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What we plan to cover today:

Frictions and Commerce

Online-offline overview

Online-offline (O2O)

Variety and the digital economy
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Part 1

Frictions and Commerce
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 Frictions in real world markets;

Friction – impediments to transactions getting done or

information getting found by customers and firms



EXPERIMENT 1 (search friction)
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Search Friction (Google, Alibaba, salamhotel.uz)
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EXPERIMENT 2 (geographic friction)
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Real and digital economy

What is the status of frictions in the digital economy?

Yet, most transactions happen offline!!! Why??? 

Touch and feel;

Wait for couple of days;

Transactions (Uzbekistan).
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Real and digital economy

Source: Euromonitor, Morgan Stanley Research; excludes travel

4% sold online

95 % sold offline

Yet, mutual influence exist! 
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Real and digital economy

Bigger town – More stuff (agglomeration) 

Evolution of real world economy

Woman living in a city with a lot of physical 

stores around (Shanghai, Beijing) 

Who is more likely to 

shop online at 

- www.soap.com

- www.suits.com

- www.shirts.com

Woman living in a town with very few 

physical stores around (downtown 

areas, other provinces)

http://www.soap.com/
http://www.suits.com/
http://www.shirts.com/
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Goods versus information (research findings)

Globally, consumers who live further from offline commerce options are more 

likely to shop online for goods

Furthermore, consumers who live in large cities are heavy consumers of 

information (another 50-60 ”local sites” for every additional 1m residents)
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Summary

 Real world markets impose two important frictions on consumers, search friction and geographic 

friction;

 The Internet helps alleviate both, but helps consumers in large and small markets differently;

 The Internet also imposes its own set of frictions (many new companies are starting up to eliminate 

them).
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Online-offline fundamentals
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Online-offline fundamentals

Reviews (negative, positive, 

positively negative)

Find the best business in town



© Dr.Umidjon Akhunjonov  2018

Online-offline fundamentals

https://www.youtube.com/results?search_query=CEO+bonobos+2008

https://www.youtube.com/results?search_query=CEO+bonobos+2008


© Dr.Umidjon Akhunjonov  2018

Online-offline fundamentals

Amazon.com; 

Zappos.com; 

www.officemax.com; 

Casper.com (NapMobile).
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Online-offline fundamentals

Five features; 

Snacking (elevator or queue); 

Distribution and payment system; 

Intelligent and creative; 

Unique user interface; 

Amplification of WOM.

Intertwined and interconnected 
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Value is created when customers can “make better decisions”;

Customers are present offline and online—business needs to be too;

Every product or service contains digital (D) and non-digital (ND)attributes—

converting ND to D or eliminating uncertainty about ND is key;

The “computer in the pocket” of billions worldwide will touch every market 

(remember the Five Rules of Mobile).

Recap
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Are online and offline businesses competitors?

Online and offline (O2O)

2

1

Information (price, brand, location, 

size); 

Fulfillment (delivery, stocking and 

other operations)

B-O-P-S-- Buy Online, Pick up in Store, or alternatively,

ROPO-- Research Online, Purchase Offline.
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Research Studies (O2O)

www.crateandbarrel.com (began offline, adding online)

www.warbyparker.com (began online, adding offline)

http://www.crateandbarrel.com/
http://www.warbyparker.com/
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Research Study (more info online pulls more offline)

• Treatment group (Crate & Barrel store within 50 miles)

– First, they could have the products they bought shipped to them 

(online fulfillment) 

– Second, they could go into the store and pick up their purchases 

(offline fulfillment)

• Control group (No Crate & Barrel store within 50 miles)

- they had to have the product shipped

Two choices are better 

than one, aren’t it?

web

Natural Experiment

When they were 

given two options
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Research Study (more info online pulls more offline)

•Treatment group 

–First, they could go to the 

website (offline information)

–Second, they could use the 

sampling program (offline 

information)

–Third, they could go to the

showroom (offline information)

•Control group customers had the first two options only

VIDEO
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Research Study (more info online pulls more offline)

Horizontal brand could be a company like Amazon, or a company that I like

and shop at sometimes called Far Fetch-- essentially, a brand that is selling products

that are produced by other people.

A vertical brand is something like Bonobos or Warby Parker, where the product is

only available at those sellers. Nobody else aside from Warby Parker is selling Warby

Parker glasses.

Which one of these should pay more attention to online/offline?
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Summary

• It helps to think of online-offline interaction through the lens of two core 

functions: information and geographic friction;

• When deciding what activity to perform online or offline, always think about the 

“fit” of the activity to the channel;

• Remember: consumers operate in all four cells of our O2O matrix so in most 

cases, firms need to as well;
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Variety and the digital economy
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Variety and the digital economy: two principles of variety

• Cost: Until relatively recently, it was relatively expensive to offer“ 

more variety” to customers due to the cost of storage and 

distribution of goods and services

• Winners: In most contexts the “80/20” or Pareto Principle held true
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The Long Tail

Principles

•Supply Long tail businesses 

exist because technology has 

changed the economics of 

creation, storage and distribution

•Demand Long tail businesses 

succeed when customers have 

access to recommendation and 

search tools that allow they to 

discover and consume the variety 

that they wantoffline online

www.farfetch.com, 
www.edX.com
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Internet not only enables, but also generates Long Tail

Fashion Catalogue 
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• The Long Tail has always been latent but just not produced (consumers have 

different preferences and want variety);

• The digital economy facilitates the supply of Long Tail products and services;

• Long tails only “work” in practice when buyers have the necessary tools of 

discovery.

Summary



Essential reading

• READING MATERIALS

• David.R.Bell et.al., How to win in an Omnichannel world, MIT Sloan Management 
Review. https://www.researchgate.net/publication/279332914

• Chris Anderson, The Long Tail; Why the future of business is selling Less of More 
http://dl.motamem.org/long_tail_chris_anderson_motamem_org.pdf

• VIDEO LINKS

• http://www.cbsnews.com/videos/warby-parker-tops-fast-company-magazines-annual-
list-of-most-innovative-companies-in-the-world/

• https://drive.google.com/drive/folders/1Z0yJVwp1FylIe-kM-4baZDQ4tzZ1QA9S

https://www.researchgate.net/publication/279332914
http://dl.motamem.org/long_tail_chris_anderson_motamem_org.pdf
http://www.cbsnews.com/videos/warby-parker-tops-fast-company-magazines-annual-list-of-most-innovative-companies-in-the-world/
https://drive.google.com/drive/folders/1Z0yJVwp1FylIe-kM-4baZDQ4tzZ1QA9S


Further reading

• Chaffey, D. (2011) E-Business and E-Commerce Management: Strategy, Implementation 
and Practice, 5th edition. Financial Times/Prentice Hall, Harlow. Chapter 8 introduces 
the concept of E-marketing and its relationship with e-commerce and e-business. 

• DTI (2003) Business in the Information Age – International Benchmarking Study 2003. 
Department of Trade and Industry, London.

• Bell, D. R. (2014). Location is (still) everything: The surprising influence of the real world 
on how we search, shop, and sell in the virtual one. Houghton Mifflin Harcourt. 
http://cdn.chiefmarketer.com/wp-content/uploads/2016/09/Location-Is-Still-
Everything_David-Bell_INTRODUCTION.pdf

http://cdn.chiefmarketer.com/wp-content/uploads/2016/09/Location-Is-Still-Everything_David-Bell_INTRODUCTION.pdf

