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Preface

International retailing is an essential ingredient for the global economy. International
retailing satisfies the increasingly complex and demanding needs of global consumers.
Cultural diversity is expressed through the products and services that are provided by
global retailers, who are in a position to discover new tastes and preferences, work with
global suppliers to bring these products to the consumer speedily and at a fair price.
International retailers are able to transfer knowledge and experience across cultural
boundaries, and this ensures that they are constantly improving their quality of products
and service delivery, and supplying the best of what is available to their consumer base.
Retail technology enables responsive demand, real-time pricing, such as bar-coding,
point-of-sale systems, e-commerce and customer relationship management schemes, for
example loyalty programmes. Global retailers are at the forefront of technology change to
manage their operations and consumer interface. Consumers are international in their
outlook through travelling for business and/or pleasure, through accessing the Internet,
music, television and magazines, and so are looking for new experiences and a global
appeal when shopping. Progressive retailers have to meet this demand through keeping
abreast of global trends and working with suppliers to optimise the appropriate product
mix in store. Sustainability and ethical aspects of retailing are particularly apt when work-
ing globally. This is a challenging area for retailers and is an aspect of their quality man-
agement. Addressing the dynamics of the market for teenagers and youth market is
another demanding area. Young consumers have their own finance and make their own
decisions about what products they chose to buy and where from. They tend to be
strongly influenced by celebrities, brands and peer-group pressure. Retailers need to
understand their shopping habits and cater for the needs of this cohort. In general, con-
sumers are increasingly brand aware and want to have access to luxury products. Own
brands, or private labels, have to offer premium quality and a sense of uniqueness to
attract and retain consumers’ loyalty.

International Retail Marketing addresses all of the major issues affecting international
retailing, including logistics and supply chain management, service quality across inter-
national boundaries, e-tailing, design, ethical sourcing, luxury brands, young consumers
and global trends. This is a book that will be useful to retail managers, suppliers and
academics.
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Foreword

Yesterday, I returned to the UK from China, with its explosive retail development, and on
this day the Safeway Merger Inquiry reported its findings. We indeed live in interesting
times!

International retailing is a reality. It started slowly but surely, it will continue for many
years, and we will not see global retailing for a generation. Retailing touches every person,
and even in its early stages of development, international retailing is having profound
effects on consumers, communities, competing retailers and on their suppliers.

This book on International Retail Marketing is very timely. The subject is massive, so the
authors, wisely, do not attempt an all-encompassing study. They would shoehorn, pigeon-
hole and stereotype too much if they tried. Instead they choose separate important sub-
jects, which reflect what is happening in our industry.

I like the way the book moves easily between such diverse matters as supply chain,
young consumers and e-commerce. In this way you get to see both the wood and the trees
at the same time! In some ways it is an accurate impression of how a retailer would see it,
moving, sometimes jumping, from subject to subject. Each piece is important and has to be
dealt with, but it is not a jigsaw, so do not try too hard to force them into a single picture.
I also like the way it travels around the world. It is not centred on the US, as so many offer-
ings are.

I am fascinated by our industry, and I am sure the reader of this book will see why.

Sir Terry Leahy, Chief Executive, TESCO
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Introduction

Retailing is an international business. To satisfy the needs of global consumers, retailers
have to meet these through the products they offer, whether these are principally food,
fashion or multiple retailers. Consumers experience different cultures when they travel for
work or pleasure and they have access to the Internet, television, magazines, etc and they
demand products, which reflect these tastes. Retailers are sourcing globally for the fashion
or cosmetic or electronic gadget that is new and exciting for their challenging consumer
base. Sustainability and fair trade are issues that are coming uppermost for retailers and
they have to ensure that they are trading and sourcing ethically. Thus, they have to have
in place optimum quality management to do so. One growing market is that of young con-
sumers who have their own finance, are strongly influenced by celebrities and peer-group
pressure. This market sector is fast moving, brand-led, difficult to satisfy and fickle.
Consumers are increasingly aware of luxury brands, which is particularly challenging for
private- or own-label retailers. Own-label or private-label products have to be of a pre-
mium quality and at a competitive price to attract and retail consumers. International
retailers are under pressure to identify key trends in different regions and deliver the
appropriate product mix, at the expected level of service quality to satisfy their global con-
sumers. This entails having effective supplier relationships in place to guarantee product
delivery on time and at the agreed price point to meet demand globally. It means moni-
toring the retailer brand to ensure that it is strengthened, not diluted, by different expec-
tations across the world. It includes keeping ahead of the game in terms of customer care
and global trends. It means being aware of competitors that may come into the market
through the Internet, through merger and acquisition, and/or through vertical integra-
tion. All of these issues are captured in this book.

International Retail Marketing is a primary source for managers in retailing or their sup-
pliers, or those wishing to embark on a career in international retailing. The book is
divided into two sections. Section 1 reviews and discusses the main conceptual and theo-
retical themes facing international retail marketing. Section 2 examines topical issues
affecting international retail marketing and is based on contributions from leading experts
from around the world. Each chapter concludes with a set of Study Questions.

Moore and Fernie examine the nature of international retailing, how international retail-
ers operate globally, the pressures they face, and approache{[G1]}s to strategic international
retail marketing. Retailers are cost driven and to achieve a profitable international retailing
business requires consideration of key activities, systems and processes. This is addressed
by Moore and Fernie. In Chapter 2, Fernie focuses on logistics and supply chain manage-
ment for international retailers. Products have to be manufactured, assembled, and trans-
ported to the retailer and then distributed to retail outlets throughout the retail operation.
This is complex and when systems fail, then this means that anchor products are not in
store at the time they need to be. Achieving a fail-safe process that is agile, lean, quick
response, and that is able to meet changing consumer needs within tight cost parameters is
not easy! Fernie considers the contingent factors impacting on an efficient and effective
supply chain. Central to any retailer are the roles of sourcing, buying and merchandising.
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Without the right products in stores at the right time and price and presented appropriately
to the consumer, then the retailer would be out of business. And yet, these activities are not
always given the attention that they deserve and they are clearly a strategic activity. In
Chapter 3, Moore gives an intelligent synopsis of retail buying and considers its role as a
‘change agent’, ‘gate-keeper’ and ‘opinion-leader’. To fulfil these roles, buying needs to be
closely linked with the retailers” strategic objectives, predict future trends and create and
deliver on the buying plan. Buyers also have to be able to cultivate effective relationships
with suppliers to negotiate on price and delivery. Doyle considers store design and visual
merchandising in Chapter 4. Atmospherics, layout and visual merchandising are increas-
ingly critical aspects of the retail offering. They serve to attract or detract potential con-
sumers and impact on purchase behaviour and customer retention. Creating zoned areas in
stores, for example for teenagers, baby and toddlers, etc. is one approach to meeting differ-
ent customer needs and assists consumers to navigate around the store.

Section 2 covers a number of major issues affecting international retail marketing and is
full of interesting cases and examples. E-commerce hype envisaged a future without
‘brick-and-mortar” retailers. This vision has not been proven, as yet. Internet shopping is
another channel open to the consumer and can prove to be convenient and cheaper for cer-
tain products and services, for example books, compact disks, flights, hotels, etc. This new
channel has led to the emergence of new types of retailers and novel trading activities,
such as auction sites like e-bay. For many retailers, e-commerce has been adopted to sup-
port key operations, such as sourcing and buying, tracking of shipments, billing, ticketing,
training, etc. Marciniak and Bruce review e-tailing and the strategic options that this pro-
vides. In Chapter 6, Hines focuses on relationship management within the domain of the
supply chain management. Investment in partnerships is one approach that is used to
guarantee access to new product ideas, to ensure priority of delivery and to maintain a
sensitive price. Drawing on examples, Hines argues that supply chains are effectively
‘value creation mechanisms for customers’ and need to be treated as such, rather than
merely taking a cost-driven approach. Where retailers take this perspective, they are able
to create a supply chain that meets with their strategic objectives, for example lean and
agile as the case of Zara in fashion. Bannister and Nejad address the area of young con-
sumers in Chapter 7. This is a rapidly expanding market in its own right and also young
consumers’ influence on household purchases, so that they are being referred to as ‘brand
managers of the home’. Bannister and Nejad segment the market into ‘kids’, ‘tweens” and
‘teens’, and focus on the influence of celebrity on young consumers. By conducting their
own research, they reveal a range of attitudes and influences on purchase behaviour in
this sector. Regarding celebrity endorsement, then they appeal to very small-age bands
and the celebrity needs to be managed to ensure their values were still appealing to the
target segment. Next, Tomolillo and Shaw take the topical issue of ethics in fashion in
Chapter 8. Using focus groups, they have asked consumers directly about their perspec-
tives on ethical consumerism and the trade-offs they, as consumers, make between cost,
fashion, aesthetics and ethics. Consumers were aware of environmental issues in the pro-
duction of fabrics and ethical issues in terms of exploitation of women workers in clothing
factories. They would like more choice in terms of fashionable and ethical garments.
Chapter 9 provides an analysis of global luxury brands. Jackson addresses the thorny
question as to whether luxury and fashion are synonymous or not, and then he goes onto
question the nature of luxury. Luxury is now being diffused down the social strata and so
the meaning of ‘luxury’ is in itself dynamic. He cites Menkes (2002): ‘the word luxury is
almost old fashioned. I have a different philosophy on luxury — to me it is the right pair of
jeans that fit well and could be any brand. I call it design-led quality.” The connection with
design has meant that the luxury brands are acquiring design talent to expand their busi-
nesses on the basis of the creative talent and inherent sense of exclusivity that this can
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bring. Keeping ahead of the ‘Jones’ and retaining, or expanding the market, is not easy for
luxury brands in a climate of copycats and accessibility of fusion lines. Service quality is
another concern of international retailers. In Chapter 10, Smith reports on an international
survey of consumers’ cross-cultural expectations of service in financial services. She notes
that without understanding the tacit nature of service expectations, retailers are taking
unforeseeable risks in geographical expansion across cultural boundaries. Indeed, the
intangible elements of service are often neglected by international retailers who tend to
assume a ‘mono-culture’ throughout their organisation, which can create problems of cus-
tomer attraction and retention. Birtwistle extends this theme in terms of store image and
retail positioning. Consumers have perceptions of stores, which influence their propensity
to enter that store and their retention to it. From her research, she has found that a key fac-
tor of store image is customer care and service quality and is the ‘most significant differ-
entiator, particularly in fashion retailing where staff can have high customer contact.’
Thus, store staff have a major role in store image, in addition to that of advertising and
merchandising. The final chapters in this section consider trends in Asia and the US. In
Chapter 12, Chu and Yick focus on fashion trends in Asia. The markets in cities like Hong
Kong are becoming saturated and intensely competitive, as international retailers are
using Hong Kong as a base to enter China. With fast-moving fashion markets, no one
retailer is able to cater for the diverse range of wants and needs of consumers, so ‘portfo-
lio retailing’ is becoming more and more common. Portfolio retailers operate a number of
different retail formats to meet distinctive market needs and each has its own-tailored
merchandising programme to serve the specific needs of a different target group. Hong
Kong retailers have expanded in the region into China, Thailand, Korea but these face
operational problems and also have to adapt to and reflect the cultural needs of these envi-
ronments. Brand image and a customer-centred approach to marketing are necessary for
success in Asian markets.

Little and May-Plumlee, in Chapter 13, provide an overview of the technological
impacts on retailing in US, which have enabled responsive demand, real-time manage-
ment and optimization, such as point-of-sale systems, bar-coding, e-commerce and cus-
tomer relationship management activities, like loyalty schemes. They describe a study of
US consumers and note the key factors affecting the decision to purchase — fit, colour,
style, brand and price. The study also compared intention to buy with point-of-sale figures
and from this the authors argue that such data is an accurate predictor of future sales.
They suggest that vendor-managed inventory systems using point-of-sale data can pro-
vide powerful style and attribute data to support merchandising and product develop-
ment functions for both local and global consumers.
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Chapter 1

Retailing within an
international context

Christopher M. Moore and John Fernie

The purpose of this chapter is to examine the key themes and issues pertinent to the inter-
nationalisation of retailing. Drawing from the relevant academic literature, the aims of the
chapter are as follows:

m to define the nature and scope of retailer internationalisation;

m to identify the motivations for international expansion;

m to review the direction of international expansion;

m to consider the methods of market entry that internationalising retailers adopt;

m to review the conceptual frameworks which seek to explain retailer internationalisation.

1.1 Introduction: who are the international retailers?

Retailing is predominantly a domestic market activity. The total business of the vast
majority of retailers is done within one particular country and in many cases, within one
specific region or district. Consequently, when compared to other sectors, the proportion
of foreign assets to total assets within retailing is low. As such, it has been noted that inter-
national retailing is still a minority activity for the majority of retailers (McGoldrick, 1995).

That said, even the most perfunctorily review of the structure of the retailing sector indi-
cates that an increasing number of retailers no longer confine their trading activities to
the home market. For example, fashion retailers, such as The Gap, Gucci, Escada, Ralph
Lauren, H&M, Benetton, Mango and Zara have recognised the international appeal of their
brand image, product ranges, and merchandising methods and have sought to exploit
these advantages through the development of extensive international store networks. For
many of these fashion retailers, their international performance has been impressive in
terms of the speed of their expansions, the breadth of their foreign market coverage and the
contribution of foreign sales to their total sales income levels. Furthermore, many of these
retailers have become household names on a global scale and this is a further testament to
the depth of their international success.

However, by virtue of the fragmented nature of the ownership characteristics of fashion
retailing, both domestically and internationally, the international sales of each of the leading
participants is relatively insignificant in the grand scheme of international fashion expend-
iture and none of them currently have the capability to disrupt the structure of any significant
foreign market in Europe or elsewhere. For example, one of the world’s best recognised and
most prolific brands, Ralph Lauren, reported sales for the period 2002/2003 of $2.4 billion,
of which just over $520 million (21 per cent) was derived from foreign markets.
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Table 1.1 Largest grocery retailers in the world by sales in 2000

Group Country Net sales in Grocery Foreign Number of

of origin 2000 ($ billion) (%) (%) operating
countries

Wal-Mart USA 199,096 40 17 11

Carrefour France 64,791 Al 48 32

Ahold The Netherlands 52,471 91 82 23

Kroger USA 50,990 91 0 0

Metro Germany 48,235 48 44 27

Albertson’s USA 38,999 90 0 0

Kmart USA 38,531 36 0

Tesco UK 34,400 87 10 11

Safeway USA 33,275 92 11

Rewe Germany 33,193 (estimate) 73 20 20

Source: Planet Retail (2002)

When compared to the leading international grocery retailers, the international profile
of Ralph Lauren is somewhat eclipsed. For example, Planet Retail (2002) provides a vivid
account of the international significance of what Wrigley (2002) has described as an “elite
group of multinational/trans-national operations’ (TNCs). Table 1.1 presents a profile of
the world’s largest grocery retailers in 2000/2001.

