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1. [bookmark: _Toc534274806]Background
 	
[bookmark: _Toc534274807][bookmark: _Toc533835230][bookmark: _Toc533835461]Hong Kong Television Network Limited (The Group) is a listed company in Hong Kong (SEHK:1137) established in 1992.  In early of 1990s, the Group provided telecommunications services to both commercial and residential customers. It also developed 100Mbps fiber broadband services later. As the telecommunications market was becoming mature and challenging, the Group shifted their focus to TVs and multi-media market and targeted to gain back the reputation of “Asian TV Drama Production hub” for Hong Kong. However, as the license issue, the domestic free television programme business deceased in year 2012 and then renamed as Hong Kong Television Network Limited (HKTV) from City Telecom in year 2013.

[bookmark: _Toc534274808]In December 2014, the Group introduced a new way of shopping practice to Hong Kong people - a “one-stop shop” platform has been developed, named as HKTVmall (the Company), to provide a 24-hour online shopping mall for entertainment, online shopping with delivery services to their customers. This shopping model emphasizes “save money, save effort and save time”. And the Company tries to be a market leader in the online shopping segment and lead society to a new era of online shopping market.

[bookmark: _Toc534274809]Start from the end of year 2016, the Company has set up the first two online-to-offline (O2O) shops in at Aberdeen and North Point. By the end of 2018, the Company is operating total thirty-eight O2O shops in different districts over Hong Kong.

[bookmark: _Toc534274810]On 6 March 2017, the Company tremendously expanded through acquisition of 100% of the issued share of Groupon HK and which is re-branded as HoKoBuy in June at the same year, to develop its e-voucher segment in online shopping industry. Number of customer increased from 163,000 to 477,000. The remarkable growth of the customer base makes a positive result of financial performance.

[bookmark: _Toc534274811]Currently, the Company is operating its car fleet itself, having total over 180 vehicles to perform daily delivery services to all end-to-end customers. And it rents three logistics with over 224,000 square feet of floor area to keep their inventories and process the pick-and-pack procedure there. Including all the back office staff, logistic and warehouse staff, the Company are employing 947 staff.

[bookmark: _Toc534274812]Til now, the Company has running the business for 4 years. It has not yet breakeven so far. The HKTVmall suffered a loss of HK$204.5 million in the year of 2017. Although the Company had a tremendous increase in revenue to HK$388.6 million in the first half year of 2018 (compare to 1H2017, the revenue is only HK$203.9 million), it is foreseeable that it could not make any profit in 2018.

[bookmark: _Toc534274813]To cope with the huge turnover growth of the business, the operating cost increased accordingly in 2018. The operation expenses includes (i) fulfillment cost, (ii) marketing and O2O shops operating cost, & (iii) E-commerce operation and support cost. The expenses in operation were HK$568.6 million in the year of 2017. And the 1H2018 operation cost was HKD336.6 million, which is 59.1% of the cost of the year 2017.
[bookmark: _Toc534274814]To support more than 10,000 orders intake every day, to lower the warehouse operation cost and increase the pick-and-pack efficiency, the Company has adopted automatic and robotic system instead of the current manual pick-and-pack workflow. 

[bookmark: _Toc534274815]Hong Kong is one of the high density population cities in the world. Being a Shopper Paradise for several decades, there are more than 300 shopping malls in Hong Kong. Is HKTVmall setting a wrong strategy in this region? Does the online shopping model work for Hong Kong people? How would an online shopping company make profit from the business?





2. [bookmark: _Toc534274816]Executive Summary
Hong Kong is a technologically advance city in the world with a very high number of internet subscription users. Actually, here is still one of the “laggards” among the Asia-Pacific area. Being a unique and self-run e-Commerce platform in the region, HKTVmall has run the “one-stop-shop” online business providing wide variety of products with delivery services for four years since 2015. 
With the great potential growth of e-Commerce in the coming years, HKTVmall should catch its opportunities. It is offering O2O convergence, low threshold of eligible of free delivery, together with automatic system to maximize the pick-and-pack process. HKTVmall is doing a lot to enhance its competitive advantage.
To sustain the business growth in the fierce e-Commerce in the future, it is recommended to have a detail plan on setting up O2O stores, putting more resource on the e-Wallet, exploring alternatives for goods pickup point and best utilize the big data capabilities.




