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[bookmark: _Toc38275790]Executive Summary
	The birth of 759 store is a direct result of the manufacturing operations in the CEC International Holding Limited facing a tough time in the business. This unrelated diversification expansion using parallel imported goods as the business model which was unorthodox in Hong Kong.
Bypassing all the distributors and created enough cost saving, generated enough power to challenge the existing market leaders. The company embraced the economics of scale, the sales volume along with the number of stores growth rapidly. However, de-economics of scale in their business model started to surface in 2016, and the group began to reduce the business scale by shutting down stores. With the pass of the founder, Mr. Coils Lam, in 2018, the group continued with the plan set out by Mr. Lam and no initiative created as the business needed.	
The retail environment in Hong Kong is burial. High operating costs including rental and labour consumed the profit margin. In the era of COVID-19 pandemic, the global economy is uncertain and IMF has already predicted a global recession, while the world is helping to prevent the spread of the virus, governments across the globe plumping resources and try to revive the degenerating economy.	
The retail environment in Hong Kong is burial. High operating costs including rental and labour consumed the profit margin. In the era of COVID-19 pandemic, the global economy is uncertain and IMF has already predicted a global recession, while the world is helping to prevent the spread of the virus, governments across the globe plumping resources and try to revive the degenerating economy.
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[bookmark: _Toc38275792]Company Background
CEC International Holdings Limited (00759.HK) is a listed company in Hong Kong. Founded by Mr. Coils Lam in 1979, and the main business is electronic coil manufacturing. As the electronic coil manufacturing business facing significate challenges during the 2008 financial crisis, Mr. Lam decided to expand the business into the Hong Kong retail sector focusing on snacks. This unrelated diversification led to the establishment of 759 Store in 2010 with referencing the business model of convenience stores.
The first 759 Store opened in July 2010 and increased to 120 stores in 2012. The group
continued the expansion to 290 stores in 2016 which is the highest in the company history. The early mission for 759 Store was to compete with the major supermarkets in Hong Kong. Therefore, the strategy was to focus on a low margin with a quick turnover. With financial
support from the manufacturing business, the group is capable of managing the retail business with a small profit margin.
Parallel import is the key model and early success for 759 Store. This unorthodox business model had created noise in the industry, without the markup from the distributors, the price was competitive with the major market leader at the time. In the beginning, around 50 percent of products were imported from Japan and later expanded the selection from other Asian countries, including Korea, Taiwan. And now, more than 95 percent of products sold in
the chain are imported directly (759 Store, 2020).
Mr. Lam passed away in August 2018; not only the stock price did not drop but instead doubled after the announcement (SCMP, 2018). The company was underperforming during that time and hope that the restructure in top management will lead the company in a new direction. However, the top management quickly appointed Ms. Tang Fung-kwan, a long-time staff of the group as the new Chairwoman and continue the path set by late Mr. Lam (CEC, 2018a).
The growth strategy of 759 stores at the beginning was to utilize the economics of scale from parallel import, getting a better price from the supplier, and spreading the administrative
and logistics costs. These actions are heavily weighted on the supply side and the group decided to grow the number of stores to digest the supply. As expected, the advantage of the economics of scale is easy to understand, lower the cost of the merchandise and minimized the administrative and logistic cost, however, with the combination of the store growth, the rental and operational expense in Hong Kong outranked the benefit enjoyed from the economics of scale from the supply side. As a result, 759 store unable to optimize the economics of scale and went into de-economics of scale. Although it did not address publicly, the retreatment has been executed since 2016. The store number reduced from 271 to 179 in 2019; the financial benefits reflect one the annual reporting, from losing 29 million in FY 2017 rebounded to 11.8 million profit in FY2019 (CEC, 2019). The implementation of the retreatment strategy helped the group to reduce their top three operating expense; selling and distribution expenses, administrative expenses, and rental, which accumulated around 50% of the operating cost in 2017 (CEC, 2017). With the store number reduced, the ratio dropped to 44.9% in 2019. In addition, although the total revenue is dropped, revenue per store has increased from HK$ 8.2 million per store per year in 2017 increased to HK$ 9.6 million in 2019.
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[bookmark: _Toc38275793]Current Market Environment and Challenges
