mortar stores need to be more digital, with the same tools and strategy as the e-
commerce. Secondly, Company X need to gain more notoriety in Sweden as competition is
very fierce in its retail niche and with e-commerce making market entry easier Company X
has to compete against other big incumbents as well as against new smaller e-commerce
entrants.
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In order to face these challenges three different BMC scenarios have been developed as
suggestions for Company X to implement. The main research question can be answered
through the three BMC scenarios as they compose suggestions of how a retail incumbent, as
Company X, can change its business model following the digital transformation. The three
different scenarios represent different levels of business model change. If the level of change
is high, the risk is also high.

Scenario one proposes Company X to work with an external warehouse in order to improve
the availability of products and to deliver customers faster. The partnership would imply a
cost for Company X but the risk is very small as Company X would still manage all sales.

Scenario two suggests that Company X will abandon its current exclusivity of sales of their
own private label brands and sell them through an online marketplace. It would mean that
products could be delivered to the customers faster and that the notoriety of Company X’s
products would increase through the marketplace. However, the margins would be lower and
Company X would no longer own the relationship with the customers purchasing their
products.

Scenario three describes a complete business model innovation where Company X would
transform into a platform proposing products, activities and C2C sales. The third scenario
would be expensive and risky as the business model would require new activities and rely
heavily on different external partnerships.

The three scenarios show that the BMC building blocks that will be the most important to
change is the customer channels and the key partners. Traditional brick-and-mortar retailers
as Company X need to develop their customer channels, both online and the physical stores.
Distribution both to physical stores and customers ordering online is one activity that many
retail companies will have to rethink with an omnichannel retail environment as customers
get used to receiving their e-commerce orders faster. This type of activity, as well as different
IT solutions as platforms and integration of external partners, will require new types of key
partnerships that were not necessary in the previous business model.

If changing their business model Company X will face several challenges. The company will
not necessarily have the resources or capabilities to manage the new activities and would
therefore need to acquire them. As indicated by earlier literature, they need to find new
flexible IT solutions that could manage the integration of external partners. Finally, Company
X needs to communicate the purpose and the implementation plan of the business model
changes to all staff members in order to avoid internal resistance.

7.2 Suggestions for Future Research

The study has revealed several findings regarding business model change for retail
incumbents in the era of digital transformation, but similar to previous studies in the same
research field the study has several limitations. As the scope of the thesis is large and the time
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to conduct the study was limited, there is a need to go deeper into the findings of the thesis to
discover the strategic implications on a more detailed level. A proposition would be to
investigate business model change in customer channels for retail incumbents due to digital
transformation, as the results from the empirical study show that it is one of the building
blocks that are in need of a change. The relationship and interaction with new key partners is
also an area that could be investigated more closely in future research.

As the study is a single case study it is not possible to generalize the findings to other
companies or other industries. In order to increase the generalizability it is suggested to
perform similar case studies. First, in order to generalize findings for retail incumbents in
Sweden, the same case study must be conducted in other retail incumbent companies
operating in Sweden. Secondly, the study can also be extended to retail incumbents in other
countries. Finally, the case study could also include other industries than retail to see what
impact digital transformation has on incumbents over all industries.

Finally, the BMC has been used as the unit of analysis in the case study. It would be

interesting to use other models for business model change to see if it would lead to the same
findings.
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APPENDIX 1: Interview Protocol

Introduction
1. What is your role and seniority in the company?

Current business model (BMC)

1. What is a business model for you?
What are the key partners for the company
What are the company’s key activities?
What are the company’s key resources?
What are the major costs of the company
What are the major revenues of the company?
What is the main customer segment?
Could you explain the relationship with the customer?
. What are the main sales channels?
10. What value does the company propose?

©oN Ok DN

Challenges
1. What are the main challenges the company is currently facing?
2. What are the main challenges performing the changes you are suggesting to the future
business?
3. What will be key in addressing these challenges?

Digital transformation
1. What digital technologies do you believe that the company are strong in?
2. What digital technologies do you believe that the company need to focus on in the
future?
3. Would you say that the company can be considered as a highly digitalized company?

Digital vs physical stores
1. Why do you believe that consumers purchase products from the company in a
physical store?
2. Why do you believe that consumers do not purchase products from the company in a
physical store?
3. Why do you believe consumers purchase products from the company online?
Why do you believe consumers do not purchase products from the company online?
5. Do you believe that the online and traditional stores are well integrated?

&

Future business model
1. In the future (you are allowed to dream big), how would you describe:
a. The key partners?
b. The key activities?
c. The key resources?
d. The main costs?
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The main revenues?

The target customer segment?

The most important customer channel?

The relationship with the customer?

i. The value proposed by the company?

. What are the most important changes from the current business model?

. Do you believe that the company’s products should only be sold in stores and through
the company’s website? If not, where else?

. What kind of innovation (product, process or other) will be necessary for the company
in the future?

oKQ o
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