3. [bookmark: _Toc534274817]Marketing Feasibility
Hong Kong is a tiny city with 7.37 million populations.  Being a modernized and commercialized city, it is not surprised that shopping malls, street shops, and supermarkets are easily found in this small area. Stefan Al. Mall City report (2016, quoted in Assersohn et al., 2018, p.4) states that in Hong Kong, there is average one shopping mall per every square mile, the highest density in the world. If accessing to shops was easy, would people here is willing to change their habit to do online shopping instead of visiting brick and mortar shops?

3.1. Hong Kong is a Potential e-Commerce Place?
In Hong Kong, the rate of mobile phone penetration rates is the highest in the world. Also, Hong Kong has the solid telecommunications infrastructure and a giant consumer base (Assersohn et al., 2018). Regarding the consumption expenditure (Figure 1), Hong Kong is at the highest level among the Asia-Pacific cities. Meanwhile, United Nations ranks (2017, quoted in Assersohn et al., 2018, p.4), followed by South Korea, Hong Kong is the second most digitally ready region in Asia, and ranked at the 6th in the world. All these factors are essential to make Hong Kong as a dynamics e-Commerce market.
[image: ]
[bookmark: _Toc534339793][bookmark: _Toc534339938]Figure 1: Hong Konger's consumption expenditure level is the highest among Asia-Pacific region (Source: World Bank)
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[bookmark: _Toc534339794][bookmark: _Toc534339939]Figure 2: Online retail penetrating rate in Hong Kong is far lagged behind other global countries. (Source: Consumer Council, 2016)

Consumer Council report (Figure 2) shows the penetrating rate of online shopping in Hong Kong was only 23%.  Compared to the rate of our counterpart, Mainland China is 67%. The rate for Hong Kong is extremely low. At 2018 Hong Kong Retail Summit held by Hong Kong Retail Management Associate, Valentine (2018, cited in Retail News Asia, 2018), a senior Google executive said that Hong Kong remains in the early phase of online shopping transformation. Here have two factors to hold back Hong Kong from migrating to e-Commerce, Mindset and Talent. Mindset is referring the willingness to embrace the new idea that change is good, and e-Commerce is not about distrusting that the legacy we have, e-Commerce is about complementing that for the benefit of you. Talent is referring the platform and the ability are ready for you to search the product online (Retail News Asia, 2018). Missing of these two factors, Hong Kong e-Commerce is lagging behind other global cities.
Optimism surrounding online retail was also reflected in the results of a recent JLL survey of market participants in which 72% of retailers and 90% of landlords surveyed said they believed that online sales would grow significantly over the next five years.
According to Assersohn et al. (2018) emphasized that online retail is optimism and it also reflected that the retailers (72% of the market participants) and the landlords (90%) agreed that the sale volume in online shopping market would expand significantly over the next five years.

3.2. Buying behavior of online consumers in Hong Kong
Online shoppers in Hong Kong are very suspicious of counterfeit goods, and prefer brand names (eshopworld, 2018)
3.2.1. Reason of Consumer purchasing online and not purchasing online
3.3. 
3


The Consumer Council survey showed the 43% of the consumers buy online mainly because “recommendation from friends and relative” and 36% of the customers think “quick and convenient” would motivate them to buy online.
[bookmark: _Toc534339795][bookmark: _Toc534339940]However, 30% of them worry about their personal data will be leakage via the online system and 22% of the respondents think the product quality is not guaranteed. These make them hesitate to experience shopping online.[image: ]Figure 3: Factors affecting consumers buy or not buy online. (Source: Assersohn et al., 2018)
 



