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TAILORING ONLINE RETAIL STRATEGIES TO INCREASE CUSTOMER LOYALTY 

Abstract

This paper examines, from a demand-driven perspective, how online retailers can combine differentiation and market scope (segmentation) strategies to increase customer satisfaction and loyalty. Drawing on a sample of UK grocery e-buyers, three benefit segments of e-shoppers were identified: 1)goal-oriented, 2)experiential and 3) mixed-orientation segments. The impact of a number of possible differentiation strategies on the satisfaction and loyalty of each shopper segment was empirically assessed. The results show that differentiation based on customisation, product assortment and website design are more effective when directed to the experiential shopper segment. On the other hand, differentiation based on customer care, convenience and value for money are more successful when focused on the goal-oriented shopper segment. In addition, it was found that satisfaction is more effective as a loyalty-generation mechanism for the goal oriented segment rather than the experiential segment of the market.

Introduction

As the popularity of Internet retailing increases, firms feel great pressure to develop appropriate strategies for their online operations. Existing research 1 has indicated that online firms should rely more on strategies of differentiation and focused market scope rather than cost leadership and price 2. This paper focuses on the interaction between differentiation and market scope strategies and their combined effect on customer satisfaction and loyalty, an issue that has been overlooked by the existing research dealing with online strategy.
Why is differentiation important in online environments? The virtual absence of switching barriers on the Internet allows consumers to compare various offerings and --with few clicks of the mouse-- to switch to firms that offer better value through differentiated features3. For example (among other factors) differentiation in terms of education of the customers in how to get the most benefit from the service (customer care) and coaching of how to reduce the time and efficiency of transaction (convenience) made a difference between the success of e-grocery stores such as Tesco and Ocado in Britain and the failure of Webvan, Streamline and HomeGrocer in the US 4. 
Furthermore, market scope (i.e. the market extent to which products or services are offered) is extremely important in online environments. Evolving Internet technology is the ideal tool to serve present-day fragmented consumer markets,5 as it allows firms to track individual customers every time they visit a site and subsequently focus their offerings to the specific needs of individual segments6. Kim and his colleagues (see note 5) stressed that “….focus is a necessary condition for a successful e-business competitive strategy”. The identification of online consumer segments was highlighted as one the important and necessary avenues of research in the field of e-commerce 7.
In practice, many retailers currently work with marketing agencies which use standard geodemographic classifications (for example Acorn and Mosaic) or behavioural segmentations (for example recent years has seen the introduction of E-Types by CACI and Onliners from Acxiom both intended to identify different types of Internet usage). Tesco for instance has aligned a handful of bespoke behavioural segments. However, analysts accept that these commercial systems have limitations. They cope well with the hard factors, such as product usage, but they don’t capture so well the ‘benefits’ for the customer. That is the hardest area to segment – why a person is likely to choose a provider.8  In the literature too there seems to be a consensus that of all the available approaches, benefit segmentation is the most strategically meaningful and actionable approach.9 Benefit segmentation categorizes consumers on the basis of common motivations to purchase a product or service.10 Hence, in the context of retailing, which is the focus of this paper, we define market scope using benefit segmentation, which requires an understanding of consumers’ motivations to shop online as well as the benefits they seek from online retailers.  

Although firms can pursue differentiation strategies without market segmentation, differentiation is usually a necessary accompaniment of market segmentation. Dickson and Ginter11 concluded that “a strategy of segment development is feasible only when product differentiation either already exists or is an accompanying strategy. Within this framework, product differentiation and market segmentation are clearly not alternative management strategies. A product differentiation strategy can be pursued with or without a market segmentation strategy, but [not vice versa].” 

Existing research have demonstrated that differentiation and market focus strategies (when considered separately) have positive effect on performance12. This study extends our knowledge, being novel in two respects: 

a) Our focus is on the under-researched issue of interaction between differentiation and market scope strategies and their combined effect on performance. 
b) Differentiation and scope strategies are seen from a ‘demand-driven’ perspective (a methodological novelty). We look at firm strategy as perceived by the customer (conducting a consumer survey) rather than adopting the common ‘supply-driven’ perspective, which looks at strategy from the company’s point of view. Differentiation has strategic importance only when it exists in the mind of the customer, in terms of some perceived characteristic of the product that adds value for the user. Moreover, market scope should reflect the ‘market that exists out there’ rather than the one in the collective mind of the organisation 13.

We also adopt a demand-driven perspective in the selection of the performance variable. In contrast to existing supply-driven research, which routinely uses profitability as the criterion variable, we examine the effects of differentiation and scope on the intermediate and more actionable performance goals of customer satisfaction and loyalty. Building customer loyalty in is an important driver of sustainable profitability and growth. For example, a 5% decrease in customer defection was found to increase profitability by 25% to 95%. 14 Customer satisfaction is one of the most important determinants of loyalty, and influences performance through positive word-of-mouth-customer acquisition. 
Overall we depart from a recent paper by Wirtz and Lihotzky in this journal, 15 who used a supplier-driven perspective to illustrate how to tailor ‘retention’ strategies to different business models, and then called for research from a demand-driven perspective to prove the effectiveness of strategies (which is our research angle). 16 The main objective of the study is to examine the interaction between differentiation and scope and their influence on satisfaction and loyalty from a demand-driven perspective. The focus is in one industry sector (online grocery retailing) in order to remove the influence of industry effects that may confuse the examined relationships. We intend to contribute to the existing literature on Internet strategy by bringing together strategies of differentiation and scope. We also intend to offer practical implications for e-tailers on how to define the market scope of their strategies and differentiate their offerings accordingly.

