E-Commerce: Promise Fulfilled 

Online retail sales are going strong and are expected to increase this year, driving closer connections between online and brick-and-mortar stores.
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Retailers are readying for the next wave of E-commerce, which is rolling in at the store level.

By 2010, online sales are expected to contribute $316 billion to total retail sales as more merchants tie together multiple buying channels and services, according to Forrester Research. In-store kiosks that connect customers to retail stores' Web sites--which just 19% of consumers have used and 26% of retailers offer--will continue to grow and boost sales by offering expanded assortments and products not available on store shelves, Forrester says.

Companies by and large are reluctant to reveal revenue garnered from in-store kiosks. But Borders Books & Music has seen at least a 10% increase from the integration of the Web with its brick-and-mortar stores because it gives customers options not readily available on the store shelves, says Francie Mendelsohn, president at Summit Research Associates. About 85% of retail kiosks, including those in use by Borders, are Web-based, she says.

Wal-Mart Stores Inc. is slowly rolling out to about 600 stores kiosks that shoppers can use to browse and make purchases on walmart.com. The site, launched in 1996 and enhanced in 2003 with improved security via a password-protected service from Verified by Visa (see story, "Safer Shopping: Verified By Visa Aims To Reduce Fraud"), offers consumers nearly 1 million items, from movie rentals and apparel to furniture and prescription drugs. The terminals augment in-store sales and will be similar to services already in place, such as kiosks that offer gift registries and photo printing, Wal-Mart says.

With its kiosk effort, Wal-Mart is following in the footsteps of one of the E-commerce masters, Dell. Two years ago, during the holiday season, Dell began putting kiosks in shopping malls to acquaint customers less comfortable with online shopping with its Web operations. Clerks are available at the kiosks to answer questions, demonstrate products, and take orders using dell.com. "These customers are typically first-time buyers and a little less knowledgeable about the products," says Frank Muehleman, VP and general manager of Dell's small- and medium-business division. "Those who are buying their second or third PC typically go to dell.com."
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REI ties in-store kiosks to its Web-site gift registry, Joan Broughton, REI's VP of multichannel programs says.
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Sporting-goods store Recreational Equipment Inc. also offers in-store kiosks that include gift registries tied to the company's Web site, which have helped boost sales, says Joan Broughton, REI's VP of multichannel programs. At these, consumers are encouraged to set up gift registries or order online when merchandise isn't available in the store. The kiosks don't run on a full browser to prevent people from surfing the Web.

REI is integrating its REI Adventures travel service, which offers package trips, such as a nine-day cycling tour through Italy's Puglia region, with its online processes. Eventually, customers will be able to add these trips to a gift registry they've set up, and people buying gifts for them, whether online, at registers, or using the in-store kiosks, can buy a percentage of the trip by entering a code at the time of purchase.

But REI realizes that there are other ways to leverage its Web and brick-and-mortar operations. It took mul- tichannel sales to a new level earlier this year when Broughton set out to increase overall revenue and brand awareness. REI's more than 70 brick-and-mortar stores generate 85% of the company's revenue, and its online site generates about 12% of sales.

Broughton's mission is to integrate conventional in-store retail methods with REI's E-commerce site, launched in 1996, and with the kiosks that were put in stores this year. Earlier this year, REI launched a program that lets customers order products online and pick them up at stores. At the end of the first day of service, 60 of REI's 66 stores had been assigned pickup orders from customers buying online.

"One IT guy I work with set up a counter to keep track of the people using this service," Broughton says. "It was exciting to see consumers cross from one channel to another because it gave momentum to the things we're doing."

While Broughton declined to provide specifics, early statistics from an internal study on the model indicate that the service has "exceeded all sales projections." And data indicates that a third of REI's customers who order online and pick up the merchandise in stores make, on average, additional purchases of $90. 

Integrating E-commerce and in-store order platforms hasn't been easy for REI. Web, front-end, middleware, and back-end applications had to be integrated with point-of-sale and warehouse-management systems to ensure that customer orders are submitted properly and shipments are expedited.

With help from IBM Global Services, REI has been integrating its systems during the last two years using IBM's WebSphere Commerce Server E-commerce platform. WebSphere contains the business logic for product presentations and the data required to run the E-commerce store, and it lets Web surfers browse by category, look up product pages, and make purchases. Tighter integration between REI's warehouse-management system and its Web site enables products to show up on www.rei.com as they're received and checked into the distribution center.

Even before products are received, they can appear on the site. For example, when REI decides to buy a new product from a supplier such as the North Face Inc., a division of clothing maker VF Corp., it takes photos of the merchandise and gathers information on descriptions and sizes. A Web page is built, images are assigned, and merchandise is tagged with a code that alerts the Web site when merchandise arrives in the warehouses.

Continuous feeds through IBM's WebSphere MQ messaging product send merchandise-availability data from the warehouse to the Web site. If the merchandise isn't available in the warehouse, a picture of the product won't display on the Web site. "We used to update the site once nightly, and early this year we changed the process to real time for several features like item availability and new products," says Brad Brown, REI's VP of information services. "The batch file took three hours to run overnight and prevented some merchandise from being updated for 20 hours."

Similarly, Pacific SunWear of California Inc. has more tightly integrated back-end systems such as inventory management with its Web site. IBM's WebSphere Commerce Portal and WebSphere Application Server support PacSun's E-commerce traffic on an open-standards-based architecture, which the company says makes it easier to add new features and turn on more computing power during the holidays, when shopping spikes.

It has been six years since the company launched its E-commerce site, which in 2003 generated more than $1 billion in revenue. While online sales con- tributed slightly less than 2% of that, the amount of each online transaction on average is about 50% higher than in-store sales transactions. The company has set a goal to increase online sales to 2.5% of revenue by 2007, says Ron Ehlers, PacSun's VP of information services. To that end, the retailer is redesigning the online checkout process to make it simpler and more intuitive, and relaunching a "wish list" capability that lets customers create a list of items their friends and families can access.

E-commerce shows no signs of slowing as retailers continue to take advantage of its ever-increasing capabilities. Expect to see more Web strategies in brick-and-mortar stores and more brick-and-mortar tactics appearing on Web sites. Retailers appear to be making the many possibilities of E-commerce finally come true.