3.3.1. Demographic of online consumer in Hong Kong
The Consumer Council (2016) also stated 35% of consumer aged 35-44 would shop online, but with elderly, like aged 55 or above, least of them would like to do online shopping. 51% of post-secondary educated people are online consumers. In general, Hong Kongers who do online shopping mainly are highly educated and they aged young and middle.
Even young people prefer the physical shopping experience. A global survey by CBRE Group Inc. has shown that 70% of millennials prefer shopping in stores, which is surprising considering that their demographic spends an average of 7.5 hours a day online. 
3.3.2.  Online Shopping Categories in Hong Kong
The most popular spending online categories are airline tickets and hotel reservation (more than 70%), followed by clothing (31%). However, less than 15% of them would buy electronics, grocery and home appliances online. According to MasterCard Online Retail survey (2015), via mobile shopping the most favors bought item is clothing (29%), and followed by personal care product (16%).
[image: ]
Table 1: The most popular Online Shopping Categories in Hong Kong
Visa survey (2015, cited in Consumer Council, 2016, p.4) also revealed that 75% of online shoppers have experienced purchase through oversea website. They bought product via oversea website rather than local websites or physical stores because products offered were cheaper.

3.4. Competitors
For the local e-Commerce market, the business model of HKTVmall is unique at this moment. There are a lot of local online shopping websites, however, there is no single platform that is providing a huge variety of products like a shopping mall, except the HKTVmall. 
For Hong Kong online shoppers, they most popular websites they purchased from are (i) Taobao, (ii) Yahoo!, and (iii) Groupon. (Consumer Council, 2016) By the way, the HKTVmall, acquired the Groupon in 2017, and this is known as HoKoBuy now. 
Referring to figure 6, the top sites ranking in Hong Kong, HKTVmall is ranks at 79 while HoKoBuy is at 453. HKTVmall is ranked as the top of the Hong Kong based online shopping platform. Whereas, HoKoBuy dropped sufficiently after its rebranding, this may be affected by insufficient of promotion and changes of it mobile app interface after the rebranding launched.
[image: ]
Figure 4: Top sites ranking in Hong Kong as of 15 Aug 2018 (Source: Alexa, quoted in HKTVmall, 2018)

3.5. Omni-channel 
Omni-channel approach is referring mixing different channels together so that to enhance the customer experience and buyer’s journey. For instance, a consumer using an app when he is in line at Starbucks to buy a morning cup of coffee; also, this may use a specific app to collect online coupons and place the purchase order in the store. (Campanella, 2018)
Figure 4 shows that it is the trend that Hong Kong shoppers tend to increasingly via retail websites and mobile app to purchase products or services in next two years. Yet, it doesn’t mean that Hong Kongers would give up the habit of do shopping in the malls. (KPMG International, 2016)  As consumers are still rely on brick and mortar stores, omni-channel approach is an irresistible new trend for retails in Hong Kong.

[image: ]
[bookmark: _Toc534339796][bookmark: _Toc534339941]Figure 5: Where did consumers shop last year and would buy in next 2 years? (Source: KPMG International, 2016)

3.5.1. ‘Click and Collect’ Approach
22% of the responders like to order online and the products are delivered home by the retailer whereas twenty-five percent of them choose ‘Click and collect’ option – order online and pick up the goods at the store or at a convenience store, or an assigned point. (KPMG International, 2016) This practice is very common around the globe, but not in Hong Kong. This gives the competitive advantage to the retailer if they are operating a physical store. For those Hong Kong people who are very busy, the ‘click and collect’ approach is prominently benefited to them, saving time for waiting the delivery at home.