The paper is structured in three sections. First, the relevant literature on benefit segmentation of online shoppers, as well as differentiation that can increase satisfaction and loyalty, is discussed. A set of hypothesis linking the three is developed. Second, the research design employed and measurement used is explained. Finally, the results and their implications are discussed.
Literature Review

Defining scope-benefit segmentation of online shoppers
Benefit segmentation of shoppers in general, and online shoppers in particular, by definition should start with the unveiling of the heterogenous motivations to shop. Motivation is the best way to explain shoppers’ reactions to the market place and shopping behavior in general, and is subsequently manipulated to develop appropriate strategies.17 Past research on shopping motivation (that departs to a certain extent from mainstream consumption and buying motivation theories) is influenced by the work of Tauber. 18 He argued that it is important to make a distinction between shopping, buying and consuming and between their underlying behavioural determinants. This opens up a new theoretical sub-field, which is shopping motivation. Tauber envisioned that retail innovations (vending machines in his age) that aim to reduce the “shopping effort” may not be as successful in the marketplace because the shopping process may offer more benefits than mere exposure to products. He identified two broad categories of shopping motives: personal and social. Personal motives include enactment of a culturally prescribed role, diversion from daily routine, provision of self-gratification, learning about new trends, obtaining physical activity, and receiving sensory stimulation from the retail environment. Social motives, on the other hand, include social interaction (meeting friends, making acquaintances, people-watching), communication with others who have similar interests, associating with reference or aspiration groups, gaining a feeling of higher status and authority, and the pleasure of bargaining and negotiating. Based on Tauber’s work, Westbrook and Black condensed shopping motivations into seven dimensions (anticipated utility, role enactment, negotiation, choice optimisation, affiliation, power and authority and stimulation) and then identified six motivation-based benefit segments that did not display any demographic differences. 19
In a recent study, Rohm and Swaminathan utilised shopping motives (collated from past research in conventional shopping) as a motivation base to explain the propensity to buy online versus off-line.20 Studying a mixed sample of on-line and off-line shoppers, they identified four general types of segments: convenience shoppers, variety seekers, balanced buyers (moderately motivated by both convenience and variety-seeking), and store-oriented shoppers (seeking immediate possession and social interaction). Their results showed that variety-seeking and balanced shoppers are the most likely to shop online, whereas store-oriented shoppers were the least likely to shop on the Internet. More interestingly, they found that different shopping groups tend to buy certain product categories online, but not others. 

Wolfinbarger and Gilly were the first to look specifically at motivation of on-line shoppers.21 They conceptually proposed two types of online shoppers: goal-oriented and experiential e-shoppers. Goal-oriented shoppers, who represent the largest segment, are motivated by convenience, selection, information and lack of sociality. In their words, “goal oriented shoppers achieve freedom and control and lack of commitment in the online environment, as they experience little pressure to purchase before they are absolutely ready.” On the other hand, experiential shoppers’ main motives are recreation and experience. Experiential shopping is associated with surprise, uniqueness, positive sociality, deals and involvement with a product class.

In general, past research has identified an extensive number of motivations for offline shopping. A potential problem is that most of the latest work that involves also on-line shoppers is based or replicates to some extent, motivation research conducted 30 years ago. In our view, Wolfinbarger and Gilly’s shopping motivation scheme is the most relevant for our study, as it is based exclusively on observation of online shoppers without the potential risk of being contaminated by unproven inferences that online shoppers have similar motivations as conventional shoppers. Therefore, their conceptual distinction between goal-oriented and experiential shopping, based on difference in motives, will assist our hypothesis development and be used as a base to define scope in the online shopping environment.
Differentiation strategies that can increase satisfaction and loyalty in retailing

Online retailers can differentiate themselves on a number of ways. However, not every differentiation has an impact on performance or is perceived as valuable by customers. Thus, it is important to focus on differentiation strategies that can actually provide an advantage to the firm by increasing satisfaction and loyalty. To understand differentiation, we need first to understand the relevant criterion variables, customer loyalty and satisfaction.   

The existing literature has identified two categories of loyalty: behavioural (i.e. repurchase probability) and attitudinal loyalty. A behavioural definition may be problematic as it does not make a distinction between true loyalty and spurious loyalty (i.e., loyalty that may result from a lack of available alternative products or high switching barriers). Attitudinal definitions of loyalty can address this problem. Thus, loyalty is defined as "a deeply held commitment to rebuy or repatronize a preferred product/service consistently in the future, thereby causing repetitive same-brand or same brand-set purchasing, despite situational influences and marketing efforts having the potential to cause switching behavior." 22 

In summary, e-loyalty represents a customer’s favourable attitude toward the e-retailer, which results in repeat buying behaviour. Loyalty is closely related to satisfaction. Oliver defines satisfaction as the “consumer’s sense that consumption provides outcomes against a standard of pleasure versus displeasure.” In general, loyalty necessitates satisfaction, but satisfaction does not always lead to loyalty. It appears that switching barriers can moderate this relationship. 23 In online environments, this relationship was also found to be moderated by consumer characteristics (like convenience motivation) and attributes of the e-tailers (e.g. perceived value and trust). 24
There exist a variety of models that examine the relationship between loyalty, satisfaction and differentiation strategies in retailing.25 Despite some recent evidence suggesting that ‘brick and mortar’ models of loyalty also apply to online environments, 26 a stream of research has conceptually modeled satisfaction and loyalty antecedents in an online context. Szymanski and Hise 27 argued that online convenience, merchandising, site design, and financial security are the main determinants of e-satisfaction. In a more comprehensive model, Gommans et al 28 identified five broad categories of differentiators that affect e-loyalty: (1) value proposition (customized products, large set of choices, product quality, guarantees, well-known brands, and pricing); (2) brand building (brand image building and community building);  (3) trust & security (trust, third-party approval, privacy, reputation, reliability, authentication and non-repudiation); (4) customer service (fast response to customer inquiries, ease of contact, free online applications, easy payment methods, fast delivery; delivery options; customer reward system); and (5) website & technology (fast page loads, easy to navigate/browse, personalized website features, language options, effective search functions, server reliability, content, and quick shopping checkout processes). Similarly, Smith’s model 29 indicated that web site usability, features and benefits, purchase process, service, support, dialogue and relationships are the most important differentiators that affect e-satisfaction and subsequently e- loyalty.