From Table 1.1 it is clear that, while Wal-Mart is easily the world’s largest grocery
retailer as measured in terms of total sales, it lags behind the other main retail TNCs in
terms of the contribution of foreign sales to total sales. However, Fernie et al. (2003) note
that Wal-Mart’s forecasted sales for 2010 are in the region of $700 billion, of which the con-
tribution of foreign markets is estimated to rise to 27 per cent of that total. To envisage the
sheer scale of this growth, if international sales were to grow in line with expectations,
then the contribution of foreign sales would equate to the equivalent of all of Wal-Mart’s
sales in 2000/2001.

The emergence and future dominance of what Wrigley (2002) predicts to be a tiny elite
of international grocery retailers has, and will be continued to be sustained by, consolida-
tion within the European grocery market in particular. As Fernie et al. (2003) observed, to
be a truly global retailer, a company needs to achieve credible scale in Europe, which
requires a leading position in at least two of the three largest markets: Germany, France
and the UK. Figure 1.1 is the overview of Wrigley (2002) on the structure of the European
Union (EU) food retail market and the inter-linkages between firms highlights the collab-
orations that have occurred but also indicates the potential for links/consolidation in the
future within the sector.

The purpose of the comparison between the scale of international sales for the grocery
elite of Wal-Mart, Carrefour, Ahold and Tesco and that of the leading international fashion
retailer Ralph Lauren, is to highlight the fact that when we consider the internationalisa-
tion of retailing in the early part of the 21st century, we must recognise two distinct strata
or groupings of international retailer. The first is a unique, small and immensely powerful
grouping of grocery retailers that has (and will continue) to transform the landscape of
global and domestic retailing. Wal-Mart, Carrefour, Ahold and Tesco in particular, are the
distinctive groupings. Any review of the international development of retailing must neces-
sarily acknowledge the distinct position that they have achieved.

The second stratum is in effect all of those other retailers, of varying size and influence,
who participate within foreign markets. Many of these are immensely important by virtue
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of the extent and spread of their foreign market participation. But the dimension which
distinguishes these from the grocery elite is that while some are truly global companies,
such as Ikea, Benetton and Toys ‘R’ Us, none of them provide a significant challenge to the
retail structure of any of the large national markets of the world. Various attempts have
been made to classify this ‘other” grouping. Among those identified by Hollander (1970)
were the luxury goods retailers (such as Mappin and Webb and Gucci); the general mer-
chandise retailers (such as department store retailers, variety and discount retailers, and
mail order firms); speciality retailers; trading companies and direct selling and automatic
vending firms.

In many respects, other than for the demise of the trading companies and the emergence
of Internet-based retailer, such as Amazon, the classification provided by Hollander
remains robust and serves this chapter well in terms of providing an inclusive description
of the key groupings of international retailers. The remainder of this chapter, while
acknowledging the importance of the elite group of grocery retailers, will seek in particu-
lar to redress the omissions of other texts on international retailing (which have tended to
ignore the foreign market development of fashion and luxury brand retailers) by focusing
upon their international activities.

Before exploring some of the key issues of retailer internationalisation in depth, it is
important that three further points are made. The first is that while it is undoubtedly the
case that the international expansion activities of retailers have increased significantly
over the past two to three decades, it is helpful to note that this is not a recent activity. A
number of companies have had long experience of operating stores abroad. For example,
as Alexander (1997) noted, Burberry of London opened their first store in Paris in 1909,
while Liberty of London opened their first foreign branch some time earlier in 1890.
W.H. Smith opened their Parisian store in 1903.

Secondly, it is important to consider the academic justifications for focusing exclusively
on retailers international activities. Pellegrini (1994) maintained that studies of retailer
internationalisation provide for a deeper understanding of retailers’ strategies for stra-
tegic management and growth, while Tordjman (1994) suggested that such investigations
serve to highlight pan-national differences and convergences in consumer behaviour.
Other researchers have proposed that the study of retailer internationalisation provides
important insights into our understanding of the nature and characteristics of retailer
decision-making (Burt, 1991; Dawson, 1994; Clarke and Rimmer, 1997). From another per-
spective, Burt (1995) has suggested that the wider availability of information and data-
bases related to retailer internationalisation has served to facilitate the increase in research
attention in this area.

Finally a variety of themes relevant to retailer internationalisation has subsequently
emerged in the literature as identified by Doherty (2000), and these relate to the scale and
extent of retailer expansion (Brown and Burt, 1992); the direction of international expan-
sion (Burt, 1993; Davies and Fergusson, 1995); the motivations for international expansion,
as well as the methods of foreign market entry adopted (Alexander, 1990; Williams; 1992;
Dawson, 1994; Sparks, 1996). Drawing from these central themes, the focus of this chapter
will be to consider the nature and characteristics of these various dimensions.

1.2 The nature and scope of retailer internationalisation

Since the early 1990s, efforts have been made to provide clear definitions of what is
meant by retail internationalisation. Brown and Burt (1992) recognised the need to identify
what is that retailers actually internationalise: ‘Is it management expertise and manage-
ment systems? Innovative forms of trading? or unique retail brands?’. Without this clarifi-
cation, they argued, it is impossible to adequately explain whether the international
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experience of retailers is similar to those of other sectors or whether these are in some way
unique.

Hollander (1970) defined multinational retailers as ‘those firms that are in some way
responsive to the headquarters (HQ) located outside the country, or colony, in which the
retail sales are made’ (p. 10), while Sparks (1996) noted that researchers in this area have
tended to draw from the international marketing literature in order to define the param-
eters of what constitutes an international retailer. Among the most important contributors
to research in the area of international business were Johanson and Wiedersheim-Paul
(1975) who (based on their studies of the international expansion activities of Swedish
manufacturers), suggested that the term ‘international” defined something of the business
orientation, management character and the attitude of the firm. Furthermore, they sug-
gested that business internationalisation was essentially an incremental process which
begins with the exporting of goods to foreign markets and comes to fruition when the firm
established manufacturing sites in the foreign market so as to satisfy the foreign demand.

Likewise, Johanson and Vahlne (1977) stated that the internationalisation of business
was essentially concerned with the incremental movement and extension of production,
sales and distribution capacity from the home market to a foreign market. The primary
interpretation of business internationalisation within the literature has been to see this
form of growth as an incremental process where the manufacturers increase their involve-
ment in a foreign market through indirect forms of investment, culminating in the estab-
lishment of a subsidiary company for sales and manufacturing in the foreign market
(Cavusgil, 1982).

In the 1990s, researchers working in the area of services marketing, and in particular, the
internationalisation of service provision, have challenged the appropriateness of transfer-
ring manufacturing interpretations to the service sector. Through the identification of the
intangible, perishable and heterogeneous nature of service provision, it has been noted
that while the internationalisation of manufacturing may advance incrementally, in con-
trast for service providers, full market involvement is typically required immediately
(Dahringer, 1991; Katrishen and Scordis, 1998). Consequently, there have been calls for an
understanding of business internationalisation which also recognises the invisible dimen-
sions of foreign market participation, such as the transfer of business know-how and man-
agement experience, marketing skills, technological capability and other forms of
professional services from one country to another (Clark et al., 1996; Knight, 1999).

Similarly, within the context of the internationalisation of retailing, it has been noted
that the definitions of the internationalisation of manufacturing may not readily accom-
modate the scope, extent and complexity inherent to international retailing. For example,
Dawson (1994) has argued that:

The balance between centralised and decentralised decision-making, the
relative importance of organisation and establishment scale economies, the
degree of spatial dispersion in the multi-establishment enterprise, the relative
size of the establishment to the size of the firm, the relative exit costs if the
decisions are reversed, the speed with which an income stream can be
generated after an investment decision has been made, different cash flow
characteristics, the relative value of stock and hence importance of sourcing;
all these items and others, serve to differentiate the manufacturing firm and
the retail firm not least in respect of the internationalisation process.

Dawson (1994, p. 270)

While international retailers are typically identified as those firms that operate stores
within foreign markets, the internationalisation processes relevant to retailing are much
more complex. Drawing from the work of Dawson (1994) and Sparks (1996), it is possible
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to view retail internationalisation in terms of a continuum of invisible to visible dimen-
sions, as presented in Figure 1.2.

Arguably, the least apparent dimensions and the factors less obvious to external parties
are those which relate to the internationalisation of financial investments. Examples of
pan-national investments include the acquisition of shares in a retail company based in one
country by an investing institution (such as a pension fund) that is based in another mar-
ket. Other inconspicuous examples of retail internationalisation include cross-border shop-
ping, which is often motivated by a consumer’s desire to acquire goods from an adjacent
country that are perhaps scarce or more expensive within the home market. For example,
the movement of day-shoppers from the UK to France in the search of less expensive, good
quality wines, illustrates this invisible form of internationalisation in retailing.

A variety of studies have considered the transfer of retail know-how from one market
to another. Perhaps the most influential was that of Kacker (1988) who suggested that the
term ‘know-how’ is used to signify the ‘business concepts, operating policies and tech-
niques employed in a retail business in a given environmental setting’ (p. 8).

Furthermore, he identified two dimensions of retailer know-how: the managerial, which
includes concepts, policies and systems, and the technical, which refers to matters related
to location planning, visual merchandising, as well as buying and merchandising. The
flow of know-how can be unplanned and may occur whenever a firm decides to replicate
the practises of another company — perhaps a foreign retailer — without any formal collab-
oration with that retailer. Conversely, the flow of expertise can be planned, whereby ‘there
is a purposive transfer of an established technology or innovation from one country to
another’ (p. 12). This flow of expertise may arise as a result of a franchise arrangement or
as a consequence of a joint venture arrangement between the two firms.

The transfer of retailing expertise from one country to another is not a recent phenom-
enon. It is well documented that British grocery retailers were influenced by the self-service
operations of American retailers in the post Second World War era, as evidenced by
Sainsburys’ development of self-service stores in the UK in the early 1950s (Boswell, 1969).
Similarly, Tanner (1992) examined the influence of American trading formats, brands and
product ranges on Japanese retailers, who were quick to adopt these dimensions within
their stores.

The various forms of transferable retail expertise have been identified by Dawson (1994)
and these include store formats; management ideas (such as those associated with promo-
tional methods, measures of productivity and models for the assessment of new store loca-
tions); as well as retail technology in the form of management information systems and
stock control programmes, design concepts and customer-service initiatives.

Of the various forms of retail internationalisation identified in Figure 1.2, the inter-
nationalisation of sourcing is the most common and widespread form of retail internation-
alisation. Often driven by the globalisation of manufacturer brands and/or the desire to

Financial Transfer of Internationalisation Internationalisation
investments/ know-how of souring of retail operations
cross-border

shopping

Invisible » Visible

Figure 1.2 The dimensions of retail internationalisation
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source cheaper, but better value products from foreign markets, retailers are increasingly
sourcing goods and services from markets other than the home market. For example, since
the late 1990s, the British retailer Marks and Spencer has radically altered their sourcing
strategy. While in the past, Marks and Spencer extensively promoted the fact that the vast
majority of their clothing ranges were manufactured in the UK, increased price competi-
tion in the clothing sector, as well as escalating manufacturing costs has meant that the
majority of Marks and Spencer’s clothing ranges are now manufactured outside the UK.

It is not only for cost-saving reasons that retailers may choose to buy their products from
abroad. As a means of achieving market differentiation, a buying team may source from a
foreign supplier in order to increase the variety and perceived uniqueness of their product
ranges. Dawson (1994) noted the “pulling power” of foreign brands in the move towards
international sourcing in that customers often perceive these brands to be associated with
quality or fashion. As a result, retailers seek to benefit from these positive associations by
stocking these preferred brands. Various studies have identified a relationship between
customers’ perception of product quality and brand name, and more specifically, the
country of origin of the product (Bannister and Saunders, 1978; Bilkey and Nes, 1982;
Johansson et al., 1985; Han, 1989; Lin and Sternquist, 1994).

Even if a retailer should elect to source from a domestic supplier, it is likely that the sup-
pliers will themselves have sourced raw materials internationally and/or subcontracted
production to foreign companies for product or garment assembly. Often, it is the case that
these products are then returned to the original supplier’s factories where the goods are
finished, pressed and packaged for delivery. By adopting this approach, suppliers, particu-
larly within the European Community countries, have been able to label their garments as
having been made within the home market, despite the fact that the substantive manufac-
turing processes occurred elsewhere.

Clearly, then, there are a number of factors which precipitate the retailer’s decision to
purchase from foreign suppliers. These factors can be classified in terms of push and pull
factors. Push factors relate to those features of the home market that serve to make domes-
tic buying problematic and less viable, while pull factors are those features of the foreign
market that make sourcing from that market more attractive. Figure 1.3 provides examples
of push and pull factors.

There are a range of methods that can be adopted in order to facilitate international
sourcing, and these include indirect sourcing from foreign markets through visits to inter-
national trade shows, wholesalers and agents, and through direct means, achieved by set-
ting up international buying offices within the key-souring countries. These international
buying offices are established in order to recruit suppliers, oversee production and

Push Pull

Lack of local expertise Strength of national brand, e.g. made in Italy within the fashion sector
Lack of production flexibility Strength of an international supplier’s brand, e.g. GUCCI

Prohibitive pricing High-quality standards

Insufficient number of suppliers to meet demand | Local manufacturing expertise/quality of workforce

Lack of investment in advanced technology Indigenous expertise, such as Italian tailoring

Lack of new product development/innovation Advanced technology/manufacturing plant

Figure 1.3 Push and pull factors of international sourcing
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manage product supply and availability. In addition, international sourcing can be
achieved through the establishment of international buying groups and networks,
which function to link manufacturers, wholesalers, agents and retailers across national
boundaries.

Dawson (1994) suggested that the shift towards international sourcing by retailers typ-
ically develop over four stages:

m The first stage involves domestic sourcing, combined with the use of wholesalers who supply
products of foreign origin to the retailer.

m The second stage sees the retailer becomes more proactive in their international souring
involvement in that they commission agents to source foreign products on their behalf.

m The third stage typically involves the establishment of a foreign buying office which acts as a link
between the buyers based within the home market head office and the local suppliers in the
foreign market.

m The final stage of development involves the creation of a worldwide network of buying offices
that supply information on supplier opportunities, manage product quality within their precise
region and manage the transportation of products from the supplier to the home market.

