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Foreword

As part of Russell Reynolds Associates’ commitment to understanding the future trends and
challenges that our clients will face, we publish reports that examine the transformations taking place
across major business sectors. In each of our studies, we look at an industry from the inside by
gathering the views of the experts, executives and senior commentators.

This report focuses on the role of the Internet in multi-channel retail, its impact on the industry, and
how integrated service offerings are reshaping the talent pool and executive teams. This international
study is based on a series of interviews with CEOs of traditional retail organisations, e-commerce
leaders and leaders of pureplay Internet retail businesses.

We explore three fundamental issues: first, the balance and mix of skills that the online leader needs;
second, the kind of team required to help execute a multi-channel strategy; and third, the bottom line
on talent in an industry creating new roles and requirements as it evolves.

Russell Reynolds Associates would like to thank all those who generously shared their insights
throughout the research process. Further details are set out in the Appendix.
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Executive Summary

Growth of the online retail industry

The retail industry is faced with mounting pressure in the current economic gloom. Figures from the
British Retail Consortium (BRC)-KPMG retail sales monitor for December 2008 show the biggest fall
in the United Kingdom in 14 years, with the value of retail sales dropping by more than 3 percent on
a like-for-like basis and by 1.4 percent on a total basis from December 2007.

Figures for the United States tell a similar story. The US Department of Commerce reported retail sales
(excluding cars) for December 2008 down by just over 3 percent—the steepest fall on record—leading
to the first ever calendar-year decline in sales.

In the euro zone, retail sales shrank 1.5 percent in November 2008 compared with November
2007, and consumer confidence plunged in December 2008 to its lowest level since the European
Commission started tracking it in 1985.

In this climate, the advantages of Internet shopping to find the best price are prized by consumers,
investors and retailers. According to the BRC, non-food non-store sales in December 2008 were 30
percent higher than a year ago. In the United States, year-on-year figures for November 2008 show
an increase in online sales of 15 percent, according to comScore. In December 2008, total unique
visitors to online stores increased by 5 percent to just under 180 million.

‘| think there are a lot of gaps in e-tailers’ knowledge,” says Julia Reynolds, CEO, www.figleaves.com.
“They are running off the growth of the industry rather than the growth of an efficient operating
model. There are very few people making money out of their Internet business so the operating
model is perhaps not where it should be.”

What implications does the continued growth of e-commerce have on the leadership requirements of
online retail businesses?

Leadership requirements

For every business model in the retail industry, the key question is what degree of e-commerce
experience does the business leader require? Is it more—or less—valuable than offline retalil
experience? Should the e-commerce leader in a traditional retailer be a retail expert, an online
specialist, a marketing guru or a technophile? Our participants are unanimous in their opinion that
the e-commerce head needs to be, above all, a commercial leader. Every executive should have a
strategic view, a track record in leadership and expertise in driving change or transformation. Specific
retail experience was deemed to be much less important.

“Your job as leader of the e-commerce business is precisely that—to lead the e-commerce business
rather than trying to be the marketing director, the systems director or the fulfiment director. However,
you need to know a little bit about all those areas in order to get the best out of your team,” says
Laura Wade-Gery, CEO, Tesco.com and Tesco Direct.

As Internet retailing continues to evolve, retail leaders are faced with finding e-commerce business
leaders in an environment where the sources of talent are limited in the extreme. Consequently, retail
leaders have to make tradeoffs in the desired skill sets, with the majority now placing a higher value
on leadership and commercial experience than on more traditional retail experience. Building and
retaining a strong team, delivering demonstrable long-term results and providing transformational
leadership will become increasingly important.
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Recruitment and retention challenges

Traditional retailers historically have focused on developing their own talent in-house. Most now
recognise that bringing in new talent to drive the online arm of these increasingly multi-channel
businesses often is essential. However, the talent pool still is limited in the extreme, and potential
leadership candidates often want to go to pureplay Internet retail businesses rather than to multi-
channel retailers because they think that pureplays are more cutting edge. Respondents believe that
multi-channel will become the cutting edge in the next few years.

‘| think the future is all about multi-channel. It's about finding people who have some e-commerce
experiences but who also have seen—from a customer perspective—how a joined up e-commerce
solution works best,” says Robin Terrell, Managing Director, John Lewis Direct.