3.5.2. Online-to-Offline (O2O) Convergence Approach
Online-to-Offline (O2O) convergence is an irresistible global trend in the retail business in both e-Commerce and brick and mortar retailing. In June 2017, Amazon announced its acquisition of Whole Foods Market, a grocery chain best known for organic foods. Whole Food provides the brick and mortar platform that is essential for Amazon to minimizing the operation cost on the returning goods, brand promotion and marketing, and also the delivery. (Hirsch, 2018) On the other hand, Alibaba has invested $9.3 billion in brick and mortar stores since 2015 to launch many concept stores without staff operating in the past year. Last year, Alibaba also acquired 36.16% stake in Sun Art Retail, a popular retailer of hypermarket operator in Asia (Choudhury, 2017). And it opened three new Hema supermarkets that blend online and offline shopping experiences where people can shop both online or in store. Consumers are providing customized recommendations suggested by the Hema mobile app result from the big data analytic. That is known as the ‘New Retail’ strategy.  (Najberg, 2017)
Chan (2017) stated that there are some retailers still keeping their unprofitable physical stores even though they gain huge turnover from the online business. The purpose of the stores are changed, they are acting a showroom for the products.
To enhance the O2O synergy, HKTVmall is also applying this ‘New Retail’ approach in the region aggressively in order to provide a seamless O2O experience to all Hong Kong shoppers.  The Company was exploring the best fit O2O retail model to the Hong Kong business environment. In October 2016, they opened the first 400-500 square feet concept store at North Point to serve their customers. To serve like as the traditional brick and mortar store for selling the product, the O2O stores also serve as a brand awareness tool to promotion the HKTVmall brand name and an order pick-up point. Meanwhile, it acts as a critical channel that is connecting the staff of the Company with their local neighborhood by face-to-face so that they can establish a solid and closer relationship. Refer to the HKTVmall annual report (2017), this is strong proven that the O2O stores is an effective mean to groom the online penetration, especially for the geographic area where the store located. Also, it is another channel for the Company to reach out the group of customers who are not always available for door-to-door delivery services.
With an encouraging result from the presence of the fifteen O2O stores opened in 2016 and 2017, the Company aggressively expanded their concept stores over different districts in Hong Kong. By the end of the 2018, there are thirty-eight O2O shops in the region. (HKTVmall, 2018)



4. [bookmark: _Toc534274823]Technical Feasibility
With a staggering 232% penetration rate of smartphones and 176% for internet subscriptions in 2017, (Leung, 2018) and 98% of smart phone users are online at least once a day, (Retail New Asia, 2018)  Hong Kong definitely is a technologically advanced city in the world. Many people would not understand the reason of the lag behind of e-commerce development in this region. This may be the Hong Kong shoppers’ mindset. Yet, we also need to understand if the technology, platform and other infrastructure here are ready / well developed or not. 

4.1. Untapped opportunities of online platforms
In Hong Kong, HKTVmall is the only platform that provides variety of goods for consumers. When shopping online, Hong Kong people eager to shop and compare products in one single platform rather than browsing several separate specific apps. Large online retail platform, like HKTVmall, is rare in Hong Kong. Yet it is providing the flawless and very convenient for shopper to purchase online with effortless. 
Reference to the business model of Amazon, eBay in the US, or JD, Taobao in our counterpart China, in Hong Kong, there is definitely untapped opportunities to develop online retail platforms. (Leung, 2018) Referring the chairman’s word in HKTVmall annual report (2018), Online Ecosystem momentum is hardly can be accelerated itself if there is no similar online shopping platform here. In the other word, if similar platform exits concurrently in the same Ecosystem, the growth may be prominent.
4.2. Infrastructures to support online retail business
The following table reveals the comparison between ParknShop and Wellcome, two leading supermarkets in Hong Kong, with an online platform and the supermarkets from Singapore (Redmart) and the UK (Morrisons). 
[image: ]
Table 2: Comparison of the online purchasing services from Supermarkets’ in HK, UK and Singapore (Source: Leung, 2018)
From the above table, it can tell that the online vendors in Hong Kong are providing limited delivery options and it takes longer time to deliver. Same-day delivery is one of the attractive point that pushing online shopper so popular in those countries.  Being unable to offer fresh meat would also be a huge obstacle to turn grocery market from physical store to online approach. Moreover, the threshold of enjoying the free delivery is not low. This is directly affecting customer to decide purchase online or not. (Leung, 2018)

Compared to the two leading supermarket, the HKTVmall offers the purchasing over $400 would eligible the free delivery service, that is $100 lower what its competitors do. However, the Company also does not sell the fresh meat and offer the same-day delivery services.

4.3. e-Payment Trend
Form Statista (2018) statistics forecasts 46% of online transactions in 2021 will be via e-Wallet and according to the report of Eshopworld (2018) the usage of credit card would be decreased from 29% in 2016 to 16% in 2021. And it predicts bank transfer, with occupied 16.5% of e-Commerce segment share, would become the second most popular payment method by 2021 world widely. (Eshopworld, 2018)
The payment option provided by online platform is one of the affecting factors to the customer decision. Globally, one of third shopper chose to abandon carts if their preferred payment method is not on the list. (Eshopworld, 2018)
Cash, credit cards, or their Octopus cards are the most common payment method in the region. Other local mobile payment options, including PayMe, O! ePay, and TNG Wallet are also expanding, although as the market grows, Assersohn et al. (2018) predict the providers would be consolidated into one or two dominate the space in Hong Kong.