For those fashion retailers, such as Prada, Gucci and Diesel, who also supply to third-
party stockists, the process of securing orders can be done in one of three ways. For example,
Comme des Garcons of Japan operates a sales office in central Paris. Retail buyers who
wish to stock the Comme des Garcon brand must visit the Paris sales office in order to
view the ranges and place orders. Gucci use a different method. Firstly, the prospective
stockists must be approved as a Gucci stockist by the company’s sales agent in Milan.
Once approved, the stockists must visit the agent’s showroom in Italy in order to view and
place their orders. Alternatively, the Italian jeans brand Diesel has established a wholly-
owned subsidiary company in the UK which has the responsibility of managing the retail
stores of the company and their wholesale distribution. Buyers visit Diesel’s London
showroom to place their orders. The decision to establish a wholly-owned subsidiary com-
pany is an unusual one in international fashion retailing. Diesel’s decision was a reflection
of the importance of the British market to the company as a whole. In the financial year
2002/2003, Diesel’s annual accounts show that the company had worldwide sales of £422
million of which almost 15 per cent (£60.3 million) were derived from the UK market.

Developments in information and communications technology have served as import-
ant facilitating factors in the development of international sourcing programmes. The
advent of electronic data interchange has improved the links that exist among retailers,
product designers and manufacturers. These have contributed to the emergence of inte-
grated, pan-national supply chains that can efficiently respond to the consumer demand.

The availability of reliable information and communications technology is particularly
important for those retailers who choose to source a particular product or product range
from a number of different foreign markets. The decision to extend their sourcing across a
number of markets may be motivated by the desire to spread risk. For example, if a sup-
plying market is vulnerable to political or economic unrest, then it would be prudent for
the buying team to source from other countries too in order to protect the business from
supply chain turbulence. Furthermore, especially for the largest retailers, it may be the
case that no one national market has the capability to fully meet their demands. In these
circumstances, an international sourcing strategy will be required in order to supply the
required volume of products.

Driven by what would appear to be an insatiable consumer demand for value for
money, product variety and choice, and maximum product availability, it is likely that the
internationalisation of retailer sourcing will continue unabated in the years to come.
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The internationalisation of operations is the most visible dimensions of retail inter-
nationalisation. Typically, it is this dimension that identifies the international retailer. The
others, such as the internationalisation of financial investments, of know-how and of
product and service sourcing, serve as dimensions of the internationalisation process
within retailing. Dawson (1994) stated that the internationalisation of operations can be
described as ‘the operation, by a single firm, of shops or other form of retail distribution,
in more than one country” (p. 268). There are a number of important issues which sur-
round the internationalisation of stores, such as the internationalising retailer having to
face cultural differences in terms of consumer, employee and general business practices.
Burt (1989) in a review of the key trends affecting the European consumer, suggested that
demographic, socio-economic and lifestyle changes would provide significant challenges
to retailers, not least with respect of required modifications to their store formats, mer-
chandise assortments and the methods of promotion that they used.

The challenges and difficulties experienced by retailers, such as Wal-Mart in Germany,
C&A in the UK and Marks and Spencer in Canada and the USA, all serve to illustrate the
difficulties inherent to managing store operations within diverse trading markets. The
examination of the internationalisation of retail operations has emerged as the central
focus of much of the research in this area. These studies have tended to focus upon motiv-
ations for choosing to establish operations within a foreign market; the methods of market
entry that are used; as well as the strategies that retailers adopt in order to respond to local
market differences. Each of these dimensions will be considered later in this chapter.

1.3 The motivations for international expansion

Of the research areas related to retailer internationalisation, which considers the reasons
for retail firms involvement within foreign markets has arguably attracted greatest atten-
tion. Variously described as driving forces (Treadgold, 1990), international inducements
(Hollander, 1970), as well as strategic motivations, (Alexander, 1990), all of these terms
relate in some way to those factors that encourage retailers to consider international mar-
ket involvement as a strategy for growth (Williams, 1991).

While not devised within a retailing context, the Eclectic Paradigm proposed by Dunning
(1981) has been recognised as the most widely applied theoretical framework for under-
standing direct investment, and specifically investment to finance manufacturing activity,
within a foreign market (Johanson and Vahlne, 1977). From the literature on retailer inter-
nationalisation, a number of authors have acknowledged a debt to Dunning’s Eclectic
Paradigm, principally as a point of departure for researchers as they seek to investigate and
conceptualise retailers’ motivations for expansion into international markets (Pellegrini,
1992; Dawson, 1994; Sparks, 1996; Alexander, 1997). And while the applicability and rele-
vance of the model for retailer internationalisation has been questioned, the inherent value
of the model lies in its ability to underline the highly specific characteristics of the foreign
market participation of the retailers (Dawson, 1994).

Dunning identified three particular advantages which encourage foreign market partici-
pation. Ownership-specific advantages provide a firm with competitive advantage
within a market because of their possession of certain tangible and intangible assets, such
as unique products, company size or trademark protection, which are, at least for a period
of time, exclusive or specific to the firm possessing them. The desire to maximise the own-
ership-specific advantages, then encourages the firm to use them itself rather than to sell
or lease them. The internalisation advantages are ultimately concerned with protecting
against or exploiting market failure, and necessitate the extension of the firm’s activities
through organic growth and vertical integration, rather than through the externalising of
these assets through contracts with independent firms. As to whether these advantages
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result in the extension of the firm’s internal activities, such as manufacturing activities, to
a foreign market is dependent on whether the firm can utilise and co-ordinate their advan-
tages with factor inputs derived from the foreign market (i.e. location-specific advan-
tages). If foreign market participation cannot provide some form of location-specific
advantage, such as in relation to lower labour costs, or the opportunity to circumvent
import controls and the like, then foreign markets will be served entirely by exports and
domestic markets by domestic production.

Dunning makes no direct reference to retailers’ foreign investment. However, others, such
as Dawson (1994) and Pellegrini (1992) have considered the applicability of the theory to the
foreign direct investment of retailers, analysing in particular the three advantage categories
within the context of retailing. Dawson (1994) suggested that the ownership advantages of
retailers can be readily found in their products, brands and refined sales methods (such as
that undertaken by Benetton), but these advantages can be readily obtained through indirect
financial agreements in the form of licensing and franchising. Likewise, Pellegrini (1992)
maintained that while ownership-specific advantages are often linked to product differenti-
ation, these advantages do not justify, in themselves, the decision to invest abroad when
products can be so easily and profitably exported. And while it is acknowledged that loca-
tion-specific advantages, such as relatively lower fixed and variable costs, may justify why a
product ought to be produced within another country; Pellegrini argued that this does not
account for why the retailer should be directly involved in the retailing of that product given
that there are many examples of retailers enjoying locational advantages through franchis-
ing and licensing, thus avoiding direct investment and other associated costs.

Dawson (1994) and Pellegrini (1992) have suggested that the Eclectic Paradigm high-
lights the inherent differences between direct foreign investment within the manufactur-
ing and retailing sectors. Inextricably linked to these differences in approach to foreign
investment are the variations that exist in relation to the organisational and management
characteristics of manufacturing and retailing businesses, specifically those related to the
nature of decision-making and the balance between centralised and decentralised control,
the size of the retail establishment relative to the size of the firm, and the extent of spatial
dispersion that may exist within a multi-establishment business. Dawson also identified
the key financial differences between the retailing and manufacturing firm and suggested
that these clearly impact on their methods of international trading. In particular, he noted the
variances in the relative importance of organisational- and establishment-scale economies
within retailing, as well as the differences in cash flow characteristics; income streams are
generated more speedily after the initial decision to invest is made, lower exit costs, as well
as the relatively high value of the stock investment of a retailer.

Hollander (1970) provided a comprehensive account of the motivations underlying a
retailer’s decision to internationalise, which had a significant bearing on subsequent research
in this area (Alexander, 1995). Hollander identified three primary motivation categories:

m Inadvertent internationalisation, which occurs as the result of political events, such as the annex-
ation of a region after military action.

m Non-commercial motives, such as those associated with the advancement of social, ethical, per-
sonal or political beliefs.

m Commercial motives derived from the desire to exploit the opportunities available within a stable
and economically attractive foreign market.

1.3.1 Push and pull of retailer internationalisation

Alexander (1997) noted that push and pull factors have emerged as an important method
for interpreting retailers’” motives for expanding into foreign markets. Derived principally
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from the work of Kacker (1985, 1986), the ‘push-pull’ dichotomy seeks to explain why
retailers are pulled towards a foreign market and/or are “pushed’ out of their home mar-
ket in order to further their growth objectives. Based on a review of the expansion activ-
ities of European retailers into the American market, Kacker (1985) claimed that these two
sets of factors were the key drivers for the significant growth in European retailer acquisi-
tion of American firms from the early 1970s to the mid-1980s. Accordingly, European
retailer activity was prompted by ‘push’ factors, such as domestic government constraints
on the size of retail development, and by the ‘pull’ factors of a stable political and eco-
nomic climate within the American market.

Alexander (1997) noted that from the late 1980s onwards, empirical research appeared
to challenge the premise that retailer internationalisation was principally a reactive
response to negative internal market conditions. Williams (1991, 1992) in his analysis of
the international activities of British retailers suggested that while the underlying motiv-
ations were multi-faceted, for the majority of companies the desire to move into foreign
markets was essentially pro-active in nature, driven by the desire to obtain profit growth
through the exploitation of a trading formula felt to have pan-national appeal. Issues of
home market saturation and limited growth opportunities were far less apparent as motiv-
ations for such expansion. Other studies, undertaken by Alexander (1990, 1995, 1996) and
McGoldrick and Fryer (1993) likewise suggested that the international participation of
British and other European retailers was proactive and growth-orientated.

One explanation for the seeming change in priorities is provided by McGoldrick and
Fryer (1993) who suggested that a retailer’s motivations for international involvement
change over time. As a company becomes more experienced and confident in their inter-
national involvement, so then their motives alter and issues of foreign market opportunity
and the desire to further exploit their trading competencies become more important.
Within this context, Alexander (1995) suggested that for those retailers that had initially
become involved in international activities in the past two decades for reasons mainly of
home market saturation, the motivation to continue foreign market expansion in the 1990s
was now likely to be driven by the desire to maximise the opportunities available to them
in other countries. Therefore, the ‘pull” factors of retailer internationalisation are likely to
become more significant as firms become expert in foreign market trading.

In recognising the different and conflicting positions of the ‘reactive and proactive
schools’, Alexander (1994, 1995) argued that much of the divergence may be attributed to
contextual and methodological factors in that the assumptions of the reactive school were
founded during a period of economic recession, and the research methodology adopted
by academics at this time was to adopt the more distant ‘tracking approach’; whereby the
understanding of international expansion was based largely on secondary data. In con-
trast, the perspective of the proactive school was developed at a time of relative economic
prosperity and their research approach was empirically based, potentially allowing for a
more intimate understanding of the internal processes and thinking of the retailers under
scrutiny.

At the beginning of the 21st century, there is perhaps some justification to see such
dichotomies as somewhat simplistic and even as being too narrow. With the emergence of
the elite group of trans-national grocery retailers (i.e. Wal-Mart, Carrefour, Ahold and
Tesco), it is clear that their motivations for international expansion are much more refined
and highly developed than those of the retailers who were the focus of academic attention
in the 1980s and early 1990s. Tesco, for example, which now achieves 15 per cent of its
turnover from outside of the UK and with 65,000 staff overseas, has declared that inter-
nationalisation is one of the four defining elements of its corporate strategy. For these retail-
ers, international activity is clearly not a peripheral of accidental activity. Instead, it is a
defining element of the corporate philosophy of each.
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This shift towards an international corporate perspective is not confined to the elite
group alone. For example, the Spanish footwear brand Camper has pursued a rigorous
international strategy in recognition of the pan-national appeal of their brand, product
range and the relative lack of competition in their market sector. Likewise, for the Italian
fashion brand Miss Sixty, international market development is the core priority. The speed
of their development within the UK is a clear indication of their commitment to inter-
nationalisation. The Miss Sixty group of brands has only be in the UK for 5 years, but the
group has opened eight stores, three outlet stores and three concessions within that period
and recorded sales of £60 million for the financial year 2002/2003.

1.4 The direction of international expansion

From the literature on the internationalisation of business in general, it is suggested that the
direction of international expansion of businesses is determined by the geographical and
cultural proximity, as well as the competitive conditions of the foreign market. However,
the literature also recognises that the significance of these various factors change over time
and that companies are likely to follow an evolutionary pattern of international development
(Johanson and Vahlne, 1977; Weidersheim-Paul et al., 1978; Cavusgil, 1982). This evolution-
ary pattern typically entails an initial entry into markets perceived to be geographically and
culturally similar to the domestic market in terms of language, political and trading systems,
as well as social mores and traditions. As companies increase in their international trading
experience, confidence encourages them to extend into foreign market previously per-
ceived to be impenetrable and remote (Cavusgil, 1980; Welch and Weidersheim-Paul, 1980).

Central to the explanation of this incremental approach to foreign market entry is the
concept of psychic distance. Emanating from the export marketing literature, psychic dis-
tance is predicated on the belief that a firm’s inexperience in foreign market exchange will
encourage them to initially export to, and establish operations within, markets perceived
to be psychologically proximate to the home market. Utilised essentially as a risk-reducing
strategy, increased experience of international exchange encourages participation within
markets previously perceived to be psychological distant (Johanson and Vahlne, 1977;
Cavusgil, 1982).

The concept of psychic distance is implicit within the models of business international-
isation. The Uppsala Internationalisation Model (Johanson and Weidersheim-Paul, 1975)
proposes that the internationalisation of firms occurs in incremental stages and recognises
that at the earliest stages of international involvement, the direction of international
expansion is typically to geographically close markets. Thereafter, improvements in for-
eign market intelligence and increased confidence gained from experiential learning
encourage firms to enter geographically and culturally distant markets.