Over the last 10 years, Internet executives have moved rapidly from company to company, particularly
in the pureplay environment. Retaining online business leaders is a challenge—there are lots of
opportunities for good candidates, and, as a result, they are expensive. In response, some companies
have offered executives more autonomy and freedom, creating friction with other parts of the multi-
channel business. Other companies have moved executives into broader leadership positions for
which they are ill-prepared —particularly if they lack more traditional retail experience. In addition,
this constant movement of senior executives makes it hard for companies to identify what executives
have really achieved as individuals. The career path for online executives still is being developed, with
candidates coming from a range of backgrounds. Finding executives with a strong cultural fit and the
ability to build relationships and understand the offline, as well as the online, business is crucial for
long-term success. Developing these future leaders also requires retailers to be bolder.

‘| think there is a myth about needing to have the experience of doing it, leading to an apparent
shortage of people who are known to know about e-commerce,” says Laura Wade-Gery. “Does
that mean they can't be created? No, | don't think it does. But selection committees can have
a risk-averse mindset about not creating somebody but finding someone who's already done i,
particularly if they feel they are playing catch-up.”

Transformational business leaders and potential group CEOs

In big picture terms, the overriding challenge for traditional retailers is how to become a multi-channel
retailer with an offer spanning a series of integrated customer channels enabled and enhanced by
the Internet. For traditional retail enterprises developing a multi-channel strategy, the e-commerce
head often is envisaged as the personification of what the organisation hopes to achieve in the future.
As such, these leaders occupy a transforming role. The role typically is highly evolutionary for the
organisation. Many of our research participants mention that online heads need to be seen to have
broader capabilities to go on to bigger things.

In short, they need to have CEO potential.

‘E-commerce businesses are more demanding than traditional retail management. If you can be efficient
in Internet management, you can probably do it in other channels,” says a leading retail executive.

Opinions vary as to whether the online business leader is likely to become a core source of talent
for retail CEOs in the future. But there is no doubt that those individuals who manage to build strong
relationships across the full spectrum of the multi-channel business and who demonstrate real
commercial leadership may well become the retail CEOs of the future.
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LLeadership Requirements

The “five-legged sheep”

In the evolving world of multi-channel retail, the pool of executives with the requisite breadth of skills
and personal flair still is relatively small.

‘In terms of finding talent, there is a shortage of the right kind of people. Everyone is looking for
the elusive ‘five-legged sheep’. We're looking for people who are inquisitive, have a passion for the
Internet, have good management skills and understand brand management, as well as have analytical
skills and the ability to react quickly,” says the Customer Service Director of a luxury brand.

In today’s multi-channel world, of the top seven key skills for the e-commerce head, rated by our
participants (see Figure 1), commercial expertise is considered the most important skill. The least
important is retail experience.

Technological expertise is considered non-essential and is a skill that can be drawn from within the
team. Our research participants do stress, however, the importance of a passion for the Internet
and what Internet technologies can achieve for the business—and for the customer. Finding such
consumer-savvy individuals is a high priority for the majority of our participants. For both pureplays
and traditional businesses, despite retail experience being considered non-essential, service
experience is a must, with closely related sectors such as travel or leisure particularly relevant, where
a consumer-centric view dominates the approach.

‘| think you can live without the really high-tech expertise and retail expertise as long as you have
someone with great consumer-centric general management skills,” says Reg McLay, Senior Vice
President, Marketing and Business Development, Canadian Tire.

“You need people who are very conceptually agile, who are able to grasp virtual thinking, which is
a little different from a classical retailer, who needs to see things. The whole way of working virtually
requires people to be able to abstract from reality and use imagination,” explains Thomas Vollmoeller,
Former Member of the Board and President for Non-Food, Tchibo.

Retailers need to identify the tradeoffs they are pre-
Figure 1: Ranking of Seven Key Skills pared to make in finding the right leader for the online
business. Understanding the balance a particular
organisation requires between e-commerce experi-
ence and broader commercial and transformational
2. Strategic view leadership capability will open avenues that might not
have been considered previously.

1. Commercial expertise

3. Leadership track record

The online business leader, like any other channel
4. Step-change expertise business leader, needs to be able to take a helicopter
view of the overall business requirements and translate

5. = Boardroom potential ) ) i
that for the online environment and vice versa.

% SINESIEIE ‘Anyone in a retail organisation needs to have strong

6. Retail experience online skills. These are not discrete bubbles. They
are integrated. Online and retail need to work hand in
hand,” asserts Simon Fox, CEO, HMV.
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Recruitment and Retention Challenges

Balancing the skills of the team

Given growth rates in online sales, participants expect the talent pool for senior executives with the
ability to run online businesses to swell significantly over the next few years as those with potential at
all levels gain a track record.

As Simon Fox says, the skills needed of an online leader “depend on the quality of people you put
around this person. It is about making sure the person’'s weaknesses are covered through strengths
in the team that is built around them.”