Currently, the HKTVmall is providing several payment methods to its customers, including credit card, PayPal, UnionPay, PayMe and Citi Pay. However, cash and octopus are not available for its consumers.

4.4. Pick-and-pack by Automatic System
The chairman of the HKTVmall mentioned not only one time that the online retail business is a volume game. (HKTVmall, 2016) To support a volume game, building the strong infrastructure is essential. The infrastructure is referring a solid platform with a wide variety of product category, high browsing traffic, pick-and-pack automatic system and also the logistics and delivery support. 
In May and June, 2018, the Company received daily order exceeding 10,000 totally from the HKTVmall and HoKoBuy. To support the huge number of orders intake, the Company needs to expand its logistics and warehousing facilities. To avoid the high error rate and maximize the efficiency in the pick-and-pack process, the manual process cannot fulfill the requirement. Instead, a robotic system is the idea solution. The HKTVmall launched its automated pick-and-pack function in March 2018 and target will complete the entire installation in Q1 2020. It is estimated that the picking and packing capacity after the entire installation project would be three times more than the existing, i.e. more than 30,000 orders daily. 
To sustain the business growth, the Company also leverages their merchant’s resource and arranging merchant direct delivery approach or using e-voucher method. Meanwhile, the Company also strengthens its logistics capacity and develops long term partnership with local logistic organization to handle the upsurge in order intake. 

5. [bookmark: _Toc534274829]Financial Feasibility
By the end of 2018, worldwide e-Commerce sales are expected to surpass $2.8 trillion. And yet, online sales only accounts for 11.9% of the global retail market. (Orendorff, 2018)

[image: ]
Figure 6: Projected e-Commerce share of total global retail sales (Source: Orendorff, 2018)
In Hong Kong, retail segment has been a key driver for Hong Kong economy for many decades. In 2018, e-Commerce sale represents only 4.68% of the total sales. (Retail News Asia, 2018) It is believe that e-Commerce would have potential growth in the coming five years in Hong Kong.

Hong Kong is well known as the highest rental level among the global cities. Does the retailer operating an online business would gain the benefit of saving the leasing cost and ultimately make a favorable profit? 

Rental and human cost are the major expense incurred for operating a physical store. For online business, these costs are definitely lower. However, online retailers are suffering high logistic cost as many of them would offer free shipping even free returns service to their customers. If a customer request to return a goods, the retails need consume extra processing time, shipping cost, even storage space to settle the request. These may impact the profit directly.        

The below table listing the expenses items of operating online business and as well as brick and mortar stores. The profit margin of the retail operating online may not be definitely higher than that operating a physical store.

[image: ]
[bookmark: _Toc534339799][bookmark: _Toc534339944]Table 3: Operation expenses for retailers (Source:  Assersohn, et al., 2018)

[bookmark: _GoBack]Synergy of Omni-channelYear


The figure 7 illustrates how the online retails gains the benefit from an omni-channel approach against the single-channel strategy. Compared to cost of single-channel strategy, the cost of omni-channel approach is flatten out faster after the sales is above Q*. The distance between two curves (revenue and cost) are representing the total profit.  While more goods are sold, the marginal cost will be decreased due to economies of scale. However, based on the law of diminishing returns, the marginal cost will initially increase if the quantity of goods sold and shipped exceeds optimum capacity. (Assersohn, et al., 2018)

[image: ]
[bookmark: _Toc534339800][bookmark: _Toc534339945]Figure 7: Total revenue VS total cost through different channels
The HKTVmall’s O2O approach is one of the cases. Customer purchases online and pick up return goods at the store, the cost for this situation is lower than the cost of sending labour to the customer’s home to deliver/pick up the products. Moreover, the offline store may also capture extra sales when online customers visit the store for returning goods.

With the ideal growth of customer base after the requisition of Groupon and rising of brand awareness induced by O2O stores presence around the region, the remarkable growth of revenue generated in year of 2017. However, the HKTVmall was not able to make profit because the high operation cost associated increase of order intakes incurred. 