There is clear evidence from the literature to support the concept of psychic distance
within the context of retailer internationalisation. Hollander (1970) indicated that retailers
seek to manage the threat of psychological distance by entering geographically close and
culturally similar markets, and this was replicated in the study of Waldman (1978), which
found that internationalising retailers adopt a country-by-country expansion strategy,
commencing from markets adjacent to the retailer’s national border. Later studies by
Robinson and Clarke-Hill (1990), Lualajainen (1991), Williams (1991), Knee (1993), Burt (1993,
in Europe), Kacker (1985 in the USA) and Davies (1993, in Asian markets) have indicated sim-
ilar patterns of expansion; although the extent to which the seemingly arbitrary notions of
geographical and cultural proximity are meaningful indicators of likely business success
have been legitimately questioned (Treadgold, 1988; Burt, 1993, Dawson, 1994). Furthermore,
from the services marketing literature, it has been suggested that advances in communi-
cations technology, as well as macro-level changes in the form of economic and cultural
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integration has meant that psychic alienation is now a much less important consideration
to international marketers (Ekeledo and Sivakumar, 1998; Majkgard and Sharma, 1998).
Reflecting on the process of market expansion adopted by internationalising retailers,
and drawing from the principles established by the various stages theories, Treadgold
(1990) proposed that a retailer’s international development follows three stages as follows:

m Reluctance
m Caution
m Ambition

The first stage begins with the admission of a lack of opportunity within the home mar-
ket. As a result, foreign market entry is a reluctant requirement for corporate growth. At
the second stage, the cautious retailer enters culturally and geographically close foreign
markets. Experiential learning encourages the retailer to become more ambitious in their
international aspirations, and their market choice is then based on the nature and extent of
opportunities within the foreign market, rather than for reasons of cultural and geograph-
ical safety.

While these conceptualisations based on staged development are the useful means of
illustrating the various processes that companies follow as they internationalise, they are
not without their critics. In relation to Treadgold’s application of the stages approach to
retailing, it has been suggested that the stages models fail to recognise that retailers, regard-
less of their size, may make an immediate and significant commitment to a geographically
and/or disparate foreign market (through franchising or acquisition), accelerating the
process and missing out stages (Davies and Fergusson, 1996), and do so in the knowledge
that they can withdraw from the market with relative ease (Dawson, 1994).

Other studies have likewise challenged the importance of psychic distance and have
suggested that not all retailers necessarily choose to locate within culturally close markets,
but depending on the nature of the retailer’s product assortment and market positioning,
may choose to locate at an early stage of their international involvement within markets
that are geographically and culturally disparate from their home market. For example, the
British fashion retailer Paul Smith with more than 200 stores in Japan has become (accord-
ing to the Paul Smith web site in August 2003) Japan’s best selling European fashion
brand. At first sight, the choice of Japan as a first market for a small menswear retailer
from Nottingham may appear odd, if not bizarre. However, Sir Paul Smith recognised the
huge opportunities for his brand in Japan. By virtue of the Japanese interest in excellent
tailoring, innovative design, and the allure of an English brand, Paul Smith enjoyed a
number of credible advantages. The success the company has achieved within Japan has
served as an important income stream and growth platform for the successful develop-
ment of Paul Smith within the UK and the rest of Europe.

At times, internationalising retailers will enter a culturally proximate market with a
view to using that country as a spring board for access into other, less familiar markets.
The luxury American accessories retailer Coach announced in Summer 2003 their decision
to open a concession within Harvey Nichols Department Store in London, with the
prospect of opening a stand-alone store soon after in London. While one of the most suc-
cessful luxury brands in the USA where it enjoys a 19 per cent market share of the luxury-
fashion accessories market, Coach acknowledged prior to the opening of their first
London outlet that the brand was relatively unknown within the UK and in Europe gen-
erally. However, hopeful of a successful launch, the decision to open their first European
store in London was based on the recognition of the prestige of London as a centre for
luxury goods retailing and as a key European shopping destination. By introducing the
brands to the French, Germans and Italians in London, the company hopes to spread the
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brands popularity throughout Europe. In addition, Coach believed prior to their UK entry
that the first concession would serve as a testing ground for the potential popularity of key
products in Europe. As the company president explained in an interview with the
Financial Times in July (Financial Times, 2003a), “The UK will give us some sense as to what
the opportunity size in Europe might be’.

Other fashion companies have likewise indicated the indirect benefit of establishing oper-
ations within the British market, not least for the fact that UK participation facilitates a greater
exposure within the European fashion press and encourages business partners located within
virgin territories to collaborate in franchise agreements. As such, while the direction of a
retailer’s international expansion may be influenced by considerations of cultural proximity
and market adjacency, the development of a platform market such as the UK may be as much
driven by the opportunities arising from other markets which emerge as a result of being in a
particular market as they are about the opportunities that arise within a particular market.

1.5 Methods of market entry

The choice of market entry that an internationalising retailer adopts is dependent on the
market position of the firm, trading format and their international expansion strategy. In
recognition of the fact that retailers may elect to adopt a variety of modes of foreign mar-
ket entry, Treadgold and Davies (1988) argued that the method of foreign market entry
adopted by a firm serves to reflect (and is influenced by) the internal competencies of the
retailer as well as the trading conditions they perceive to exist within the foreign market.
In particular, the selected entry method indicates the level of control that the retailer seeks
to exert over their foreign operations, the degree of flexibility required in order to effect-
ively respond to market conditions that their foreign enterprise may face, as well as the
mount of resources that the retailer wishes to allocate for overseas expansion.

Five methods of market entry are identified within the international retailing literature.
Non-controlling interest involves the firm acquiring what is normally a minority stake in a
foreign retailer. The advantage of this approach is that it allows the firm to obtain market
intelligence at minimal risk. It also allows those who know the market (i.e. the existing man-
agement team), to continue to manage the foreign operation. The primary disadvantage to
the investing retailer is that it is essentially a passive position. Consequently, investments are
typically made without the ability to influence the activities of the new investment.

Internal expansion involves the opening of individual stores in a foreign market using
the same format as that used within the home country. This method of expansion is
financed using internal resources. There are many advantages associated with this method
of expansion. It can be used by any size of firm and experimental openings can be made
with minimum risk and at times at a relatively modest cost. This approach affords the
internationalising retailer with full control over their operations and allows for adaptation
based on experience and different market conditions. Certainly at the early stages of
development, this approach also allows for ease of exit since no other external party is
directly involved in such a decision.

Internal expansion does have associated disadvantages. By virtue of the reliance on
internal resources in order to fund the expansion programme, it may take a long time
before a substantial foreign presence can be achieved. Given that the retailer operates in
isolation, there is not the benefit of local management knowledge and expertise to draw
upon. As such, this approach requires a full locational assessment prior to investment.
Furthermore, if the host country is distant from the home market, the distance can cause
problems with respect to co-ordination and control.

Merger or takeover is typically characterised by the acquisition of control over an existing
retail business within a foreign country. The benefits of this approach are that it allows for
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substantial market presence to be quickly achieved, management is already in place and
cash flow is therefore immediate. This method also provides an opportunity to speedily
transfer technology and other forms of know-how from the foreign to the home market and
vice versa. Merger or takeover also provides the opportunity to obtain locations quickly for
conversion to a chosen format. The disadvantages of this method are that it can be difficult
and very costly to exit from the situation if mistakes have been made. In many cases, the
process of evaluating the business position of the takeover target can be difficult and in some
cases, competitive bidding may not afford the time to allow for a full evalu-ation. There is
also the problem that suitable acquisition companies may not be readily available. As such,
this may not be an option that is readily available to retailers with international aspirations.
Franchise-type agreements are when the retail formula and the ideas of the franchiser
from the originating country are replicated, under contract, by the franchisee in the host coun-
try. As has been identified in the literature, this is one of the most favoured approaches to
market entry among internationalising retailers. The method affords the advantage of rapid
international expansion at a low cost and at low risk to the franchiser. Franchising incorpo-
rates the talent and local knowledge of foreign management and provides for the develop-
ment of locally competitive marketing policy. Within closed markets, the use of franchise
agreements allows for entry barriers to be overcome. As to the associated disadvantages, it
may be difficult for the internationalising retailer to recruit suitable franchisees with the
required expertise and financial resources. In some cases, the franchisers may find themselves
locked in an unsatisfactory relationship and the intricacies of international franchise contracts
may make it difficult for the company to extricate themselves from complex legal agreements.
Joint ventures can take a variety of forms, including in-store concessions, involving the
letting of retail space by an established retailer in the host country to a foreign retailer; a
joint development agreement between two entrant firms in a host country or an agree-
ment between an entering and an indigenous retailer. It is not uncommon for one partner
in a joint venture agreement to buy out their partner in order to maintain their position in
the market. The benefits of a joint venture arrangement are that it often provides for a link
with a firm already in the market and this may provide a new market entrant with much
needed information with respect to an alien trading environment. This approach also pro-
vides a platform on which a firm can decide either to fully enter into the foreign market or to
exit at a later point. Like the other methods of market entry, this has certain disadvantages.
This approach is only possible if a suitable trading partner can be found. In addition, if the
venture is successful, then a joint venture agreement typically requires that the benefits be
equally shared. Perhaps the most significant possible disadvantage is that the success of a
joint venture is dependent on the business acumen of both the parties. The successful actions
of one partner could be diluted by the ineptitude of the other partner in the relationship.
Largely because much of the research relevant to the internationalisation of retailing has
focused upon the foreign development of grocery firms, little recognition is given within
the literature to the role of wholesaling as a market-entry method. Wholesaling is com-
monly used by fashion companies, not only at the early stages of their international
involvement, but also in conjunction with their development of a network of retail outlets.
Wholesaling is in essence exporting by another name and involves one company supply-
ing a range of branded goods to a third-party retail stockist in exchange for payment.
Invariably, the international retailer’s wholesale division will appoint an agent to act as their
representative in a foreign market. The agent is responsible for attracting potential customers;
selling ranges to stockists; taking orders and making sure that these are received and
processed by the wholesaler. In most cases, the role of the agent is to establish and staff a
showroom which is then used to display the stock to prospective stockists. The agent does not
normally raise an invoice for the payment of goods; does not take payment from stockists
or accept legal title for the merchandise. Agents are usually paid on a fee and commission
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basis by the international wholesaler but payment is not made until the retail stockist has
paid the international wholesaler in full.

Wholesaling provides an important income stream for international fashion retailers.
For example, in financial year 2002/2003, wholesaling accounted for $1.18 billion of Ralph
Lauren’s total turnover. This represents a contribution of 49 per cent to Ralph Lauren’s
total turnover. In addition, wholesaling provides a low-risk way of testing market reaction
to a brand and product range, and assists in the establishment of a customer following
prior to the establishment of a store network within a foreign market.

For many fashion retailers, wholesaling remains an important distribution method long
after they have established stores on a foreign country. As well as being a low-cost option,
wholesaling can provide for significant market coverage at relatively low risk. For example,
Quicksilver, the Australian surf brand has over 300 wholesale stockists which augment the
28 Quicksilver stand-alone stores within the UK. It is interesting to note that the company
maintains that their retailer stores support their wholesale business, while success from
their wholesale accounts encourages increased demand for the full ranges that are avail-
able within their retailer outlets.

There are, however, certain problems associated with wholesaling. While some sup-
pliers may set down strict criteria for the evaluation of potential stockists, there is always
the risk that the stockist may undermine the reputation of the brand through poor visual
presentation, unauthorised pricing discounting or poor customer-service provision. In
response to these problems, many international wholesalers require that their agents also
monitor the extent to which stockists comply with brand implementation guidelines and
standards. This is however a very costly exercise and is the exception rather than the norm
within the UK fashion sector.

Considering the various entry methods overall, Sparks (1996) presented these as a con-
tinuum; ranging from direct investment of internal resources to fund organic growth, to less
direct involvement achieved through non-controlling interests. This continuum represents,
according to Sparks, not only differences in the degree of retailer’s direct involvement and
control over the foreign operation, but also variations in the degree of perceived risk associ-
ated with such participation. Thus, for example, growth by means of internal expansion is
characterised by a high degree of control and knowledge transfer from the home market to
the host, while franchise relationships present lesser degrees of risk, and fewer opportunities
for host market control and knowledge transfer for the internationalising retailer.

It is important to note that internationalising retailers often adopt a range of market-
entry methods over time and at any one point in time. On examination of the market-entry
methods used by the ‘elite” group of grocery retailers (i.e. Wal-Mart, Carrefour, Ahold and
Tesco), it is clear that these adopt an opportunistic approach to market-entry choice in that
they use whichever entry method is best suited to their strategic objectives and the local
market conditions. For example, as Burt and Sparks (2003) reported, Tesco has used
organic growth in Taiwan; joint ventures with Samsung in South Korea and Sime Darby in
Malaysia. Tesco used an acquisition strategy for entry into Hungary, Poland, the Czech
Republic, Slovakia, Thailand and Ireland.

With stores in 28 countries, the French retailer Carrefour enjoys the greatest inter-national
coverage of all of the European-based international grocery chains. The company has used
a variety of market-entry methods, including joint ventures in Belgium, Brazil and Austria.
An interesting dimension of Carrefour’s international growth was their merger with another
French retailer with international interests, Promodes. This merger not only extended the
international participation of Carrefour, but also precipitated its transformation from being
a hypermarket-only to a multi-format operator — with interests in supermarket and hard
discount businesses (Burt and Sparks, 2003). This merger also meant that franchising became
an additional operating method for the company in its foreign markets.
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Stage 1 | Stage 2 | Stage 3 | Stage 4
Launch couture/RTW via Open couture/RTW Open diffusion brand Open diffusion stores
wholesale in capital city flagships in capital flagship stores in in key provincial
department stores cities capital cities
(Leading to ...) (Leading to ...)
Extend wholesale Maximum availability of
availability of RTW diffusion brands via
to key stores in other wholesale within capital
major cities and provincial cities

Figure 1.4 The four stages in the international development of fashion designers
Source: Moore et al. (2000)

Just as this international ‘elite’ has used multi-entry methods, other international fash-
ion firms have likewise adopted a range of market-entry methods. What perhaps distin-
guishes the market-entry strategies of the international fashion retailers from other
categories is that these often use a range of entry methods concurrently. For example, the
Italian retailer, Benetton operates 50 stores under the Benetton and Sisley fascias within
the UK. Of the 50, nine are company owned and the remainder operate under franchise
agreements. In addition, Benetton’s has a wholesale distribution network which supplies
leading department stores, such as House of Fraser and Debenhams. Benetton’s mix of
operating approaches is motivated by their desire to balance control over brand presenta-
tion (achieved through their company-owned stores), with maximum market coverge
achieved at minimum risk (via their franchised stores and wholesale accounts).

A review of the market development strategies of the leading international fashion
designers highlights the complex web of relationships that develop when they enter new
markets. Figure 1.4 illustrates the fours stages of international development that have been
adopted by firms, such as Donna Karan, Ralph Lauren, Calvin Klein and Giorgio Armani.