If the online leader must have commercial expertise, a strategic view and a leadership track record, members
of the team must provide the high-level technological capabilities and appropriate retail experience across
the entire spectrum of disciplines. Fundamentally, online team members are agents of change so they
must be able to find the middle ground in helping execute a multi-channel strategy while maintaining
positive collaboration with offline colleagues. All members of the team must be customer-centric, including
the technological experts who may experience a step-change in this area of their development.

Developing internal talent

‘| think it's better to have one of your smart up-and-coming executives running the business internally
for the main reason that if you want to be multi-channel and integrated into the organisation, you
need somebody who understands how the whole organisation works to link it all together,” says lan
Filby, Beauty and Lifestyle Director, Boots.

The importance of fostering collaboration and knowledge of the organisation leads some of our
participants to favour the approach of developing talent in-house, usually by moving individuals
around to give them exposure to e-commerce. In the early years, this often was the only option. Given
the cultural challenges, one advantage of moving high-potential executives from the offline to the
online part of the business is that they, it is hoped, will maintain good relations with former teammates.
With a strong leader encouraging online and offline collaboration, the team members develop the right
attitudes and behaviours to ensure multi-channel success for the whole enterprise.

“The online and offline teams should be one team working towards a common goal with the brand they
are representing. The danger is that there is a divergence of what the brand stands for, with the online
and offline teams doing different things,” says Michael Hancox, formerly Managing Director, Otto Versand,
currently CEO, Ideal Shopping Direct.

Bringing in fresh talent from outside

However, in growing their own talent, companies might forgo other dimensions. Many of the
participants strongly recommend hiring talent from the outside at this point in time to gain a fresh
perspective.

“You can't grow everything yourself, especially in this area where technology is new and the whole
experience is different. You are looking for some freshness of thinking and ability to accelerate your
growth,” says Steven Robinson, CEO, M&M Direct.

For an industry that traditionally has sourced talent from within, the recognition that successful
e-commerce executives can be sourced from alternative service and customer-focused industries
represents a significant change in industry thinking.
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Such open-mindedness is one of the most significant changes brought about by multi-channel
opportunities. Rather than concentrating on retail experience, the focus is specifically on the
individual, his or her background and one’s behavioural characteristics. Participants point to the
value of a candidate having a mixed background, encompassing commercial expertise, pureplay
experience and—pointing to some notably successful executives—consulting experience.

Multi-channel retailing is attracting a new group of candidates who might not have considered going
into retail in the past.

“We've had success from puling people from Google, Yahoo! and other retail-type companies.
| wouldn't rule any source of talent out. It becomes an evaluation of the specific individual against
the responsibilities he or she would have,” says a traditional retail CEO.

Maintaining a balance

Our participants note four key points in growing and identifying talent:

1. Online experience is a career builder.
Leaders should place promising young talent in online divisions early to give individuals exposure
and prepare them for future multi-channel roles.

“To broaden your experience, you either get some Internet experience or you go international.
Organisations have to grow their own and put some of their best people in the Internet now—or put
good people in who want to build diverse skills,” advises Julia Reynolds.

2. Sector differences are becoming more pronounced.
Hiring for food, non-food, luxury brands or digitising businesses brings specific challenges and
issues to address. Technological expertise is a high priority for digitising businesses while brand
expertise is prized by luxury retailers.

3. E-commerce/multi-channel businesses need commercial leaders but also people leaders and
talent spotters.
Moving executives to the online part of the business is wise in a tight market. But as the talent
pool grows, it is good practice to benchmark internal talent against the market. A high degree of
comfort with internal candidates should not preclude hiring the best candidate for the role. External
candidates might not have an internal track record, but their experience in other service industries
could be more valuable.

4. Consider hiring from a wide range of sources.
Consider hiring individuals with a background in digital marketing who can take the Internet beyond
information and sales and use it as a marketing tool for customer acquisition. Internet technologies
are expected to continue to develop, changing the nature of customer interaction, so increasing
digital marketing expertise ahead of the curve is a strong tactic.

“The piece that is growing and becoming more important is the Internet as a marketing channel. First
and most important, it is an environment in which to build loyalty and customer relationships and
engage our shoppers in an ongoing, two-way dialogue about our business, the brand and what's
relevant to them,” says a traditional retail executive.
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In many cases, the online and offline teams within a traditional retailer tend to see themselves as two
different tribes. The tension between them is not productive.

‘In some ways, it's good to have competition because people strive to be the best. But there is a
tipping point where it can become negative,” comments William Lynch, Executive Vice President,
Marketing and Content, HSN.

Figure 2: Tension between Online and Offline Teams

“l violently disagree. They must feed off each other.
If that’s not happening, you have totally missed the
point of multi-channel retailing.”