The coronavirus COVID-19 Pandemic is a global crisis that not only impacting global health but also puts the global economy in a halt. United Nations is calling every country to act and respond immediately to contain or prevent the spread of the virus. (United Nations, 2020). At the same time, countries flooding resources into the market to keep the economic downturn. US Coronavirus Aid, Relief and Economic Security act involving a US$ 2 trillion plan (United States Congress, 2020) to provide emergency assistance and health care response for individuals, families, and businesses affected by the pandemic. EU is also allocating €2.2 trillion for member states to assist the health care and businesses during the pandemic (European Commission, 2020). 
In Hong Kong, retail contributed 4% of the total Hong Kong GDP in 2017 (Census and Statistics Department, 2017) and employed over twenty-six thousand people (Census and Statistics Department, 2018). According to the study of the Hong Kong Consumer Council, the grocery retail segment is moderated concentrated in the city with ParknShop and Wellcome are the top two major players in Hong Kong, together accumulated a majority share of 62.5% (Consumer Council, 2013). 
Both ParknShop and Wellcome have a very similar background as both of them are back by a multinational conglomerate. ParknShop is part of the A.S. Watson Group which under CK Hutchison Holding (CK Hutchison Holding, 2018). On the other hand, Wellcome is under Jardine Matheson Holding Limited (Jardines Matheson Holding Limited, 2018). Both of them have a great influence on the real estate market in Hong Kong, not only allowing their retail brands to enjoy a lower rental cost but also created a barrier of entrance for competitors.
In addition, due to the geography limitation, the high rental price is always a challenge for Hong Kong retailers. This phenomenon creates a natural and robust barrier preventing competition from entering the market. Therefore, although the market is saturated, both Wellcome and ParknShop market share remained stable. 
1.1. [bookmark: _Toc38275794]Political
WHO Director-General had declared the new coronavirus outbreak as a Public Health Emergency of International Concern (World Health Organization, 2020). At the beginning of this pandemic, the virus spread in China during the Chinese New Year holidays (China Briefing, 2020). According to the Chinese government, the spread of the virus was preventable and controllable. Therefore, it was treated as an extension of the Chinese New Year. However, as the infection started out of control, the Chinese government had to lock down some major cities to control the spread, at the same time, factories were not permitted to operate during the lockdown (Bloomberg, 2020). Unfortunately, the spread of the coronavirus turned into a severe
matter and invaded into many counties started in March 2020, causing a global lockdown (IMF
Blog, 2020).  
1.2. [bookmark: _Toc38275795]Economical
The global lockdown created uncertainty that had never happened before. According
to the latest World Economic Outlook Growth Projection, the projection turns into negative growth due to the COVID-19 pandemic and the damage is severe across all regions.
[image: ]
As the magnitude of this pandemic has not been seen before, as it is an ongoing event which no precise information available, the damage of the global economy is not able to quantify at this moment. With that said, Hong Kong is expected to face the same challenge, and the latest real GDP forecast rate of change in 2020 is between -1.5% to 0.5% (Hong Kong Economy, 2020).
1.3. [bookmark: _Toc38275796]Social
In response to the COVID-19 pandemic, a list of preventive measures is enforced by the government; social activities and interactions have been slow downed. Civil servants work from home, and many public services have been shut down. Hong Kong Government also imposed the social distance and restricted public gathering to four people at a time. School has been suspended without a timeline of reopening, and 14 days mandatory quarantine is required after returning from overseas (Government of Hong Kong, 2020). Under these strict measures, it is hard to maintain a reasonable livelihood in Hong Kong.
1.4. [bookmark: _Toc38275797]Technology
Automated commerce, or a-commerce, is the advancement of the automation of processes in the retail section. A-commerce enabling retailers to offer products and services based on relevant insights generated from the Artificial Intelligence (AI), and algorithms provide an attractive choice for the consumer (Kavoura, Kefallonitis and Giovanis, 2019). The power of the AI is to remove the difficulties of selection and enhance the customer's interaction with products and services (Ostrom, Fotheringham and Bitner, 2019).
A vast amount of services is already available on many online platforms. Machine learning has traced the shopper patterns in online purchases to understand the individual's preference (Ghose, Li and Liu, 2019). As the Internet of Things expands, this data will be used by machines to predict and respond to demand (Page, 2019). These technological advancements are the cornerstone of the O2O2O business model (Page, 2019). 
1.5. [bookmark: _Toc38275798]Post pandemic changes in shopping behavior
Psychologists stated continuous events could change personal behavior (Burrell, 2016). As the global lockdown being enforced and nowhere near to an end created a consumer behavior changes which can last for a long time, the rise of online shopping is an evolutionary challenge to the traditional retail model. 
Barnard Marr has predicted the COVID-19 pandemic, business who does not have an online shop will not be able to survive, and those who have the limited capability will ramp up to a higher capacity. His other predictions have a close correlation with other technological changes, which included contactless interfaces and interactions, strengthened digital infrastructure, utilization of IoT & Big Data (Marr, 2020), which is a summary of the O2O2O model.