The first stage involves the international designers supplying to prestigious department
stores, such as Harrods in London and Saks Fifth Avenue in New York, via wholesale
arrangements. As indicated previously, wholesaling serves to establish a brand following
at a low cost. Once established, their wholesaling arrangements are extended to key retail-
ers in other major cities. The second stage involves the opening of flagship stores within
the key fashion capitals and premium shopping streets — Bond Street in London; Fifth
Avenue in New York and Rue Saint Honaire in Paris. Due to the high rental and operating
costs associated with these stores, these tend to be viewed as ‘loss leaders’, which exist in
order to promote and support wholesale sales and the movement towards the development
of stage three. This third stage in their international expansion involves the development
of diffusion brands that are sold in dedicated flagship stores and distributed via the
wholesale arrangements. Further discussion surrounding the characteristics of diffusion
brands is provided later in this chapter. Generally, it is the diffusion brand, which is the
most profitable for the internationalising retailer. This is because their middle market,
lower-price positioning facilitates significant sales volumes. Given the crucial role that
these diffusion flagship stores play within the market development of these firms, many
design houses have sought a stock-market listing in order to finance the international
expansion of these diffusion stores. The fourth and final stage involves the expansion of
diffusion stores to the key provincial cities of the main operating markets.
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It is interesting to note that the pursuit of this model of international expansion has
posed significant challenges for many fashion designers. For example, Donna Karan Corp.,
which lead the way in international expansion facilitated by a stock-market listing, was
eventually bought out by the French luxury-fashion conglomerate, LVMH after a poor
stock-market performance left the Donna Karan brand somewhat battered and bruised.
Similarly, Calvin Klein stock has recently been bought out by Phillips Van-Heusen in
February 2003 for similar reasons.

1.5.1 International market de-entry: divestments and withdrawals

While much of the attention of academic researchers has been focused upon the market-
entry choices of internationalising retailers, more recent investigations have considered
the divestment and strategic withdrawal activities of international retailers. Moore (1997)
noted that market entry followed by a relatively swift withdrawal was a common feature of
the international expansion of fashion retailers with a mid-market positioning. Reviewing
the withdrawal of retailers, such as Jacadi, Naf Naf, Kookai and Next, Moore found that
withdrawal was often a result of an irrevocable breakdown in franchise relationships or
because of difficulties within the domestic market. In some cases, the decision to divest was
due to personality conflicts between senior executives, but was most often attributed to
poor market performance and untenable operating costs.

In a more recent review of the international divestment activities of two British retailers,
Marks and Spencer and Arcadia, Alexander and Quinn (2002) noted that the latter, the
decision to divest, were due to poor trading conditions within the home market, changes
in senior management and a lack of integration between the domestic and international
markets. Similarly, for Marks and Spencer, the decision to withdraw from their foreign
markets was due to inclement domestic market conditions, a change in senior manage-
ment and a resultant reprioritising of company resources, as well as a disproportionate
resource allocation to some international operations.

Alexander and Quinn (2002) make the valid point that the under-performance of for-
eign operations is often excused or indeed ignored, whenever performance within the
home market is buoyant. They also make the point that while retailers may elect to with-
draw from international operations at times of home market crisis; the reality is such that
such activities rarely appease investors’ dissatisfaction with company performance. In the
case of Marks and Spencer, the decision to sell off their American operations in 2001 has
proved to be a complicated, as well as a costly exercise. In November 2001, the company
sold its Brooks Brothers menswear chain for $225 million in cash. This was less than one-
third of the amount paid by Marks and Spencer for the New York-based company in 1988.
By August 2003, Marks and Spencer had yet to find a buyer for their other American busi-
ness, Kings Supermarket chain. The chain was bought by Marks and Spencer in 1988 at a
cost of $110.3 million. An attempt to sell the business to New York food retailer,
D’Agostino for $160 million failed in December 2002. The company explained their failure
to secure a buyer for the chain on tough USA debt and equity markets which made it
difficult for potential buyers to raise sufficient finds to purchase the chain (Reuters, 12
August 2003).

Areview of the recent and on-going divestment experiences of Marks and Spencer high-
lights a variety of dimensions associated with exiting a market. Perhaps one of the most
interesting is that their failure to secure a reasonable selling price for of both their
American chains serves to highlight that the company had paid over the odds for two
businesses in the first place. Furthermore, it is now clear that Marks and Spencer’s domestic
market successes in the 1980s and 1990s served to eclipse the realities of imprudent acquisi-
tion decisions and poor ongoing sales performance in their foreign markets.
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1.6 Strategies for managing foreign operations

The final sections of this chapter will consider the various recent conceptualisations that
have been developed in order to explain the nature and characteristics of retailer inter-
nationalisation. However, prior to this review, it is necessary to first consider the various
strategies that retailers adopt in response to the challenges associated with trading in for-
eign markets. A number of writers have sought to provide typologies of the strategies that
retailers adopt in order to manage their international operations and the most significant
of these have been integrated into the most recent models of retailer internationalisation.
Therefore, this section will initially review the important typologies relevant to the inter-
national strategies of the retailers.

As a preliminary point, it is worth noting that the wider literature relating to the inter-
nationalisation of business highlights that the strategic approach a firm may adopt within
foreign markets is dependent on a complex series of decisions with respect to the firm’s atti-
tude towards adjustments to their marketing mix; their policies related to the power of
decision-making and the control that they require over foreign market operations (Johnson
and Czinkota, 1982; Levitt, 1983; Christensen et al., 1987; Onkvisit and Shaw, 1987).

Furthermore, the general international management literature has used Levitt’s ideas
on globalisation of markets, published in the Harvard Business Review in 1983 as the bench-
mark for the standardisation versus customisation debate when companies take their
products into international markets. Levitt argued that consumers typically have the same
needs and aspirations around the world and companies ought to recognise this in relation
to their product and service offerings. While there is certainly evidence to prove that a
standardised product offer is possible within certain product sectors, such as hotel chains
and credit cards, it is also the case that these firms have had to adapt elements of their
product offer and change dimensions of their communications strategies in order to reflect
the distinctive needs of specific markets.

Academic understanding of the extent to which retailers adapt their strategies in response
to foreign market differences has been heavily influenced by the work of Salmon and
Tordjman (1989). They identified three strategic approaches to retailer internationalisation:

m International investment
m Global
m Multinational

and suggested that a retailer’s choice of strategy is ultimately dependent on the trading
characteristics and internal competencies of the company.

The international investment strategy involves the transfer of capital from one country
to another, with the aim of acquiring part-share or total shares in another operating
company. Retailers typically adopt this approach in the early stages of their international
involvement in order to diversify their business for reasons of financial and political risk,
to gain rapid market share within countries where the organic development of a chain of
outlets would involve high risk and high cost, as well as to obtain the trading advantages
inherent to that market. A variety of studies have highlighted that this internationalisation
strategy has been adopted by British retailers (Wrigley, 1989, 1993, 1996, 1997, 1998, 1999,
2000; Hamill and Crosbie, 1990; Alexander, 1995), especially British grocery retailers seek-
ing to enter the North American market through the acquisition of existing firms.

The internationalising retailer who elects to take an active role in the management of
store operations abroad typically must react to two conflicting pressures. The first relates to
their need to respond to the specific needs of consumers in particular foreign markets,
while the second is to maximise profitability through operational-scale economies (Salmon
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and Tordjman, 1989). Retailers who adopt a global strategy seek to maximise their prof-
itability by maintaining a high degree of control over their foreign store network. Central to
this strategy is the faithful replication of a trading concept which is achieved through the
standardisation of the retail marketing mix and the faithful replication of the same product
range, communications methods, corporate identity, service and price levels within all
stores, regardless of their geographical location. Retailers who use this strategy tend to be
those who have a distinctive brand identity and/or product range.

Case Example: Tom Ford and Gucci

When Tom Ford assumed the position of Creative Director for Gucci in the 1990s, his main
priority was to end the many product-licensing agreements that Gucci had made in the previ-
ous two decades. Under the stewardship of the third generation of the Gucci family, the Gucci
brand name had been indiscriminately licensed to over 13,000 product lines. Consequently,
Gucci products were available within 18,000 outlets worldwide. For a brand that had sought
to convey an image of exclusive sophistication, it is perhaps no surprise that the profitability of
the company was adversely affected by this explosion in product licensing. Ford recognised
that as a result of their promiscuous licensing strategy, Gucci no longer had control over its
brand image and identity. By rescinding as many of the licensing agreements as was possible,
Ford then embarked on a ruthless brand control campaign that was to become legendary in
the fashion sector. Every aspect of Gucci’s brand image across the company’s international
store portfolio came under the personal control of Ford and his staff at the company’s HQ in
Italy. By retaining full control over the positioning of the brand and radically reducing its avail-
ability, Tom Ford had successfully re-engineered the Gucci brand to become one of the world’s
most profitable and respected fashion brands.

The adoption of a global strategy has one major disadvantage. It does not allow for flexi-
bility in response to local conditions and demands. The adoption of a multinational strat-
egy seeks to provide that flexibility through the retention of a basic trading concept or
image across a range of geographically dispersed markets, coupled with a commitment to
the adaptation of a trading formula in response to local market conditions and the expect-
ations of local customers. Carrefour — identified previously as one of the super-elite inter-
national retailers — has adopted this strategic approach throughout their 33-year history of
international trading. The company claims that their international merchandising strategy
allows for extensive local adaptation and that this is evidenced by the fact that almost 90
per cent of their inventory is local or regional. Furthermore, Carrefour maintains that it
actively facilitates the exchange of management know-how and expertise between and
among those who manage their many trading markets (Burt and Sparks, 2003).

In a more recent review of the transfer of retail formats into developing markets, such as
that of China, Goldman (2001) proposed a refinement of the global versus multinational
view. He identified six strategy variants and these are detailed as follows:

1. The global niche position strategy — This strategy in effect, is a global strategy in the extreme.
Targeted towards a specific global segment, within a highly specific market segment, retailers who
pursue this approach religiously replicate their brand formula across all of their trading markets.

2. The opportunism strategy — This approach is akin to the multinational strategy in that it allows for
the adaptation of formats in response to local market opportunities.

3. The format pioneering opportunity strategy — This strategy involves the development of a regional
format in response to local opportunities. The format is confined to that specific region only.
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4. The format extension compatible country of origin strategy — This strategy is in many ways a version
of a global strategy in that the home market format is replicated with some changes in response
to the specific idiosyncrasies of the local market.

5. The portfolio-based format extension strategy — This strategy is similar to the above, but involves
the adaptation of a non-domestic format.

6. The competitive positioning orientated strategy — This approach is concerned with developing the
positive dimensions of the format in response to the competitive conditions of the trading
market.

To all intents and purposes, the typology of Goldman (2001) affirms the fact that the global
and multinational strategies ought not to be viewed as two discrete and mutually exclu-
sive approaches to trans-national expansion, but are instead two extremes on a continuum
of strategic choices. The majority of retailers’ international strategies are based largely on
a mix of both the approaches.

1.6.1 Towards a conceptual framework of retailer internationalisation

In tandem with the growth in retailers” international involvement in the 1980s and 1990s,
there has been the emergence of conceptual frameworks by retail academics. Much of the ear-
lier work drew from the manufacturing sector; most notably, the work of Dunning’ Eclectic
Paradigm (1981) which was reviewed earlier in this chapter. In essence, his model highlighted
that the nature of international expansion is a function of a series of advantages: ownership spe-
cific, where the product (retail offer) gives competitive advantage; location specific, where the
host country can offer cost or market opportunities (Eastern Europe and Asia); or internalisa-
tion advantage, where management innovation or other corporate advantages can lead to suc-
cess. As was identified previously, there has been criticism of this borrowing of concepts from
the general business studies literature on the basis that the internationalisation of retailing dif-
fers fundamentally from that of manufacturing. Other examples of the ‘theory borrowings’
include those models, which explored the stages of international expansion. These have typ-
ically been derived from international marketing, specifically in relation to market-entry
strategies. Likewise, work in the area of retail international development strategies, such as
that of Salmon and Tordjman (1989), which was reviewed in the previous section.

While these various borrowings are in themselves problematic, perhaps the most
important problem with many of the previous models resides in the fact that these were
derived at a time when retailer internationalisation was small scale in terms of its global
impact. At that point, the retailer internationalists were largely niche players and notably
fashion retailers who had developed strong franchise agreements.

However, the mid-1990s and the early part of the 20th century have witnessed true
internationalisation so many of these earlier works, while valuable in their time, appear to
be more applicable to the earlier stages of the internationalisation of retailing. That said,
two American works, published in the late 1990s have served to provide a more relevant
contribution to our knowledge of this complex area. Sternquist (1997) produced her Strategic
International Retail Expansion (SIRE) model primarily for the purpose of explaining the
international expansion of USA retailers. The model, presented below as Figure 1.5 is essen-
tially integrative in nature. It joins the eclectic paradigm (on the left side of the diagram),
with the stages and the global versus multinational strategy literature.

Sternquist noted that multinational retailers” expansion is typically slower than that of
global retailers and that these adapt rather than standardise. Furthermore, this type of
retailer tends to concentrate their expansion within a specific geographical area and it is
only when they have become sufficiently established in that area that they then move on
to another region or area.
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Figure 1.5 Model of SIRE
Source: Strenquist (1997)

Drawing from the behavioural strand of the international marketing literature, the work
of Vida and Fairhurst (1998) proposed that the driving force behind a retailers’ international
expansion are the ownership advantages of the firm and the knowledge, experience and
attitudes of management towards specific markets. They propose that as management gain
in knowledge and experience from their participation in foreign markets, they become
more ambitious in their international aspirations. In particular, their model considered the
antecedents, which encapsulate the environment within which a decision is taken; the process
in which expansion or withdrawal decisions are made and the oufcomes which relate to the
strategic options relevant to market selection and the selection of new markets.

More recently, the work of Alexander and Myers (2000) has sought to integrate previous
research into a framework which delineates, from a corporate perspective, the inter-
nationalisation process. Figure 1.6 details the drivers for change, which precipitate the
decision to participate within foreign markets.

Derived from asset-based advantages, such as in the form of the retail format or brand
(echoing the work of Dunning), the decision to maximise the opportunity provided by
these assets is determined by the internal facilitating competences that exists within the
retail organisation (as was suggested by Vida and Fairhurst). Based on the availability of
the required internal competencies, decisions relevant to market selection, entry methods
and operating approach are made. As the retailer gains in international experience, the
internal facilitating competencies are upgraded to accommodate the lessons learnt from its
operations in new geographical areas.