In contrast, to the previous conceptual studies, Srinivasan et al 30 provided empirical evidence that eight key online retail differentiation strategies (dubbed the 8Cs) influence e-loyalty: (1) Customisation - tailoring the web environment to the customer; (2) Contact interactivity - the ability to interact dynamically with the customer; (3) Cultivation - the extent to which the e-tailer provides relevant information and incentives; (4) Care - the attention paid to pre and post purchase activities; (5) Community - the social environment facilitated by the e-tailer; (6) Choice- the degree of choice offered; and (7) Character - the creativity of the website. 

All of the above factors, except convenience, were found to affect e-loyalty. In addition, Sirohi et al 31 found that the quality of the stocked items as well as value for money perception were found to have an important impact on store loyalty.

Hypotheses development
As aforementioned, there exists a disconnection between the two streams of literatures (i.e., benefit segmentation based on shopping motivation, and the differentiation strategies that can increase loyalty and satisfaction). The latter focuses on differentiation strategies that impact all types of customers (i.e., broad scope), 32 whereas the former does not really specify the mechanism through which satisfaction or loyalty is created within the shopper segments. 33 This study will try to unite these two streams of research by examining the effect of online differentiation strategies on the satisfaction and loyalty of benefit segments of shoppers. Our conceptual framework is shown in Figure 1, and its development is explained below.

Figure 1 about here

Wolfinbarger and Gilly suggested that site content is more important for experiential shoppers, whereas goal-oriented shoppers are more interested in ease of access and easy to use information about the products, variety and customer service. Goal oriented shoppers are busy and are not likely to make the effort to switch or look for lower price alternatives as long as their needs are satisfied.  Thus, “…offering goal oriented consumers what they want, when they want it and answering inquiries in a timely fashion creates loyalty.” (p.51).  It can therefore be inferred that convenience (in the sense that information is easily accessible and in a meaningful format on a site designed to reduce shopper effort and to facilitate fast completion) will generate more satisfaction and loyalty to goal oriented shoppers. Roberts et al 34 found that convenience (followed with a substantial distance by time saving, better prices and more variety) was the most important reason for online grocery shopping in Britain. 
Customer care has a similar effect in minimising shopping effort. Care covers all the pre- and post- sale efforts of a retailer that facilitate transactions and help to build long-term relationships. Specifically, customer care encompasses the extent to which information is made available to customers about their desired products, order tracking and everything else that the organisation does to minimise service failure and to provide the expected level of service. Service failures and disruption have a negative effect on both satisfaction and loyalty. Both types of shoppers desire certain levels of customer service, but goal-oriented shoppers would be more likely to appreciate the hassle-minimising properties of customer care than would experiential shoppers.
Customization is the tailoring of products, services, and customer service processes and experiences to the needs of individual customers. Customization increases the chances that customers will find what they want to buy and also minimises the search efforts of the shopper. Consumers can complete shopping faster and more effectively when the site is customised, as they will not have to look at a whole range of available products and services. As such, customisation will be more appreciated by goal-oriented shoppers and is likely to increase their satisfaction and loyalty.
Value is the benefit that the customer perceives he/she gets for the price he/she paid. It involves a comparison between money paid and benefits or quality received. Perceived value gains importance when consumers tend to have an acceptable price range for different goods outside which products may not be considered. 35 The link between value and satisfaction and loyalty is well documented. 36  Research on conventional retailing environments supports the view that goal-oriented consumers are more likely to analyse the trade-offs between benefits and price than experiential shoppers and will try to optimise their choices. 37 Thus, value for money will increase the satisfaction and loyalty of goal-oriented shoppers.

Bellenger and Korgaonkar37 hypothesized that experiential shoppers will attach more importance to product quality, but their findings failed to empirically confirm this hypothesis. In our view, product quality may increase utility for goal-oriented shoppers because it can lead to substantial time savings (i.e., time spent returning or repurchasing products of poor quality) and less shopping effort (products of known quality provide some assurance to shoppers and reduce searching time and effort).

On the basis of the above arguments, the following hypotheses are formulated:

Hypothesis 1:  Online grocery retailers who use differentiation strategies based on the following five dimensions will gain higher levels of satisfaction in the “goal- oriented shoppers” segment of the market:

· H1a Convenience

· H1b Customer care

· H1c Customisation/ Personalisation

· H1d Perceived value for money

· H1e Quality of products offered
Hypothesis 2: Online grocery retailers who use differentiation strategies based on the following five dimensions will gain higher levels of loyalty in the “goal-oriented shoppers” segment of the market:

· H2a. Convenience

· H2b Customer care

· H2c Customisation/ personalisation

· H2d Perceived value for money

· H2e Quality of products offered
Some web site characteristics can satisfy both goal-oriented and experiential shoppers at the same time. For example, interactivity can offer goal oriented shoppers the opportunity to gain as much information as possible, yet at the same time will satisfy the experiential shoppers’ need for surprise and novelty. Interactivity involves the availability and effectiveness of customer support tools on a website, and the degree to which two-way communication with customers is facilitated. Srinivasan et al argued that interactivity increases the amount of information presented to a customer by exposing him/her to product reviews and the opinions of other customers. Information tailored to the needs of the shopper increases freedom of choice. Increased information content and facilitation of communication are features that will increase the satisfaction of experiential consumers. At the same time, interactivity will facilitate the shopping process by directing shoppers to the right choice and economising their search time and efforts. It appears that interactivity will appeal to goal-oriented shoppers as well. Thus:

Hypothesis 3a. Differentiation in the level of interactivity provided will lead to higher levels of satisfaction for both the goal-oriented and experiential shopper segments of the market
Hypothesis 3b. Differentiation in the level of interactivity provided will lead to higher levels of loyalty for both goal-oriented and experiential shopper segments of the market

Both Wolfinbarger & Gilly and Bellenger & Korgaonkar suggested that experiential shoppers will attach more importance to variety and visual stimuli (i.e. store décor). Website design is instrumental to building a reputation. Shrinivasan et al used the term character to describe website design features such as text, style, graphics, colours, logos, slogans and themes. Character can help e-tailers to overcome the inherently impersonal and cold nature of the virtual stores, compared to that of conventional stores where personal contact is possible. Character seems to be important for the image of an e-tailer, and can create associations in the minds of the customers towards the site. It corresponds with one of Mathwicka et al’s experiential value dimensions (aesthetics), which is more appreciated by experiential shoppers due to its recreational properties. 38
Assortment offered by an e-store would be more attractive to experiential shoppers, as they have the opportunity for exploration and satisfaction of their curiosity. According to Wolfinbarger and Gilly, variety-seeking is one of the main characteristics of experiential shoppers. Therefore we propose: 

Hypothesis 4: Online grocery retailers’ differentiation strategies, based on the  following five dimensions, will lead to higher levels of satisfaction in  the “experiential shoppers” segment of the market:

· H4a. web site character

· H4b assortment of products offered

Hypothesis 5: Online grocery retailers’ differentiation strategies, which are based on the following five dimensions, will lead to higher levels of loyalty in  the “experiential shoppers” segment of the market:

· H5a. website character

· H5b assortment of products offered

Methodology

Since one of the main criticisms of web surveys is self-selection bias, we preferred the mall intercept method. Given the nature of the study and low incident rates of online grocery shoppers, the collection took place in two different supermarkets, which are the most powerful players in the British online grocery market. Specifically, data were collected from 204 respondents using the mall intercept interview method in two large stores located in a major metropolitan area. To avoid selection bias, data was collected during different days of the week and at different times of the day. One out of every five passers by was stopped and asked if he or she had used or were using the online service offered by the supermarket. This allowed us to control for the website stimuli respondents who were exposed. After screening out the shoppers who did not use the online service, and upon consent, the respondent was asked to fill out a questionnaire. Response rate reached 23% of all people contacted. Effective response rate (respondents as the percentage of those who actually shop online) was difficult to estimate, as most of the non-participants did not stop to answer the screening question (whether they shop for groceries online). Only 6% of those who answered the question positively declined to participate. The demographic composition of the sample can be seen in the fifth (labelled total) column of Table 2. The measures of the study’s variables (developed or adopted) were rigorously tested for validity and reliability (the measures and procedures are described in detail in the appendix)

Findings

Cluster Analysis

Respondents were categorized into benefit segments based on their responses to the two shopping motivations scales (goal-orientation and experiential orientation) described in the appendix. A rigorous multi-step cluster analysis method was used, and is described in detail in the appendix. The resulting segmentation of e-shoppers is presented in Table 1.

Table 1 about here

Cluster 1 is the largest (45.5%) of the three. This cluster was labelled “goal-oriented e-shoppers” on the basis of a high mean in the goal-oriented measure and the respective low value of the mean in the experiential scale. The second cluster, which was the smallest, (20.5% of the e-shoppers) was labelled “e-shoppers with mixed orientation” as the two means in the two scales were average. Finally, the third cluster, which represented one-third of the e-shoppers, was labelled “experiential” e- on the basis of the value of the two means compared to the whole sample mean. Findings conform to the work by Wolfinbarger and Gilly, which reports that goal-oriented shoppers constitute the largest segment.

Table 2 about here

Table 2 highlights the demographics and other differences across the three shopper segments (using chi square test for gender and one-way ANOVA for the other variables).  Most of the previous segmentation studies (for example, Westbrook & Black; Rohm & Swaminathan) failed to identify any demographic differences on benefit shopper segments. Interestingly, Bellenger and Korgaonkar suggested that experiential shoppers are more likely to be female. Indeed, in our sample, proportionally there did seem to be more women than men in that segment and fewer women in the goal-oriented segment. However, the relationship could only be accepted at a level higher than that the conventional significance level of 0.05. Bellenger, and Korgaonkar, also suggested that experiential shoppers differ from the other groups on adopted lifestyles. Lifestyle may be a more effective variable than demographics to identify and segment the three categories of shoppers.

There are no notable differences regarding the main (dependent and independent) variables of interest. The only exception was perceived within customisation of the site, where goal- oriented shoppers recorded higher scores than the other segments. This may have to do with the choice of sites by this segment and is in line with the argument leading to hypothesis H1c.

Regression Analysis: Testing of the hypotheses

Hypothesis H1, H3a and H4 related to the influence of e-tailer differentiation strategies (as seen by customers) on satisfaction that were tested through ordinary least square regression analysis. To identify the moderating effect of benefit-segment membership, analyses were conducted for each of the three shopper segments, and the whole sample as well (Table 3). The last column of Table 3 reports the significance levels of the interaction between the two segments associated with the hypotheses (i.e., goal-oriented and experiential shoppers) and each of the differentiation strategy covariates (segment x covariate) included in an ANCOVA design (the two shopper segments is the fixed variable, the independent variables are the covariates and satisfaction the dependent variable).  Demographics were not included in any of the regression equations, as they did not have any significant effect on the dependent variables. Their inclusion would have added only noise and reduced the power of the analysis.