[bookmark: _Toc38275799]SWOT Analysis for 759 Store
759 store falls into the mass-market sector and it is highly competitive in Hong Kong. Retail is a moderated concentrated segment and the entrance barrier is very high due to limited retail space in Hong Kong. This geographical limitation creates a high rental rate which in turn a high capital injection for entering the retail market. Also, maintaining a low price and enlarge the potential customers with diversifying products are critical components in the mass market; this explained Hong Kong retails under a challenging environment.
As stated in the 759 Store annual report, Selling and distribution expenses, Administrative expense, and rental accumulated around 50% of the revenue in 2016 (CEC, 2017). To survive in this environment, the SWOT analysis should able to provide direction for the future direction. 
1.6. [bookmark: _Toc38275800]Strengths
759 Store is well known for its low margin and high turnover; the retail price is very affordable and widely accepted by the general public. Their membership scheme can reflect 759 Store popularity, according to the annual report, 460,000 loyal customers use their membership card no less than once a week, indicate the company has received long-term and continued support from the customers (CEC, 2019). With years of experience penetrated the retail market, the coverage is adequate for the Hong Kong market.
1.7. [bookmark: _Toc38275801]Weakness
Without an online sales platform, the 759 store has lost touch with the consumer behavioral changes. The technological advancement of mobile devices, along with mobile networks, had changed consumer buying behavior. A study showed that 96% of Hongkongers use mobile devices online every day, and 45% of those are using mobile devices for online shopping (Go Globe, 2014). This phenomenon was noticeable in Hong Kong prior to the outbreak of COVID-19. During the mandatory government lockdown, consumers moved toward online shopping has been intensified. To illustrate the magnitude of change, the latest report from HKTV mall is a good indicator. The YoY Sales increase from HK$ 179 million to HK$ 482 million in February 2020. The number of orders had a 165% year-on-year growth reaches to 32,600 transactions (Inside Retail, 2020). While all the traditional retailing has been dropped significantly in the same period, grocery retail is the only business can have sustained, in benchmarking with HKTV Mall, it demonstrates the weakness of 759 store current situation.
1.8. [bookmark: _Toc38275802]Threat
COVID-19 pandemic prevention and control measures are having a serious impact on the real economy while protecting people and balance of employment; it is clear that the industry is needed more than just financial support. According to United Nation, Asian economies have taken several steps in providing direct support to the health sector and implementing a direct fiscal stimulus plan in Advanced Asian economies; this budgetary stimulus is in much larger than the stimulus during the global financial crisis in 2008 (United Nation, 2020)
The global economic impact is difficult to measure as the magnitude of this pandemic has not been seen before. In 2003, after the Severe Acute Respiratory Syndrome (SARS) pandemic, economists had conduct investigation on the impact for the economy, but unable to quantify with the macroeconomic modeling techniques (Keogh-Brown and Smith, 2008) nor the traditional microeconomic model (Beutels, Edmunds and Smith, 2008). As the COVID-19 pandemic is an ongoing event, the global implications of the pandemic are not able to quantify; therefore, the economic uncertainty is influential, and Hong Kong is expected to face significant challenges during this global recession projected by the IMF (International Monetary Fund, 2020).
1.9. [bookmark: _Toc38275803]Opportunity
Lockdown measures in Hong Kong affecting the daily life of the Hongkonger. Under these tough measure, grocery retail is in high demand as the public are forced to stay at home and fulfill the basic needs during the pandemic. The time spent at home is more during the lockdown. The free time available creates a great opportunity for online shopping, and this behavior change is believed to revolutionize the exiting retailing atmosphere. 