Alexander and Myers (2000) have also produced a matrix, which attempts to explain
international retail strategies (see Figure 1.7). They use the extension of the retail concept
along the x-axis and the firm’s perspective on internationalisation on the y-axis. In terms
of measuring the latter, they propose that the company’s approach may be either described
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Figure 1.7 Market and operational organisation
Source: Alexander and Myers (2000)

as ethnocentric or geocentric. An ethnocentric approach is one whereby the retailer adopts
a domestic orientation to their international strategy. Those retailers defined as taking a geo-
centric perspective may, according to Alexander and Myers (2000), ‘embrace change rather
than replicate an existing formula’.
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The matrix identifies four variations of market and operational internationalisation.
They classify the proximal retailer as one which provides a similar retail offer to that
offered in the domestic market to those customers in psychologically proximate markets.
In some cases, this may involve the border-hopping activities, which typified the early
internationalisation strategies of retailers in Europe and North America. As such, these
foreign markets are viewed as extensions of the domestic market.

The other quadrants in the matrix are much more controversial. The multinational
retailer is described as having a high degree of market extension but remains psychologic-
ally attached to the competitive mindset of the domestic market. It is Alexander and Myers’
contention that firms such as Wal-Mart and The Gap would be categorised as multinational
retailers. This group of retailers, while they may achieve a high degree of market extension,
retain an ethnocentric perspective when it comes to international involvement.

The global retailer, in contrast, not only engages in high levels of market extension, but
they also are prepared to embrace change in response to foreign market conditions rather
than to replicate an existing formula. Within this context, they identify Ahold (one of the
super-elite international retailer retailers identified previously), as a global retailer. The
final category is that of the trans-national retailer. Like the global retailer, this group are
prepared to embrace change in foreign markets but operates in a comparatively limited
number of markets. It is interesting to note that Alexander and Myers (2000) identified
Zara as a trans-national retailer. On face value, this may appear a peculiar categorisation
for Zara since they appear committed to a highly standardised operating formula which
provides little opportunity for market responsiveness. However, an analysis of Zara’'s
internationalisation model indicates that while their brand image is highly standardised,
the processes which support their product development and merchandising strategy are
very flexible and allow for the integration of pan-national fashion trends almost as soon as
these emerge. Further evidence of Zara's flexibility is evidenced by their approach to trad-
ing within the British market. From the outset, the company recognised the allure that
their Spanish origins provided for their brand and they clearly understood the distinctive
positioning that the company had within the UK as a fashion-forward retailer. As such, the
company has tended to focus upon the more fashionable lines within their British stores.
In order to exploit their advantages within the British market, the pricing policy within the
UK has been more upscale and prices are at least 20 per cent higher than in their home
market of Spain.

Burt (2002) in a more recent contribution, noted the inherent difficulties of developing
taxonomies of this nature. However, he identifies global retailers as high-fashion firms and
grocery retailers, such as Ahold and other specialist companies, as multinational retailers.

1.6.2 Conceptualising the future: international retail strategies

While these various conceptualisations have enhanced our understanding of the strategic
challenges associated with managing international operations, none of these provided
have explored which approach will provide for strategic advantage in the future. With
respect to the future developments among the elite trans-national corporations, Wrigley
(2002) proposed a bi-polar model, which highlights the contrasting approaches that have
been adopted this important group of international retailers (see Figure 1.8).

One approach that he identified is the Intelligently Federal model which has been adopted
by firms, such as Ahold. With its focus upon local partnerships, best practise knowledge
transfer, format adaptation and back-end systems integration, it contrasts markedly with
the Aggressively Industrial model which provides low format adaptation and maintains
maximum central management control. The latter approach is one that is favoured by ‘cat-
egory killers’, such as Wal-Mart. While recognising that the debate over which of these
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Figure 1.8 Alternative corporate models of globalised retailer operation
Source: Wrigely (2002)

models is likely to succeed in the future has yet to be finally resolved, Wrigley readily
acknowledges that questions concerning the sustainability of the low-adaptation approach
are inevitable. Acknowledging the key challenge for retailers in the future will be the
extent to which they are capable of responding to the demands of ‘different cultures’, it
would appear that Wrigley subscribes to the view that the ‘Intelligently Federal” approach
is the one most likely to succeed in the long term.

It is much more difficult to conceptualise a model that encapsulates the strategic
approach that is most likely to be adopted by those non-elite trans-national /non-grocery
retailers, far less one that can be used to predict which strategy is likely to be most effect-
ive in the future. By virtue of the range and diversity of the many different types of retailer
who operate internationally, any proposed model is likely to be perfunctory and inade-
quate. However, drawing from the research expertise of the authors in the area of fashion
retailer internationalisation, it is possible to identify the factors that are most likely to
direct and influence the strategies of international fashion retailers.

No classification of the international fashion retailers appears to exist. Therefore,
derived from a database of over 200 fashion companies that operate within foreign mar-
kets, it is possible to identify four specific categories of international fashion retailer as
detailed in Table 1.2. This categorisation is based on the product and market of the inter-
national retailers. Due to the inadequacies of existing databases, it is not possible to base a
classification on the nature and extent of the foreign market coverage of the international
retailers. The identification of these groupings is especially useful as a means of identifying
the convergences and divergences that exist with respect to the operating strategies of
fashion retailers within foreign markets.

1.7 International fashion retailers’ strategies

Based on over 30 interviews with International Retailing Executives representative of each
of the four grouping delineated in Table 1.2, it is possible to identify three key dimensions,
which while not exclusive in their importance, nevertheless serve to define the dynamics
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Table 1.2 Four categories of international fashion retailer

1.

The product specialist fashion retailers — These are companies that focus upon a narrow and specific
product range, such as Camper Shoes, La Senza, Tie Rack, Nike, Sock Shop and Jacadi. These have a
clearly defined target customer group either based on demography (such as childrenswear), gender (such
as La Senza and Hom Underwear) or a specific interest (such as sport and Nike and Reebok). While
there are some obvious exceptions (i.e. Nike Town concept), these retailers usually operate relatively
small-scale stores either within busy customer traffic sites, such as adjacent to airports/railway stations
or major mass-market shopping areas, such as Oxford Street in London, and Fifth Avenue, in New York.
The competitive differential of this specialist group is inextricably linked to the depth of their
merchandise range within specific product categories.

. The fashion designer retailers — Fernie et al. (1997) provided a clear definition of the international fashion

designer retailers in terms of their having bi-annual fashion show in one of the international fashion
capitals (i.e. Paris, Milan, London and New York) and have been established in the fashion design business
for at least 2 years. These firms retail merchandise through outlets bearing the designer’s name (or an
associated name), within two or more countries and market their own label merchandise. In many cases,
the merchandise ranges offered by these companies extends beyond clothing to include other lifestyle
product areas, such as furniture and household accessories.

Examples of this group include Gucci, Giorgio Armani, Prada, Valentino and Chanel. These firms
typically locate within premium locations within capital and other important cities. Their competitive
differential relates to the allure of their brand, their perceived exclusivity and, at times, the innovative
nature of their product design.

. The general merchandise retailers — They are retailers that offer a merchandise mix that includes clothing

alongside non-fashion goods. Examples include department stores such as Dunnes Stores from Ireland
who incorporate fashion ranges with household goods; Marks and Spencer in Hong Kong who sell an
edited range of foods alongside their fashion ranges. Their stores are often located within key expatriate
locations. The competitive differential of this general group is linked to the breadth, and in some
occasions, the depth of their merchandise ranges.

. The general fashion retailers — Unlike the product specialist fashion retailers which tend to concentrate on

only a limited range of fashion product categories, the general fashion retailers offer a more extensive
range of fashion merchandise and accessories, either to a broad (e.g. The Gap, Next) or highly defined
target segment (e.g. Kookai, Miss Sixty, French Connection, Mango). These groups are usually located in
‘city-centre’ locations so as to allow for maximum customer access. The competitive differential of this
group is linked, in part, to the strength of their brand identity, as well as the breadth and depth of their
fashion offer.

of

contemporary international fashion retailing. These three dimensions present new and

significant challenges to the international fashion retailer and their various distribution
partners. Arguably these are the issues that will define the success or failure of fashion
companies in the future.

The three dimensions to be considered in the remained of this chapter are:

The customisation of fashion experiences
Fashion boundary extension
Fast fashion

1.7.1 Fashion experiences

With more than 166 store worldwide, Prada had typically sought to replicate a broadly
similar store environment within each market. It would seem therefore that Prada’s
approach to store architecture has been symptomatic of the international operating strat-
egy of the typical luxury/high brand — with consistency, coherency and clarity as the
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essential features. However, the opening of a new Prada store in New York in 2001 and a
second in Tokyo a year later, marked a new approach, not only to the international brand
positioning of Prada but it could also be argued to the basic assumptions concerning the
strategic approach of international designer brands in general.

Prada’s store in New York, designed by Rem Koolhaas, is in the site of a former
Guggenheim Museum. Emphasising space, light and technology, this development (which
Prada describes as an epicentre store), cost in excess of $40 million. The store in Tokyo has
few walls. Touch-sensitive screens are suspended from the ceiling and these allow cus-
tomers to search through the images of the various Prada collections. The changing rooms
offer the customer a choice of electronic sounds to match their mood. Designed by the
Priztker award-winning Herzog and Meuron, the architects of the Tate Modern in London,
the Tokyo store cost $87 million. It is the largest single investment made by an Italian com-
pany in Japan since the Second World War (Financial Times, 2003b).

The development of the Prada epicentre stores marks a new departure in how luxury and
designer fashion brands are presented in stores. In recognition of the consumer back-lash
against faceless globalisation and ‘predictably corporate” shopping experiences, the most
astute retailers in this category have recognised their need to differentiate through the pro-
vision of unique, localised and customised fashion experiences. In the past, the store expe-
rience was predicated on the belief that every image in every city had to be standardised
in order to maintain the integrity of the brand and its positioning. It would seem that this
standardisation has been rejected by customers themselves who now expect uniqueness
and localisation. This trend provides significant challenges in that how can a brand pos-
itioning remain consistent in order to secure the scale economies of standardisation but at
the same time be distinctive for specific segments within their specific locations? It would
appear that the solution is through the increased customisation of the fashion experience, as
one Italian company explained:

We cannot change the whole product range for one market and then again
for another. We would be in a mess. Instead, we all recognise that it is the
experience that has to be adaptable. It needs to change to local conditions
and tastes. The adaptation must fit in with the values of the company
overall and the product range. But is this adaptation of many different
store experiences that will mark out the successful companies in the
future.

This appears to mark an important shift away from the standardisation of the global
strategy in favour of the adaptability of the multinational response. Companies like Prada,
with their premium prices, can afford to spend $87 million customising a new store. For
retailers in the other three categories identified above, the net margins do not provide for
this sort of architectural indulgence. The ‘fashion experience” approach of stores, like The
Gap, Mango, H&M, Next and La Senza, is to minimise costs and maximise profitability
through the replication of a standard store format, which in turn provides for a standard-
ised customer experience. There is little room here for experimentation and innovation. In
defence of this approach, one Marketing Director of a leading chain of general fashion
retailers made the following point:

Companies like us are doing something different. Customers come to us
for the price and the product. Of course, the experience has got to be
good. But it is the main reason why the customer came to us in the first
place.

Other mass-market international fashion retailers however have begun to question the
long-term sustainability of a standardised store format approach/customer experience.
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Camper Shoes of Spain is one of the fastest growing international shoe retailers in the
world. The company augments their innovative shoe collections with a store environment
strategy that, while centrally controlled, is defined by its commitment to individuality and
distinctiveness in each outlet. It would seem that none of their stores is exactly the same.
Each has its own quirk and its own design differential.

With the emergence of a more discerning and demanding customer, and the increased
proliferation of innovative, individualistic fashion experiences, it is far from certain that
the standardised fashion format has a long-term future other than for those international
retailers that differentiate by offering a price/product availability trade-off.

1.7.2 Fashion boundary extension

The various economic indicators which track consumer expenditure within the European
and American markets have, in the past decade, indicated a consistent decline in the pro-
portion of personal disposable income that is spent on clothing. The decline is due, in part,
to price pre-deflation as a result of increased competition and recessional conditions in
markets in general. Within the context of the British market, a significant driver for this
decline has also been the shift in consumer expenditure in favour of leisure activities,
home and communications technology and home products in general.

For international fashion retailers, many of which face stock-market pressure to deliver
a satisfactory return on investment, the pressure of this expenditure decline has been con-
siderable. In response to this challenge, some of the most successful international fashion
retailers have sought to increase their share of consumer expenditure by extending the
boundary of their trading market. The companies have tended to do this in one of three
ways, with a number of companies adopting all three approaches.

The first is to engage in complementary diversification. This involves extending the
coverage of an existing brand into related product areas. For example, Ralph Lauren has
increased brand coverage beyond clothing to include perfumes, spectacles, home decorat-
ing products, home furnishings, furniture and jewellery.

The second approach is to engage in market extension through the development of a dif-
fusion or associate brand, or via the acquisition of an established fashion brand. Of the first
option, a diffusion brand has a different name, identity and retail format and is typically a
cheaper merchandise range, targeted towards a younger customer. For example, Giorgio
Armani operates the Emporio Armani brand as a cheaper, younger diffusion brand.
Likewise, the associate brand will differ in name, image and format, and may retail at the
same or a higher-price point as the original brand. Often the associate brand is targeted
towards an older, often more sophisticated company. Inditex, the company that owns the
Zara chain, also operates internationally with an associate brand called Massimo Dutti. This
brand is more formal and more expensive than the Zara brand and is targeted towards an
older customer segment. By engaging in this form of market extension, Inditex has sought to
minimise the risk of single-brand dependency by extending their market participation.

In some cases, a company will seek to extend its market coverage through the acquisi-
tion of another corporate brand. This strategy has been adopted most recently by Gucci
who, through their development of the Gucci Group of companies have embarked on an
acquisition strategy of purchasing:

m Declining brands — such as YSL, which provide an opportunity for rejuvenation.

m Young brands — such as Sergio Rossi, Alexander McQueen, Bedat & Co Stella McCartney, which
provide an opportunity for sharp income growth.

m Complementary brands — such as Boucheron which provides for manufacturing and operational
synergies.
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Diesel: pushing fashion boundaries

From its origins as a jeanswear label (it was the best selling brand in the sector in the UK in
2002; Drapers, 2003) Diesel has expanded the coverage of its core brand to include mens’
and womens’ casual and outerwear. The brand also includes an accessories line, Spare Parts —
the Diesel underwear brand, a footwear line, a perfume range and an accessories range. In order
to appeal to the more street-aware customer, the 55 DSL range offers a dynamic fashion/
sports option within stand-alone stores and via wholesale stockists. Younger customers are
introduced to the brand through Diesel Baby and Diesel Kids. The StyleLab brand is an asso-
ciate brand of Diesel. It is positioned as an experimental and fashion-forward range within
dedicated stores. The company has sought to extend their offer through the purchase of
other brands, such as Martin Margiela, which offers an urban take on fashion trends.