Figure 8: The HKTVmall turnover and operation cost
*The values of 2018 are projected figures where the others are actual values

As mentioned by the chairman of the HKTVmall, the saleable online business is a volume game. (HKTVmall, 2016) Start from March 2017, the average daily order increased significantly and accordingly the operation cost of every order decreases and the profit margin increases. With the presence of the robotic system for pick-and-pack process, the capacity increase and the revenue will increase ultimately.

[image: ]
Figure 9: The Average daily order and gross merchandise value of HKTVmall (Source: HKTVmall, 2018) 


6. [bookmark: _Toc534274830]Recommendations
In general, Hong Kong e-Commerce is in its infancy phase, there are 88% of consumers purchased online at least one in the last three months and four out of ten of them place the order via their mobile phone in the last three months. (GO-Globe, 2018)  The e-Commerce market in Hong Kong is growing unconscious steadily. As the most effective factor to influence people purchasing online is the sharing of shopping experience by friends and relative, people‘s mindset will change with the population of online user increase. Hong Kong is certainly a potential place for e-Commerce to develop and ready to take off.
6.1. O2O Convergence
This is no doubt that the O2O stores are offering the benefits to the HKTVmall: (HKTVmall 2017)
· an effective marketing tool to arouse the brand awareness, 
· It serves as an education center to different generation, it is suggested that the Company should focus on educating the elderly because Eshopworld (2018) suggested that the people aged over 60 would spend on household online would be double by 2020 as it did in 2010. 
· Order pickup points favor to the customers who work full time and not available to wait for the delivery at home 

However, setting up more concept stores does not necessarily equate to make more sales volumes at certain extend. One of the purposes of setting up a physical store - to arouse the public’s brand awareness – yet, brand awareness would not be much increased if reaching an optimum point. The Company should keep track on this objective. A rash investment of setting up the O2O stores may lead to excessive expenses cannibalizing profits generated. Decreasing the competitive advantage that brought by online business.

6.2. Alternative goods pickup points
Instead of using certain amount to set up the O2O stores, it is suggested that the HKTVmall liaise with a Hong Kong well known24-hour operating convenience stores, 7-Eleven, and provide the pickup services to HKTVmall customers. In order to diminish the fulfillment cost (including the operation cost of car fleet and labour), O2O stores is serving a critical and alternative tool for good pickup options. However, investing certain amount in O2O stores is inevitable. There are 900 7-Elven stores covering different area in the region. To leverage the extensive network of the convenience stores, online customers can pick up their goods at anytime at anywhere. This would be one of the persuasive factors to shift the customers buy online. 
Because of 7-Eleven is selling similar goods as HKTVmall, would 7-Eleven agree with the said deal? All depends on the Company would treat this as an opportunity or a threat. Actually, 7-Eleven can see this as an opportunity to attract more customers to the stores and may boost the sales finally. This may be a win-win deal for both companies.
6.3. Put effort on developing e-Wallet
HKTVmall is recommended to invest more resource on the e-Wallet. The Company is possessesing a huge customer base and millions of devices have downloaded the HKTVmall app. If HKTVmall app can introduce an e-wallet function, this is encouraging customer to buy from HKTVmall no matter online or pay at the physical stores.
Cash and octopus payment are common used in Hong Kong. The Company should consider accepting these two payments while online user requests home delivery.
6.4. Best utilize the Big Data capabilities
One of the most valuable intangible assets of the Company is its customer database and the information about their buying behaviors. Neil Galloway (2016, quoted in KPMG, 2016b, p.14), Finance Director with Dairy Farm, mentioned that technology nowadays allows online retailers to build one-to-one relationship with their customers, the promotion information for customers are more personalize, precise and informed, which greatly help to raise the bar of customer’s  expectation. To extend the business scope, HKTVmall should strengthen its digital marketing team and utilize its Big Data capabilities, and provide commercial advertising solution and production services to its suppliers and merchant partners.
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Turnover	2015	2016	2017	2018*	112810	187071	487257	777196	Operation Cost	2015	2016	2017	2018*	329816	380454	568555	672630	
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