Results provided empirical support for H1a, H1b and H1d. As expected, convenience and customer care had a significant effect on satisfaction of the goal-oriented shoppers. Value for money (H1d) also had an effect on the satisfaction of goal-oriented shoppers. However, as can be seen in Table 3, value for money also contributes to the satisfaction of experiential shoppers. However, the significance levels reported in the last column of Table 3 suggest that the effect of value for money to satisfaction is higher in the goal-oriented shopper segment than the experiential shopper segment. 

The most interesting finding was related to customisation. Contrary to what was hypothesised in H1c, customisation seems to lead to higher levels of satisfaction in the experiential shoppers segment than in the goal-oriented one. This relationship needs to be re-examined in other contexts, in relation to the information-seeking propensity of experiential shoppers. Given the fact that goal-oriented shoppers had higher scores in customisation (see Table 2) than the other types of shoppers, it may be interpreted that it is not a determining variable for the satisfaction of that segment.

Regarding experiential shoppers (H4), only hypothesis H4b was confirmed. Indeed, product assortment strategies are more appealing in terms of satisfaction to the experiential shoppers segment. However, differentiation based on website character (H4a) and product quality (H4c) were not found to have any effect on the satisfaction of that or any other segment. Similarly, interactivity (H3a) did not contribute to the satisfaction of any of the segments. The significance levels in the last column (labelled Interact) of Table 3 suggest that only the regression coefficients for customisation, customer care, convenience, product assortment and value for money were statistically different across the two segments.

Table 3 about here

To test hypotheses H2, H3b and H5, hierarchical regression analysis was used for each shopper category. Satisfaction was entered in the first block, followed by the independent variables and satisfaction in the second block. As mentioned earlier, satisfaction is closely related to loyalty, and it was necessary to decompose the variance of loyalty explained by satisfaction and the other variables. Similar to Table 3, the last column of Table 4 reports the significance level of the interaction terms (segment × covariate) in the ANCOVA design described earlier. Consistently, with the previous sections only the interaction effects of the two key shopper segments were examined.

Findings in Table 4 suggest that independent variables could explain an important part of loyalty in both the goal-oriented and experiential shopper segments. Specifically, the change of R2 (ΔR2) attributed to the variables of interest was 12% for the goal-oriented shoppers segment and 31% for the experiential shoppers segment. Collectively, the independent (differentiation strategy) variables explained a higher portion of loyalty in the experiential shoppers’ segment than the goal-oriented shoppers’ segment. Surprisingly, satisfaction explained 47.1% of loyalty variance in the goal-oriented cluster and only 27.8% in the experiential cluster. The statistical insignificance of satisfaction in the experiential shopper segment suggests that satisfaction does not necessarily lead to loyalty in that segment. It seems likely that the motive of this segment of shoppers compels them to try new experiences in different sites, regardless of the level of satisfaction that they receive from current sites. This implies that managers can influence the loyalty of experiential shoppers directly (by offering certain features) rather than by trying to increase satisfaction. Satisfaction monitoring and generation strategies would be more effective for the goal-oriented shoppers segment. This difference is confirmed by the observed significance level in the last column (entitled “interact”) of Table 4.

Only hypothesis H2d, which postulated that value for money differentiation would increase loyalty of the goal-oriented shoppers’ segment, was confirmed (Table 4). As expected, (H2e) product quality had a direct effect on the loyalty of the goal-oriented shoppers but not on that of the experiential shoppers. This is interesting, because product quality did not have any impact on the satisfaction of any of the segments (Table 3). However, the interaction effect between shopper segment loyalty and product quality is not statistically significant.  None of the other variables had a direct effect on loyalty. As was established in Table 3, customer care and convenience had an indirect effect on loyalty (mediated by satisfaction).  The mediating role of satisfaction to the two strategies was also statistically confirmed through a Sobel test.

Table 4 about here

Regarding the experiential types of shoppers, hypothesis H5a was empirically supported (Table 4). In particular, website character appears to increase loyalty in the experiential shopper segment. Interestingly, website character did not have any effect on satisfaction of any the two segments of shoppers. None of the other hypotheses H3b and H5 were supported. Controversially, convenience as a differentiator was found to have a positive effect on the loyalty of the experiential shopper segment. Earlier, it was found (Table 3) that convenience had a negative effect on the satisfaction of that segment. We suggest that more research is needed on this variable, as its effects are not as clear as expected.

Discussion

The study’s main findings can be summarised as follows:

1. There are two key segments of online shoppers, goal-oriented and experiential, as well as a third segment of mixed orientation (we empirically confirmed a conceptual suggestion by Wolfinbarger and Gilly).   
2. E-tailer differentiation strategies based on convenience and customer care can increase levels of satisfaction when targeting the goal-oriented shoppers segment. Differentiation based on value for money and product quality can increase loyalty when confined to the goal- oriented shopper segment. Satisfaction as an intermediate objective leads to higher levels of loyalty in the goal-oriented shoppers segment than in the experiential shopper segment. As a result, differentiation based on convenience and customer care can influence indirectly (i.e., mediated by satisfaction) the loyalty of the goal-oriented shopper segment. These relationships are visually depicted on figure 2.
Figure 2 here

3. Differentiation based on product assortment and customisation leads to higher levels of satisfaction in the experiential shopper segment. Differentiation based on website character increases the levels of loyalty in this segment. Interestingly, satisfaction is not important for the level of loyalty in the experiential shoppers segment. These relationships are visually presented on figure 3.