[bookmark: _Toc38275804]Discussion
The challenges for the 759 Store is intelligible; the global economy, including Hong Kong heading toward recession, high operating cost for the traditional retail business model, and the company has lost touch with the consumer behavioral change. These challenges create great opportunities for the group to transform the business model into a-commerce and O2O2O model. O2O2O model incorporates both online and offline platforms to provide extensively and all-around service for the customer (Zhang, Ni and Fan, 2019). Customers can gather the information online and experience offline; once the decision is made, various delivery options are available to complete the transaction.
HKTV mall is an excellent benchmark which was gaining benefit and momentum with the O2O2O business model. Since the launch in 2015, HKTV mall had become a fresh and exciting model in the grocery retail market. With just three years, one-tenth of Hongkonger age over 18 had shopped with HKTV mall (HKTV Network Limited, 2018) and became the most extensive online shopping platform in Hong Kong (Alexia, 2019). In addition, online shoppers are more likely to repeat and extend shopping to more categories (Consumer Council, 2016), which is lead to believe this behavior changes will revolutionize the consumer behavior, from shopping in a physical retail store into O2O2O model. HKTV Mall understood the disadvantage of traditional retails, the high rental cost and limited space affect the market penetration availability and variety of product selection. The sales volume is constrained by the operation hours. Therefore, HKTV Mall started its business with a 100% online sales channel in Hong Kong. 
As the business progress, HKTV Mall understood instead of fixed time delivery, the flexibility of picking up service is in demand. Therefore, a plan of an online-to-offline (O2O) option was setout and put in place in 2018. 46 O2O locations were set up and targeting to increase up to 120 shops by the end of 2019 (HKTV Network Limited, 2018).