The third method that fashion companies have adopted has been to participate in semi-
complementary diversification. The most common approach has been to extend into areas
such as hotels (Versace and currently being developed by Camper) and cafes and restau-
rants (Nicole Fahri, Armani and Lanvin). This form of business growth is essentially high-
risk strategy since it involves the retailer straying from their area of core competence.
However, through the development of strategic alliances with partners who have expert-
ise in these associated fields, many companies believe that these risks can be avoided and
brand synergies maximised.

The pushing of the market boundaries within which fashion companies operate was
identified as an inevitable feature by the majority of the industry representatives. It is
important to note, however, that these developments may not necessarily be replicated
within all foreign markets. The decision as to whether a market can support a diffusion
brand or an associate brand is ultimately dependent on the same features which deter-
mine entry into a foreign market in the first place. This dimension is reflected in the state-
ment made by a representative from a leading French sportswear brand:

In ten years time | think that you will see more fashion retailers getting
involved in areas that you would not have necessarily expected them to be
involved in. In fashion we are about ten years later than food and just look at
food. Look at Tesco in the UK. You can buy your food, your mortgage, your
life from them. Fashion retailers will become more and more like that.

But whether it happens within a particular foreign country will depend on
the competitive conditions. Customer demand for the product. The associated
set-up costs. There is no guarantee that the offer will and should be extended
to every single market.

1.7.3 Fast fashion

Fast fashion is the term that is used to represent the various strategies that fashion com-
panies use in order to respond commercially to the latest fashion trends. In the past, the
fashion cycle was split into two principal phases: Spring/Summer and Autumn/Winter.
The development cycle from when a product was designed to when it was available for
sale in the store was typically upwards of 6 months in duration. However, in the past
decade, and as a result of influence of key players, such as Zara, H&M and Top Shop, the
younger fashion market has changed dramatically. The primary manifestation of their
influence has been the shrinking of the design-to-retail cycle to as little as 4 weeks. While
in the past, the key fashion trends generated by the top fashion designers was not avail-
able to the mass market until the following season, firms such as H&M, pride themselves
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on their ability to replicate and have available in store the key fashion show looks within
days of their appearance at the designer’s fashion shows.

Three factors have supported the emergence and success of fast fashion. The first is a lean
and flexible supply chain, which allows for the rapid turnaround of the latest looks in a man-
ner that is effective and cost efficient. The achievement of quick response flexibility has been
made possible through the re-engineering of the methods and timings by which garments are
designed, coloured and constructed (Varley, 2001). Interestingly, for those companies seeking
to achieve a rapid design to retail turnaround, this has necessitated their sourcing from sup-
pliers closer to their target markets. For example, one British menswear retailer reported that
the proportion of good sourced outside of the EU had risen from 10 to over 50 per cent as a
result of the firm’s commitment to the development of fast fashion in their business.

Secondly, the process of achieving fast fashion is dependent on a rapid and accurate
information communications technology system. The transfer and sharing of data among
all members of the supply chain is crucial to the concept of fast fashion.

Finally, fast fashion requires an efficient distribution system to service the various par-
ticipants in the production chain and the international store network. Of the latter point,
the use of air-freight has increased dramatically in the past 5 years, especially between
countries within the EU.

The issue of fast fashion is all the more complex within international markets. While the
variations in the emergence and up-take of new fashion trends across national markets
would appear to be dissipating, it is nevertheless clear that trend variations do exist across
national markets. Furthermore, while some are ‘mega’-fashion trends (i.e. these are not
confined to one national market), others are market-bound, and are influenced by particu-
lar dimensions of the domestic culture. For those retailers, such as the product specialists
and general fashion retailers, the need to be responsive to changes in consumer buying
patterns is crucial. Providing a competent response to emergent fashion trends requires an
integrated management approach. From the interviews with senior fashion executives, it
is clear that the configuration of relationships within international fashion retailing is
changing radically. This is illustrated by the following observation made by the Director of
Marketing for a fashion retailer that operates in more than 20 countries:

In the past, the relationship that we had with our subsidiaries in foreign markets
and franchise partners was at a distance. | suppose it was transactional. Now, in
order to survive, we have developed a new type of partnership where we
exchange information about what is happening in the local markets. It is not
enough anymore to believe that the brand alone will deliver success.

For many international fashion retailers, the advent of fast fashion has prompted the
development of more collaborative relationships within foreign partners. This collabor-
ation is manifested in three specific ways.

The first involves the increased involvement of foreign management and partner com-
panies in the process of new product development. Rather than the internationalising
retailer presenting ranges as a ‘non-negotiable given’ to international partners, many now
encourage them to be actively involved in the development of new product ideas and
range developments. For example, it has been the case that the management of the Diesel’s
British subsidiary has been actively involved in the design development of ranges that
would be suited to the needs of customers in the UK.

As well as engaging local management in range development, fashion retailers are also
developing trend communication networks. These networks are comprised of ‘cool spotters’,
who monitor fashion trends and developments from peripheral, street and underground
market segments. By collecting digital images and video clips, they collate information on
trends as they emerge and send this data to their client’s design team within the home
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market. Through their development of a network of ‘cool spotters’, the fashion companies
can access the key trends at the earliest point in their gestation. They can then integrate the
key trend themes into their latest fast fashion creations.

The third form of collaboration is through the development of ‘flash collections’. These
are market-reactive fashion collections that are developed in response to highly specific
trends within national markets. These collections are available for a limited time period —
often no more than 4 weeks — and are available in small batch sizes. As a means of achiev-
ing scale economies, these ranges will be available to the three or four markets that appear
receptive to the latest trends. The development of ‘flash collections” is now regarded as a
crucial activity and this is justified by one the Buying Directors of the British subsidiary of
a key Italian brand:

Flash collections are very important for us. They work by being available for a
very short period within specific countries. Customers like the fact that we do
this thing that is very quick and short-term and it keeps their interest. It might
not always make commercial sense to do it. But in order to survive, we need
to retain the sense that we are fast and there when it happens.

The development of ‘flash collections” has been a further inducement for retailers to
source closer to their selling market and to adopt the principles of quick response. It should
be noted, however, that while the costs associated with adopting this approach are consid-
erably higher than the ‘traditional” sourcing regime, the selling points of these ranges are
commensurately higher and often more than compensate for any cost of supply increases.

While it may seem that these various initiatives are confined only to those retailers who
operate within the youth market, it is important to note that the trend for fast fashion is
also evident among those retailers who target older customers. For example, the German
fashion retailer Olsen, who operate retail stores and an extensive wholesale distribution
business, is clearly targeted towards women in the 30 plus age bracket. While in the past
Olsen operated on a twice-yearly seasonal buying cycle, through their adoption of a new
ordering system, “Time to Market’, the company now offers buyers the opportunity to
order from their new ranges every 6-8 weeks. As such their latest business-to-business
advertising strap-line is “Time to Market. On Time. On Trend. On Target’. The company
maintains that this new approach minimises the business risk by allowing buyers the
opportunity to take account of the latest fashion trends in their buying plans.

These three trends clearly challenge the assumption that internationalising fashion
retailers will automatically adopt a global approach to the management of their retail
operations. It previously appeared that their success was dependent on the faithful repli-
cation across all markets of all aspects of the trading and branding strategy. However, the
twin drivers of increased market competition, the emergence of a set of customer expect-
ations which demand immediate access to the very latest fashion trends and a consumer
expectation of a fashion experience that is distinctive, if not unique, necessitates that the
international fashion retailer adopt a much more adaptive and flexible strategic approach.

With these dimensions in mind, Figure 1.9 presents an overview of the possible trans-
formations that may occur in the future with respect to the international strategies of fash-
ion retailers. While it is acknowledged that these various dimensions are not necessarily
relevant to every type of fashion retailer, within every foreign market, these nevertheless
have at least some relevance for most firms.

A useful summary of the transformations apparent within international fashion retail-
ing is evident in the observations of a Director for International Retail Operations:

We will look back and see that the fashion landscape was radically altered by the
impact of firms like Prada and Zara, Mango and H&M. While they might not be
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Global strategy Drivers Market responsive strategy
_—

Standardised retail format | Customer rejection of ‘corporate’ Specific fashion experiences which

and experience retail experiences reflect customer expectations and

Demand for innovation and distinction | local sensibilities

Replication of a single Decline in fashion expenditure Replication of specific brand concepts
concept abroad (leading to the need for market dependent on market opportunity
development via diffusion,
associate or acquired brands)

Centralisation of product | Emergence of fast fashion Collaborative partnerships rather
ranging decision-making | necessitating collaboration in: than transactional relationships between
* Range development members of the supply chain

* Trend spotting
* Range customisation

Figure 1.9 Factors that support the transformation from a global to a market-responsive strategic
approach by international fashion retailers

the biggest or most important in world terms, these companies will be seen to
have re-shaped how fashion is managed. We can see these are the key movers at
the beginning of the 21st century. They are transformational fashion retailers.

1.8 Concluding remarks

This chapter has sought to provide an introduction to retailer internationalisation by
bringing together some of the early writings on the subject with the more recent studies
that have acknowledged the changing landscape of pan-national distribution. Initial con-
sideration was given to the identification of the key international retailers, and it was
acknowledged that the ‘elite trans-national grocery retailers’, comprising in the main
of Wal-Mary, Carrefour, Ahold and Tesco, are clearly in a league of their own. Their
distinctiveness is drawn not only from the scale and the extent of the international market
involvement, but also from their impact on the market structures of some of the world’s
most significant national markets.

The chapter also examined the actual dimensions of retailer internationalisation and
sought to bring a new dimension to the debate by considering the processes associated
with the internationalisation of product sourcing. Furthermore, the motives for inter-
national expansion were considered and while the earlier explanations for market develop-
ment were acknowledged, it was also recognised that many of there explanations now
appear inadequate in their ability to explain the strategic decision-making of the elite
internationalists in the grocery sector.

Mindful of the fact that most previous studies have tended to focus upon the inter-
nationalisation of food retailers, the section that considered the foreign market-entry
approaches of retailers recognised the importance of wholesaling as a market development
strategy for fashion firms. As was evidenced by the example of Ralph Lauren, wholesaling
not only is important at the point of foreign market entry, but also remains significant
throughout the period within which a fashion retailer operates within a foreign market. The
issues associated with market withdrawal were discussed. Clearly this is an area worthy of
future research attention.
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The final section considered the various recent conceptual frameworks that have been
developed in order to advance the understanding of retailer internationalisation. The cul-
mination of this section involved a review of the topology of Wrigley (2002). Given the
importance of the elite grocery retailers to the re-shaping of the contemporary global land-
scape, it is perhaps fitting that a model (which focuses almost exclusively on the activities
of this group) should be presented.

However, given the apparent research neglect with respect to the internationalisation of
fashion retailing, it is also appropriate that the chapter should end with a review of the
drivers which appear likely to influence and shape the future strategies of the leading
international fashion retailers. It will be interesting to note whether and how the trio of
influences, namely the customisation of fashion experiences, fashion boundary extension
and fast fashion, materialises to have any significant impact on how fashion retailers oper-
ate within foreign markets in the future.
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Study questions and guideline answers

1. Retail internationalisation is much more than the opening of stores abroad.
Provide a critical review of this statement.

Reponses should consider that retailer internationalisation is not only concerned with
the opening of stores abroad. Responses ought to incorporate a review of the transfer of
the “invisible” dimensions, such as know-how, sourcing and finance.

2. Why do retailers internationalise?

Responses ought to consider that the ‘push’” and ‘pull’ factors identified in the chapter.
In particular, consideration should be given to the fact that motives for international
expansion may change over time and that the explanations for international expansion
may be influenced by the research methodologies used.

3. Provide a critique of the various methods of market entry that are available to the
internationalising retailer.

Responses should consider the five key entry methods and consider the advantages and
disadvantages associated with each. Responses should include the dimensions included
in Section 1.7.
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4. Critically review the strategies for retailer internationalisation proposed in the
chapter.

Responses ought to review the defining elements of the strategy framework of Salmon
and Tordjam (1989) — principally in terms of the investment strategy/globalisation
strategy/multinational strategy. Consideration ought to be given to the six-dimensional
typology of Goldman (2001).




Chapter 2

Retail logistics

John Fernie

Aims

The aims of this chapter are to discuss:

m the theoretical framework which underpins logistics and supply chain management (SCM) concepts;

m efficient consumer response (ECR) and managing supply chain relationships;

m the application of supply chain concepts in different international markets;

m future trends, most notably the impact of electronic commerce (e-commerce) on logistics
networks.

2.1 Introduction

The principles behind logistics and SCM are not new. Managing elements of the supply
chain has been encapsulated within organisations for centuries. Decisions such as where
to hold stock, in what quantities and how it is distributed have been part of the ‘trade-off’
analysis that is at the heart of logistics management. It is only in the last 10-15 years, how-
ever, that logistics had achieved prominence in companies’ boardrooms primarily because
of the impact which the application of supply chain techniques can have on a company’s
competitive position and profitability. Retailers have been in the forefront of applying best
practice principles to their businesses with UK grocery retailers being acknowledged as
innovators in logistics management.

2.2 Supply chain management: theoretical perspectives

The roots of SCM as a discipline is often attributed to the management guru, Peter Drucker
and his seminal article in the Fortune Magazine in 1962. At this time he was discussing distri-
bution as one of the key areas of business where major efficiency gains could be achieved
and costs saved. Then, and through the next two decades, the supply chain was still viewed
as a series of disparate functions. Thus, logistics management was depicted as two separate
schools of thoughts: one dealing with materials management (industrial markets) and the
other with physical distribution management (consumer goods markets) (see Figure 2.1).
In terms of the marketing function, research has focused upon buyer-seller relationships
and the shift away from adversarial relationships to those built upon trust (see Ford, 1997).
At the same time a body of literature was developing, mainly in the UK, on the transform-
ation of retail logistics from a manufacturer-driven to a retail-controlled system (McKinnon,
1989; Fernie, 1990; Fernie and Sparks, 1998).
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In both industrial and consumer markets, several key themes began to emerge:

(a) the shift from a push to a pull (i.e. a demand-driven supply chain);

(b) the customer is gaining more power in the marketing channel;

(c) the role of information systems to gain better control of the supply chain;

(d) the elimination of unnecessary inventory in the supply chain;

(e) the focusing upon core capabilities and increasing the likelihood of outsourcing non-core
activities to specialists.