Figure 3 here

Despite its focus on grocery e-tailing, this paper is important because of three broader contributions: 

1) The study is a methodical benefit segmentation effort to determine the market scope in which online retailers can develop differentiation strategies.
2) It empirically examines the relationship between differentiation and scope strategies from a demand-driven perspective in an online retailing context. Specifically, the study empirically shows that certain e-tail differentiation strategies perform better in terms of satisfaction and loyalty generation when their scope is limited to specific segments of shoppers. 
3) Results showed that satisfaction, one of the key concerns for many online retailers, is more effective as a loyalty-generation mechanism for the goal-oriented shoppers segment than for the experiential shoppers segment. The variety- seeking and information-seeking behaviour of the curiosity-driven experiential shoppers may explain this finding. From a theoretical perspective, the findings may provide a complementary explanation to the perennial question of why satisfied shoppers defect. 

Surprisingly, the research revealed some counterintuitive results that may stimulate further research. For example, convenience--an important determinant for goal-oriented shopper segment satisfaction--was also found to be an important driver of experiential shopper segment loyalty. Future research should examine such discrepancies in the direct and indirect effects of the identified drivers of loyalty.

Managers of on-line stores may also benefit from the practical implications of our results. The overall message is that differentiation, if combined with the appropriate market scope, can lead to a competitive advantage. Regarding the determination of market scope, the goal-oriented shopper segment is possibly the most attractive for e-tailers, as it is the largest in size and the least volatile in terms of loyalty (given the fact that satisfied goal-oriented shoppers tend to be more loyal compared to other segments). However, in monetary terms, all segments are equally attractive as they tend to spend similar amount of money online (Table 2) and should not be disregarded. 

Recent empirical evidence showed that successful online grocery retailers “strike a balance between their range of offerings and the ease of fulfilment” (see Ellis, 2003 – endnote 4). This suggests that the industry is intuitively aware of the perennial problem of simultaneously satisfying the goal oriented customer who wants something specific quickly and the experiential customer who enjoys browsing and impulse buying. Our results suggest that etailers can go one step beyond the ‘balanced’ midway approach and satisfy both types of customers with different strategies. We illustrated that certain differentiation strategies can be more effective in terms of satisfaction and loyalty generation when focused on specific segments of the market.
 Therefore, to increase overall satisfaction and loyalty, etailers should segment the market into goal-oriented versus experiential shoppers and then, where technically possible, present different online retail strategies tailored to the needs of each segment. Differentiation based on customisation, product assortment and website design are more effective when directed to the experiential shopper segment. On the other hand, differentiation based on customer care, convenience and value for money are more successful when focused on the goal-oriented shopper segment. The quality of the stocked products is a differentiator that can be applied on a broader basis, as it similarly influences all segments’ loyalties. 
How can an e-tailer recognise quickly and reliably whether a customer is goal-oriented, experiential or has mixed motivations, in order to tailor its strategies accordingly? Demographic variables have proved to be poor identifiers of the different benefit segments but we propose three possibilities to overcome this problem: 

1) Managers could ask new customers directly about their motivations upon arrival on the web-side or upon registration or via email (see our motivation measure items). In case the full scale is too long and intrusive in practice, we propose a simplistic version in the following lines: How do you use the Internet? with two possible answers “I am looking for specific products when shopping on line. I want to get-in-and-out quickly” or “I constantly browse out of curiosity just to see if there’ anything that takes my fancy”. On the basis of this self-indicator, the company could tailor the offerings and the design of the site to the customers’ intrinsic motives.
2) A third approach is to use a hybrid procedure called “dual-objective segmentation” that combines benefit and demographic segmentation. In this approach, retailers could slightly compromise precision in determining the segments so as to increase the ability to identify them on the basis of demographic characteristics.39 
The finding that satisfaction may not be sufficient to generate loyalty in all segments of the market exposes a weakness in the satisfaction generation and monitoring programmes. Interestingly, in the experiential shopper segment, loyalty can be increased directly by strategy (e.g., by provision of visually attractive websites and, surprisingly, by making the shopping experience more convenient), thus bypassing the effect of satisfaction. In the goal-oriented shopper segment, satisfaction is a reliable indicator of loyalty that can be complemented by value for money. Thus, satisfaction programmes will be more successful when they focus on the goal-oriented shopper segment.

Appendix
Measures

Motivation. Items generated for the motivation scale were based on the qualitative study by Wolfinbarger and Gilly. The item reduction process involved the following procedure. First, 10 e-shoppers (that had used internet for shopping for at least one year) were asked to assign each item to one of the two dimensions identified by Wolfinbarger and Gilly, goal oriented and experiential motivation. At the end, they were instructed to discard the items that did not fall into any of these categories. Anderson and Gerbing’s substantive validity coefficient ( Csv = (nc- no)/N  where nc is number of respondents that assign the item to the posited dimension, no is the highest number of assignments of the item to any of the 2 identified dimensions and N is the total number of respondents) was used to establish which items will be retained .40
All items were analysed using Anderson and Gerbing procedure.41 In particular, we examined the dimensionality of each dimension by examining the pattern of standardised residuals and modification indices. Purification of the scale following the Kaplan’s procedure led to a reduction of items to 10, listed below. 42  
Goal oriented items 

I am really specific when I’m shopping on-line; anything I’ve ever purchased is something that I have planned beforehand

I have a purpose in mind

I am looking for a specific product

I try to save time

There are no queues/crowds

I want to get in-and-out quickly (fewest clicks)

I want ease of use

Experiential oriented items

I use it for recreational purposes, its fun, because it’s out there in the world

I constantly browse out of curiosity, just to see if there’s anything that takes my fancy

I enjoy the ‘thrill of hunt’ above all other things that the internet provides

The purified model had a satisfactory fit (χ2 (34)= 61.13, p=0.004, RMSEA=0.063, GFI=0.94, CFI=0.91, N=202). 43 Reliability alpha for the two dimensions was 0.73 (goal oriented) and 0.66 (experiential), respectively. Composite reliability of each scale was above the threshold of 0.6. 44 Specifically, composite reliability was 0.73 and 0.61 for goal oriented and experiential dimensions.