The current situation of the COVID-19 pandemic creates a major economic halt around the world. The preventive measure of the pandemic intensified the fundamental problem in the Hong Kong retailers sector. Retailers in Hong Kong is keeping investigate the possibility of reducing operating costs. As rental cost acuminated a large portion of the operating cost, during this tough environment, the group should renegotiate the contract as a short term solution. However, as the city been lockdown along with the shopper behavioral changes given an obvious direction that the traditional retailing business model needs to cope with the new environment and behavior, and with O2O2O is a possible solution. 
In the view of 759 Store, the group should capitalize on the instability of the market and reposition itself to a new and sustainable direction. By investigating the need to evolve from the existing retail business into a complete O2O2O, cope with the changes in both the business environment and consumer shopping behaviors. The 759 store has already penetrated various retail locations in the city, the business can evolve relatively quick and easy to transform into the O2O2O business model.


[bookmark: _Toc38275805]Conclusion and Recommendation
The 759 store should be capitalizing on the advantage of an existing network and further expand into a complete O2O2O. Online platforms allow business expansion without the burden of high rents and wages. This strategy can bring the retail business not only able to connect with a broader range of customers but also better fit the consumer needs for now and the future in Hong Kong. This transformation can be divided into three areas. IT infrastructure, automated distribution center, and operational changes. 
1.10. [bookmark: _Toc38275806]IT infrastructure
As discussed previously, as customer behavior changed to more prefer online shopping, the mobile app is essential for facilitating the purchase. As today most mobile devices run either with iOS or Android platforms, the mobile app must be available on both platforms. Although not all online shop has a website, with the scale of 759 Store, it is good to have a webpage that capable of ordering and other customer service function. 
O2O2O business model highly relied on Social networks. It is not only a promotional tool but also an educational tool that can help to transform into the engagement (Harris and Rae, 2010). Using HKTV Mall as an example, they put significant efforts into an integrated marketing communication plan, including advertising, sales promotion, and public relations. 
Facebook, Instagram, and Youtube are some leading online advertising platform in Hong Kong (Compass Office, 2019). As the audience is getting less from TV, along with the disadvantage of low penetration rate and high production cost of the traditional advert, online advertisement is much easier to gather the audience’s attention. Google, as the number one search engine in the world, their platform is open for partnership in creating an effective advertisement, emphasized in three major areas, keyword adverts, graphical promotion, and active reinforce promotion (Google Ad Manager, 2020).
Keyword adverts and graphical promotions are based on the inputs in the search and provide the related products and graphical image, fundamental of input-output relation, which is a key for increasing sales (Goldfarb and Tucker, 2011). Active reinforcing promotion is the engine that will reinforce the advertising for that item that has been added into the basket but did not complete the transaction, and the cost to reach the customer is minimal (Walker and Mullins, 2013). HKTV mall with three years of operation partnering with Google and became the highest traffic shopping website in Hong Kong (Alexia, 2019).
1.11. [bookmark: _Toc38275807]Automated distribution center
The automated distribution center would be the largest investment for the new business model, with reference to HKTV mall, the size of their distribution center is around 170,000 square feet. However, as there is a fundamental difference in terms of product categories, the distribution center for 759 store might not require the same size as HKTV Mall. 
Learning from other global retailers, automated distribution center requires a highly efficient blend of automation technologies to control picking, packing, and shipping costs (Custodio and Machado, 2020). Traditional warehouse and fulfillment centers required a lot of human resources to operate, and the efficiency is questionable. Hiring and training reliable staff to carry out the task is also challenging (Jewell, Jewell and Kaufman, 2020). However, Internet of Things (IoT) technology and Artificial Intelligence (AI) incorporated with the IT infrastructure can provide real-time information with reflected on the website (Bandaragoda et al., 2020). This real-time inventory information is something traditional warehouse and fulfillment centers unable to facilitate. The consumer is expecting shorter lead time from ordering to receiving the product, and automated fulfillment center can be much faster and accurately handle the orders, although the investment is sizeable, it is recommended to invest at the beginning for long term benefit (Ham, 2019). 
1.12. [bookmark: _Toc38275808]Operational changes
759 store is famous for its low price strategy, and it has created a significant impact to the competitor at the beginning of the business; therefore, the group needs to remain at the same pricing position with the new business model. In addition, the product selection of the existing business model is limited by space availability; however, when everything is online, 759 Store can expand to a broader range of products with no limitation of product size and quantity. The product expansion can be drastic, but the products available in the physical store should be limited to those who are either high margin or high turnover items.
It is a key highlight that 759 Store has a high penetration rate and coverage in Hong Kong; this is a distinct advantage over the competitor like HKTV mall. The physical store not only able to entertain the traditional retail customer but also can serve as a pick-up location, which is the key to the O2O2O model. The group should remodel the store format that can facilitate the pick-up service. 
Meanwhile, O2O2O model with automated tools to increase revenue and customer satisfaction (Linzbach, Inman and Nikolova, 2019)., a-commerce has also encouraged higher consumer expectations (Nakayama and Wan,2019). Customers are becoming more demanding, favoring personalized and efficient services. Customers are very likely to look for an alternative as their needs are not fulfilled. As automation transforms customer relationships with the business, a-commerce retailers are needed to create high quality and multidimensional customer service experiences. 
	