A
“No. Our online customers are The Internet part of “Yes, and industry sales
the biggest bricks-and-mortar our business is figures over the last year have
customers too. They buy more; “stealing my lunch.” 5 shown just how potent this
it doesn’t cannibalise.” Do you agree? threat really is.”

“No. | think the Internet business is part
of the holistic business model that is emerging,
and it needs to do so.”

Within multi-channel retail, the Internet is not an exclusive shopping option; it is an online thoroughfare,
which often is able to provide another perspective on the customer base. Communication needs to be
a two-way channel at all levels of the organisation, but it needs to be led from the top.

“We're a very immediate channel so we learn separately some things about customers that then turn
out to be quite valuable to our store colleagues. So because online is a sort of microcosm of our
overall business, we can sometimes learn things or see what's working more quickly. In a nutshell,
we are a ‘hothouse' of things,” says Laura Wade-Gery.



Internet Retail Leader Ship | Transformational Business Leaders and Potential Group CEOs

In traditional retail enterprises that are pursuing a multi-channel strategy, the e-commerce head often
is perceived to be the personification of what the organisation hopes to achieve in the future. The
executives need to be transformational leaders who are adept at driving change and encouraging
innovation. Many of our research participants mention that if the online head can demonstrate broad
capabilities and understanding of the overall business, then he or she can almost certainly go on to
bigger things. These individuals need to have CEO potential.

“The head of the online organisation has the obligation to drive collaboration and interactive work
with the offline part of the business. If it doesn't work, it becomes competitive, and the online group
will be viewed as being an irritant and not a productive part of the organisation and will be pushed
to the side and not supported very well,” says an executive from a leading supermarket.

Figure 3: The Online Leader as Retail CEQ?

“Online heads will be good people to lead the entire company
because—if hired properly—they would be commercial,
bright people who know how to move fast and react.”

A

,, . The future of retail is digital. The .
Yes. E-commerce businesses are . . Someone who understands
head of the online/multi-channel

more demanding than traditional < ~~~~~~~~ > both environments is going to

. » . business is best placed to lead the : ”
retail management. : . . s be better placed.
entire retail group. Do you agree?

“No. There is a current prejudice against those coming
from online. But | think in the future, online experience
will be seen as valuable and necessary.”

If the right multi-channel leaders are hired into the online part of the business—with the breadth of
requisite skills and experience —then they would be well-placed to lead the overall enterprise. In the
short term, however, there is likely to be significant cultural reticence about embracing a leader from
the e-commerce or multi-channel side of the business as the overall leader of the organisation.

Notwithstanding this reticence, our respondents all agree that the Internet continues to transform the
retail industry in terms of both commercial potential and executive talent.
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Russell Reynolds Associates would like to thank the following individuals for the time and insight they
shared as participants in this research:

Tim Curtis, Managing Director, Lands’ End

lan Filby, Beauty and Lifestyle Director, Boots

Simon Fox, CEO, HMV

Ben Gordon, CEO, Mothercare

Michael Hancox, formerly Managing Director, Otto Versand, currently CEO, Ideal Shopping Direct
Ajay Kavan, Strategy and Marketing Director, Homebase

William Lynch, Executive Vice President, Marketing and Content, HSN

Reg McLay, Senior Vice President, Marketing and Business Development, Canadian Tire
Julia Reynolds, CEO, www.figleaves.com

Steven Robinson, CEO, M&M Direct

Robin Terrell, Managing Director, John Lewis Direct

Thomas Vollmoeller, Former Member of the Board and President for Non-Food, Tchibo
Laura Wade-Gery, CEO, Tesco.com and Tesco Direct

We also would like to thank those participants who have given their perspective and wish to remain
anonymous.

The research was developed by Russell Reynolds Associates in collaboration with the business
research group Lighthouse Global (www.lighthouseglobal.eu.com).

About Russell Reynolds Associates

Leadership. In today’s ever-changing global business environment, success is driven by the talent,
vision and leadership capabilities of senior executives.

Russell Reynolds Associates is a leading global executive search and assessment firm with more than
300 consultants based in 39 offices worldwide. Our consultants work closely with public and private
organisations to identify, assess and recruit senior executives and board members to drive long-term
growth and success. We value teamwork, serving our clients with a collaborative approach that spans
our international network of sector and functional experts.

Our in-depth knowledge of major industries and our clients’ specific business challenges, combined
with our understanding of who and what make an effective leader, ensure that our clients secure the
best leadership teams for the ongoing success of their businesses. For more information, please visit
us at www.russellreynolds.com.
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