Convergent validity is evidenced by highly significant t-values. All the reported t-values were above 5.5. Discriminant validity was established by checking the magnitude of correlation coefficient (phi) between the goal orientation and experiential orientation measures. The low correlation coefficient (-0.25) indicated that the two measure are distinct.  Additionally, discriminant validity was tested by using the single degree of freedom test that compares the two structural equation measurement models, one with the correlation between the two constructs fixed at 1, and a second with this correlation free. 45 The difference in resulting chi-squares was significant (Δχ2 (1) =48.7, p=0.000), which supports the claim of discriminant validity.

Web service attributes of the e-retailer were measured using an abbreviated version of 8Cs framework by Srinivasan et al. The 8C variables were validated by using confirmatory factors analysis. Two factors (community and cultivation) were eliminated because of poor fit. After purification using Kaplan’s procedure the model’s fit was acceptable (χ2(50)=77.26, p = 0.008, RMSEA=0.052, GFI=0.94, CFI=0.93). The following items remained after the purification: This website makes purchase recommendations that match my needs; This website enables me to order products that are tailor-made for me  (customisation); The return policies laid out in this website are customer friendly; I believe that this website takes good care of its customers (care); This website provides a “one-stop shop” for my shopping; This website does not satisfy the majority of my online shopping needs (reversed) (choice); This website design is attractive to me; For me, shopping at this website is fun; I feel comfortable shopping at this website (character); The site doesn’t waste my time; This website is very convenient to use (convenience);  This website has a search tool that enables me to locate products easily; This website makes product comparisons easy (interactivity). The composite reliabilities (CR) for most of the variables were above or close to the 0.6 cut-off point: customisation (CR=0.588); care (CR=0.597); choice (CR=0.467); character (CR=0.601); convenience (CR=0.623); and interactivity (CR=0.634). Choice was eliminated from the analysis due to the low value of CR.

Store attributes. Given the nature of the e-tailer three measures from store image inventory of Chodhudy et al were used: 46 “product quality”, “product assortment” and “value for money”. After the appropriate modifications the 3 factor CFA model indicated a good fit (χ2(17)=23.37, p = 0.137, RMSEA=0.043, GFI=0.97, CFI=0.97). The following items were used: I like XYZ brand products; XYZ.com only sells high quality products; I can count on products I buy at XYZ.com to be excellent (product quality);  XYZ.com has a large variety of products; Everything I need is at XYZ.com; XYZ.com carries a wide variety of national brands (assortment); The prices at XYZ.com are fair; I get value for money at XYZ.com (value for money). Composite reliabilities for the three constructs were: 0.674, 0.718, and 0.785 respectively. The corresponding Cronbach’s alpha for the two 3-item constructs that could be calculated were: 0.686 and 0.723, respectively.

Loyalty measures were adapted from Zeithaml et al. 47 After the appropriate modification CFA indicated a good fit for the one factor model (χ2(5)=10.69, p = 0.058, RMSEA=0.076, GFI=0.98, CFI=0.95). The following items were included: I seldom consider switching to another website; I say positive things about XYZ.com to other people; I will continue to do business with XYZ.com if its prices increase; I will pay a higher price at XYZ.com relative to the competition for the same benefit; I will stop doing business with XYZ.com if its competitors’ prices decrease somewhat (reversed). The composite reliability was 0.619 and Cronbach’s alpha 0.694.

Satisfaction was measured on an abbreviated version of Oliver’s scale. 48 The following items were included:  I have truly enjoyed purchasing from XYZ’s; My choice to purchase from XYZ.com was a wise one; If I had to do it again, I would do my purchase at XYZ.com again. Composite reliability was CR=0.790 and Cronbach alpha 0.780.

Cluster analysis method

Initially shoppers’ clusters were formed using Ward’s method of hierarchical clustering. A three-cluster solution resulted based on an examination of the Variance Ratio Criterion (VRC) proposed by Milligan and Cooper. 49 Then, a K-means clusters procedure with the initial seeds (centroids) provided by the hierarchical analysis solution was conducted to obtain the final clusters. To validate the cluster solution, a split-sample procedure as recommended by Huberty et al was used. 50 This procedure involved the splitting of the sample in half 3 consecutive times.  For each of the 3 pairs of sub-samples a matching of the correlation of the Linear Discriminant Functions (LDF) structure coefficients was estimated. In this case this calculation was difficult due to the small number of cluster variables (only two), however, in all three pairs the LDF coefficients were close to each other. The overall correlation coefficient for all three pairs of LD coefficients was high (0.920). The second validation test (cross-typology clustering) involved the use of the final cluster means for the first half as a seed for the second half (sub sample) in a K-means analysis. At the end the average hit rates of all pairs are estimated and should be higher than those expected by chance. In that case the average hit rate was 93.14%, which is much higher than that of chance (33.33%).
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Figures and Tables

Figure 1.  Matching  Differentiation Strategies and Benefit Segments of Online Shoppers

                                                                     







Figure 2: Effective differentiation strategies for goal oriented shoppers
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Figure 3: Effective differentiation strategies for experiential shoppers
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Table 1.  Descriptive information for the 3 clusters