	


[bookmark: _Toc38275809]Implementation and considerable risk
To have a smooth implementation of the new business model, a senior executive should be appointed to lead the transformation. It is obvious new talents are needed for executing the plan, in response to major changes, IT, Warehouse & Logistic, and Operation will undergo organization changes.
Digitalization Information with IoT and AI will become the most significant asset in the O2O2O business model. To keep up with trends and survive in this environment, companies are advised to allocate enough budget to IT as part of the corporate marketing strategy. As evolving with the high relay on online infrastructure, the IT department became a critical department. The IT department not only needs to ensure to regulate the operation but also requires to provide data analysis to maximize the business potential. 
Warehouse & Logistics will be responsible for planning and implementing the new automated warehouse. The team will work very closely with the IT department to incorporate and homogenized the software and hardware infrastructure. The delivery service is an essential part of the O2O2O model; however, owning and operating a fleet team involved capital and human resource that 759 store may not necessarily have. With the consideration of the complication, the delivery service should be outsourced, and the logistic team should be responsible for liaising and negotiating with the third party logistic. 
[bookmark: _GoBack]Besides, the logistics team should partner with motorcycle deliveries company instead of light goods vehicles. Motorcycles are light and easy to travel; the basket size of snacks is small; therefore, the motorcycle delivery service can be a very effective way for deliveries. Compare to the light goods vehicles, the operating cost for a motorcycle is much smaller, which leads this delivery method is in high demand. 


The online shopper is most concerned about cybersecurity (Chowdhury, Adam and Skinner, 2019), the risk including hacking of personal information, phishing scams, ransomware attacks, and identify theft. The chances that come with online shopping have the potential to disrupt people’s lives. However, many solutions can be adopted to combat risks. As this is a highly specialized skill required the company should seek help from the cybersecurity experts to ensure that the system is intact.
COVID-19 pandemic created considerable uncertainty around the world; this is also created a great opportunity and help the group to reflect on the existing model. Alongside the consumer behavioral changes and illustrated the importance of a-commerce with the O2O2O model for the modern retail environment, 759 Store needs to reposition with the transformation and fit for the future. 
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2020 H1 2019 2018 2017 2016

Number of Store 182 179 206 243 271

Revenue 863,841,000 $          1,730,024,000 $       1,847,326,000 $       2,009,993,000 $       2,277,969,000 $      

Inventory 312,585,000 $          311,559,000 $          331,874,000 $          198,982,000 $          2,622,070,000 $      

Profit (loss) 20,885,000 $           11,874,000 $           6,204,000 $             (29,528,000) $          15,840,000 $          

Selling and distribution expenses  240,554,000 $          492,252,000 $          568,071,000 $          624,608,000 $          659,212,000 $         

Administrative expenses  41,365,000 $           89,074,000 $           101,907,000 $          118,928,000 $          126,235,000 $         

Rental 195,665,000 $          223,401,000 $          261,448,000 $          268,790,000 $         

Table 1.1 Company Background

Source: CEC International Holding Limited Annual Report 2016 - 2020
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real GDP, annual precent change 2019 2020 Projection 2021 Projection

World Output 2.9 -3.0 5.8

Advanced Economies 1.7 -6.1 4.5

United States 2.3 -5.9 4.7

Euro Area 1.2 -7.5 4.7

Japan 0.7 -5.2 3

Emerging Markets and Developing Economies 3.7 -1 6.6

China 6.1 1.2 9.2

Table 2.1 Global GDP outlook

Source:  IMF World Economic Outlook (2020)
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