	
	
	Goal-oriented
	Experiential
	Names of clusters

	Cluster
	Proportion
	Mean
	Mean
	

	1
	45.5%
	5.82
	2.582
	Goal oriented

	2
	20.5%
	4.63
	3.45
	Mixed-orientation

	3
	34%
	5.33
	5.01
	Experiential

	
	
	
	
	

	Total
	100%
	5.41
	3.58
	


Table 2.  Profiles of clusters

	
	Goal Oriented
	Mixed Orientation
	Experiential
	Total
	Test Difference

	Female
	41.8%
	31.7%
	52.9%
	43.5%
	χ2(2)=4.98 p=0.086

	
	
	
	
	
	

	Age (mean)
	40.9
	41.6
	35.8
	39.3
	F=2.037, p=0.134

	Income (mean)
	£25.1K
	£24.4K
	£22.0K
	£23.9K
	F=0.436, p=0.647

	Education (years )
	15.2
	15.6
	15.6
	15.4
	F=0.274, p=0.761

	Weekly expenditure on e-shopping of groceries
	£27.0
	£28.7
	£27.1
	£27.4
	F=0.152 p=0.859

	e-shopping  frequency per month
	2.75
	2.87
	2.79
	2.79
	F=0.820, p=0.921

	
	
	
	
	
	

	Attributes
	
	
	
	
	

	Customisation
	4.80
	4.37
	4.22
	4.52
	F=3.763, p=0.025

	Care
	4.80
	5.02
	4.43
	4.72
	F=2.040 p= 0.133

	Character
	4.66
	4.77
	4.82
	4.74
	F=0.336 p=0.715

	Convenience
	5.40
	5.20
	5.23
	5.30
	F=0.541 p=0.583

	Interactivity
	5.33
	5.13
	5.57
	5.37
	F=1.646 p=0.195

	Product Quality
	5.13
	5.03
	5.19
	5.13
	F=0.187 p=0.829

	Product Assortment
	5.02
	4.97
	5.01
	5.01
	F=0.019 p=0.981

	Value For Money
	5.02
	5.07
	5.04
	5.04
	F=0.019 p=0.981

	Loyalty
	4.49
	4.44
	4.81
	4.59
	F=1.917p=0.150

	Satisfaction
	4.93
	4.76
	4.56
	4.77
	F=1.195P=0.305


Table 3. Regression Analysis -Dependent variable: Satisfaction
	
	Goal Oriented
	Experientials
	All Groups
	interact

	
	Beta
	Sig.
	Beta
	Sig.
	Beta
	Sig.
	Sig

	Customisation
	-0.024
	0.781
	0.323
	0.001
	0.100
	0.065
	0.002

	Customer Care
	0.232
	0.012
	0.132
	0.103
	0.163
	0.003
	0.011

	Web site Character
	0.082
	0.335
	-0.006
	0.945
	0.036
	0.496
	0.540

	Convenience
	0.184
	0.042
	-0.193
	0.017
	-0.031
	0.571
	0.003

	Interactivity
	-0.013
	0.884
	0.095
	0.271
	0.035
	0.527
	0.644

	Product Quality
	0.093
	0.387
	0.119
	0.235
	0.044
	0.493
	0.313

	Product Assortment
	0.160
	0.171
	0.310
	0.003
	0.294
	0.000
	0.006

	Value for Money
	0.341
	0.004
	0.278
	0.005
	0.365
	0.000
	0.000

	
	
	
	
	
	
	
	

	R2
	0.645
	0.000
	0.714
	0.000
	0.599
	0.000
	


Table 4: Hierarchical regression: Dependent variable loyalty
	
	Goal Oriented
	Experientials
	All Groups
	interact

	
	Beta
	Sig
	Beta
	Sig
	Beta
	Sig
	Sig

	1st block
	
	
	
	
	
	
	

	Satisfaction
	0.686
	0.000
	0.189
	0.123
	0.420
	0.000
	0.000

	2nd block
	
	
	
	
	
	
	

	Satisfaction
	0.370
	0.003
	-0.031
	0.875
	0.086
	0.358
	0.012

	Customisation
	0.090
	0.332
	-0.084
	0.579
	0.034
	0.626
	0.619

	Customer Care
	0.129
	0.206
	0.033
	0.793
	0.114
	0.113
	0.462

	Web site Character
	-0.054
	0.562
	0.288
	0.028
	0.151
	0.029
	0.045

	Convenience
	0.001
	0.995
	0.376
	0.004
	0.126
	0.078
	0.004

	Interactivity
	0.121
	0.223
	0.015
	0.909
	0.076
	0.285
	0.519

	Product Quality
	0.262
	0.027
	-0.123
	0.423
	0.218
	0.010
	0.100

	Product Assortment
	-0.236
	0.065
	0.217
	0.198
	-0.095
	0.327
	0.074

	Value for Money
	0.270
	0.045
	0.181
	0.252
	0.168
	0.075
	0.050

	
	
	
	
	
	
	
	

	ΔR2
	0.120
	0.006
	0.310
	0.003
	0.156
	0.000
	

	R2
	0.591
	0.000
	0.588
	0.001
	0.332
	0.000
	


Differentiation 


Strategies in


Online Retailing 





Convenience Customer Care Customisation


Value for money


Product Quality 


Interactivity


Web-site Character


Product Assortment





Loyalty





Satisfaction





Market Scope 





Goal oriented shoppers


Experiential shoppers


Mixed motivation shoppers





Value for money


Product Quality





Loyalty





Convenience


Customer care





Satisfaction





Web site character





Loyalty





Product assortment


Customisation





Satisfaction