To achieve maximum effectiveness of supply chains, it is imperative that integration takes
place by ‘the linking together of previously separated activities within a single system’
(Slack et al., 1998, p. 303). This means that companies have had to review their internal
organisation to eliminate duplication and ensure that total costs can be reduced rather
than allow separate functions (including marketing) to control their costs in a sub-optimal
manner. Similarly, supply chain integration can be achieved by establishing ongoing rela-
tionships with trading partners along the supply chain.

Throughout the 1970s and 1980s attention in industrial marketing focused upon the
changes promulgated by the processes involved in improving efficiencies in manufactur-
ing. Total quality management, business process re-engineering and continuous improve-
ment brought Japanese business thinking to Western manufacturing operations. The
implementation of these practices was popularised by the book of Womack et al. (1990)
on The Machine that Changed the World. Not surprisingly, much of the literature on
buyer-seller relationships focused upon the car manufacturing sector.

During the 1990s, this focus upon lean production was challenged in the US and UK
because of an over-reliance on efficiency measures rather than innovative responses.
Harrison et al. (1999) show in Table 2.1, how lean and agile supply chains differ. Agility as
a concept was developed in the US in response to the Japanese success in lean production.
Agility plays to US strengths of entrepreneurship and information systems technology.
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Table 2.1 Alternative supply chain processes

Efficient/function (Lean)

Innovative/responsive (Agile)

Primary purpose

Manufacturing focus
Inventory strategy

Lead-time focus

Supply predictable demand
efficiently at lowest cost

Maintain high-average
utilisation rate

Generate high turns
and minimise inventory

Shorten lead time as long
as it does not increase cost

Respond quickly to unpredictable
demand in order to minimise
stockouts, forced markdowns and
obsolete inventory

Deploy excess buffer capacity

Deploy significant buffer
stock of parts

Invest aggressively in ways
to reduce lead time

Select primarily for speed,
flexibility and quality

Select primarily for cost
and quality

Approach to
supplier selection

Source: Harrison et al. (1999)

Process
integration

Market
sensitive

Network
based

Figure 2.2 The Agile supply chain
Source: Harrison et al. (1999)

They have therefore developed an agile supply chain model (Figure 2.2), which is highly
responsive to market demand. They argue that the improvements in the use of informa-
tion technology (IT) to capture ‘real-time” data means less reliance on forecasts and creates
a virtual supply chain between trading partners. By sharing information, process integra-
tion will take place between partners who focus upon their core competencies. The final
link in the agile supply chain is the network where a confederation of partners structure,
co-ordinate and manage relationships to meet customer needs.

From this background to the evolution of SCM, it is clear that SCM draws upon a range
of disciplines with regard to theoretical development. Initially much of the research was
geared towards the development of algorithms and spatial allocation models for the deter-
mination of the least cost locations for warehouses and optimal delivery routes to distribute
to final customers. The disciplines of geography, economics, operational research and
mathematics provided solutions to management problems.
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As SCM has developed into an integrated concept seeking functional integration within
and between organisations, the theories to explain empirical research have been increas-
ingly drawn from the strategic management or economics literature.

The key concepts and theories in SCM are:

m the value-chain concept;

m resource-based theory (RBT) of the firm;
m transaction cost economics;

m network theory.

The thrust of all these theories is how to gain competitive advantage by managing the
supply chain more effectively. The concept of the value chain was originally mooted by
Porter (1985) and his ideas have been further developed by logisticians, especially by
Christopher (1997). In Figure 2.3, a supply chain model is illustrated which shows how
value is added to the product through manufacturing, branding, packaging, display at the
store and so on. At the same time, at each stage cost is added in terms of production costs,
branding costs and overall logistics costs. The trick for companies is to manage this chain
to create value for the customer at an acceptable cost. The managing of this so-called
‘pipeline” has been a key challenge for logistics professionals, especially with the realisation
that the reduction of time not only reduced costs but also gave competitive advantage.

According to Christopher there are three dimensions to time-based competition which
must be managed effectively if an organisation is going to be responsive to market changes.
These are as follows:

m Time to market — the speed at bringing a business opportunity to market.
m Time to serve — the speed at meeting a customer’s order.
m Time to react — the speed at adjusting output to volatile responses in demand.

He uses these principles to develop strategies for strategic lead-time management. By
understanding the lead times of the integrated web of suppliers necessary to manufacture
a product, he argues that a ‘pipeline map’ can be drawn to represent each stage in the sup-
ply chain process from raw materials to customer. In these maps it is useful to differenti-
ate between ‘horizontal” and ‘vertical” time.

m Horizontal time is the time spent on processes such as manufacture, assembly, in-transit or
order processing.

m Vertical time is the time when nothing is happening, no value is added but only cost and
products/materials are standing as inventory.

Supplier's In-bound . ) Out-bound \ Customer’s
) . Operations Branding . .
value chain logistics logistics value chain

Figure 2.3 The extended value chain
Source: Christopher (1997)
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It was in fashion markets that the notion of ‘time-based competition” had most signifi-
cance in view of the short-time window for changing styles. In addition, the prominent
trend in the last 20 years has been to source products offshore, usually in low-cost Pacific Rim
nations, which lengthened the physical supply chain pipeline. These factors combined to
illustrate the trade-offs, which have to be made in SCM, and on how to develop closer
working relationships with supply chain partners. Christopher has used the example of
The Limited in the US to illustrate his accelerating ‘time to market’. The company revolu-
tionised the apparel supply chain philosophy in the US by designing, ordering and receiv-
ing products from South-east Asia to stores in a matter of weeks rather than the months of
its competitors. New lines were test marketed in trial stores, orders communicated by EDI to
suppliers which also benefited from computer-aided design/computer-aided manufactur-
ing (CAD/CAM) technology in modifying designs. The products, already labelled and
priced, were consolidated in Hong Kong where chartered 747s air freighted the goods to
Columbus, Ohio, for onward despatch to stores. The higher freight costs were easily com-
pensated for by lower markdowns and higher inventory turns per annum.

Along with The Limited, another catalyst for much of the initiatives in lead-time reduc-
tion came from work undertaken by Kurt Salmon Associates (KSA) in the US in the mid-
1980s. KSA were commissioned by US garment suppliers to investigate on how they could
compete with Far East suppliers. The results were revealing in that the supply chains were
long (one-and-a-quarter years from loom to store), badly co-ordinated and inefficient
(Christopher and Peck, 1998). The concept of quick response (QR) was therefore initiated
to reduce lead times and improve co-ordination across the apparel supply chain. In
Europe, QR principles have been applied across the clothing retail sector. Supply base
rationalisation has been a feature of the last decade as companies have dramatically
reduced the number of suppliers and have worked much closer with the remaining sup-
pliers to ensure more responsiveness to the marketplace.

The resource-based perspective builds upon Porter’s models by focusing upon the various
resources within the firm, which will allow it to compete effectively. Resources, capabil-
ities and core competences are key concepts in this theory. As a supply chain perspective to
competitive advantage increases the resource base within which decisions are taken, this
theory links to transaction cost analysis and network theory. Thus, firms have to make
choices on the degree of vertical integration in their business, to ‘make or buy” in production
and the extent of outsourcing required in logistical support services. Building upon the
seminal work of Williamson (1979), Cox (1996) has developed a contractual theory of the firm
by revising his ideas on high-asset specificity and ‘sunk costs, to the notion of core compe-
tences’ within the firm. Therefore, a company with core skills in either logistics or production
would have internal contracts within the firm. Complementary skills of medium-asset
specificity would be outsourced on a partnership basis and low-asset specificity skills
would be outsourced on an ‘arms-length’ contract basis.

The nature of the multiplicity of relationships has created the so-called network organ-
isation. In order to be responsive to market changes and to have an agile supply chain, flexi-
bility is essential. Extending the RBT, the network perspective assumes that firms depend
on resources controlled by other firms and can only gain access to these resources by inter-
acting with these firms, forming value-chain partnerships and subsequently networks.
Network theory focuses on creating partnerships based on trust, cross-functional team-
work and inter-organisational co-operation.

In industrial markets, especially the automobile and high-technology sector, a complex
web of relationships has been formed. This has led Christopher (1997) to claim ‘that there is
a strong case for arguing that individual companies no longer compete with other stand-
alone companies, but rather, that supply chain now competes against supply chain’ (p. 22).
Tiers of suppliers have been created to manufacture specific component parts and other
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The Benetton Group has around 5500 shops in 120 countries, manufacturing plants in
Europe, Asia, the Middle East and India and revenues of more than $1.8 billion. Its interests
are in two main areas:

m casual wear, accounting for around three-quarters of its total revenue. Key brands are
United Colors of Benetton and Sisley.

m sportswear, accounting for one-fifth of total revenue. Key brands are Nordica, Prince,
Killer Loop and Rollerblade.

Much of Benetton’s success until the 1990s could be attributed to its innovative operations
techniques and its strong network relationships which it has developed with both its suppliers
and distributors. Benetton pioneered the ‘principle of postponement’ whereby garment dye-
ing was delayed for as long as possible in order that decisions on colour could be made to
reflect market trends. At the same time a network of sub-contractors (small- to medium-sized
enterprises) supplied Benetton’s factories with the labour-intensive phases of production
(tailoring, finishing and ironing) while continuing to manufacture the capital-intensive parts of
the operation (weaving, cutting, dyeing and quality control) in Treviso in north-eastern lItaly.
In terms of distribution, Benetton sells its products through agents, each responsible for devel-
oping a market area. These agents set up a contract relationship, similar to a franchise, with
the owners who sell the products.

Benetton is now beginning to transform its business by retaining its network structure
but changing the nature of the network. Unlike most of its competitors, it is increasing
vertical integration within the business. As volumes have increased Benetton set up a produc-
tion pole at Castrette near its headquarter (HQ). This large complex is responsible for pro-
ducing around 120 million items per year. To take advantage of lower labour costs, Benetton
has located foreign production poles, based on the Castrette model, in Spain, Portugal,
Hungary, Croatia, Tunisia, Korea, Egypt and India. These foreign production centres focus on
one type of product utilising the skills of the region so T-shirts are made in Spain, jackets in
Eastern Europe.

In order to reduce time throughout the supply chain, Benetton has increased upstream
vertical integration by consolidating its textile and thread supplies so that 85 per cent is con-
trolled by the company. This means that Benetton can speed up the flow of materials from
raw material suppliers through its production poles to ultimate distribution from lItaly to its
global retail network.

The retail network and the products on offer have also experienced changes. Benetton had
offered a standard range in most markets but allowed for 20 per cent of its range to be cus-
tomised for country markets. Now to communicate a single global image, Benetton is only
allowing 5-10 per cent of differentiation in each collection. Furthermore, it has streamlined
its brand range to focus on the United Colors of Benneton and Sisley brands.

The company is also changing its store network to enable it to compete more effectively
with its international competitors. It is enlarging its existing stores, where possible, to accom-
modate its full range of these key brands. Where this is not possible it will focus on a specific
segment or product. Finally, it is opening more than 100 megastores worldwide to sell the full-
range focusing on garments with a high styling content. These stores are owned and managed
solely by Benetton to ensure that the company can maintain control downstream and be able
to respond quickly to market changes.

Figure 2.4 The Benetton group
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supplier associations have been formed to co-ordinate supply chain activities. In these busi-
nesses the trend has been to buy rather than make and to outsource non-core activities.

Benetton, which has been hailed as the archetypal example of a network organisation, is
bucking the trend by increasing vertical integration and ownership of assets in the supply
chain (Camuffo et al., 2001). While it is retaining its network structure, it is refining the net-
work from product design through to distribution to its stores (see Figure 2.4).

2.3 Efficient consumer response

The notion of time-based competition through just-in-time (JIT) and QR principles was given
further credence in the fast-moving consumer goods (FMCG) sector with the advent of ECR.

ECR arrived on the scene in the early 1990s when KSA produced another supply chain
report, ECR, in 1993 in response to another appeal by a US-industry sector to evaluate its
efficiency in the face of growing competition to its traditional sector. Similar trends were
discerned from their earlier work in the apparel sector; excessive inventories, long non-
coordinated supply chains (104 days from picking line to store purchase) and an estimated
potential saving of $30 billion, 10.8 per cent of sales turnover.

During the last decade, the ECR initiative has stalled in the US; indeed, inventory levels
remain over 100 days in the dry grocery sector. Nevertheless, ECR has taken off in Europe
from the creation of an European Executive Board in 1994 with the support of European-wide
associations representing different elements of the supply chain: AIM, the European Brands
Association; CIES, the Food Business Forum; EAN International, the International Article
Numbering Association and Eurocommerce, the European organisation for the retail and
wholesale trade.

It was in 1994 that initial European studies were carried out to establish the extent of
supply chain inefficiencies and to formulate initiatives to improve supply chain performance
(Table 2.2). ECR Europe defines ECR as ‘a global movement in the grocery industry

Table 2.2 Comparisons of scope and savings from supply chain studies

Supply chain study Scope of study Estimated savings

KSA (1993) 10.8% of sales turnover (2.3%
financial, 8.5% cost)

Total supply chain $30 billion,
warehouse supplier dry sector
$10 billion

Supply chain cut by 41% from

104 days to 61 days
2.3-3.4% percentage points of

US dry grocery sector

Coca Cola supply chain 127 European companies

collaboration (1994)

ECR Europe (1996
on going)

Focused on cost reduction from
end of manufacturers line

Small proportion of category
management

15 value-chain analysis studies
(10 European manufacturers,
5 retailers)

15 product categories

Seven distribution

channels

sales turnover (60% to retailers,
40% to manufacturer)

5.7% percentage points of sales
turnover (4.8% operating costs,

0.9% inventory cost)

Total supply chain saving of $21 billion
UK savings £2 billion

Source: Fiddis (1997)
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Figure 2.5 ECR improvement concepts
Source: Coopers and Lybrand (1996)

focusing on the total supply chain — suppliers, manufacturers, wholesalers and retailers,
working close together to fulfil the changing demand of the grocery consumer better, faster
and at less cost’.

One of the early studies carried out by Coopers and Lybrand (1996) identified 14 improve-
ment areas whereby ECR principles could be implemented. These were categorised into
three broad areas, namely product replenishment, category management and enabling
technologies (Figure 2.5). Most of these improvement areas had received management
action in the past, the problem was how to view the concepts as an integrated set rather
than individual action areas.

As the ECR Europe movement began to gather momentum, the emphasis on much of
the work conducted by the organisation tended to shift from the supply-side technologies
(product replenishment) to demand-driven initiatives (category management). This is
reflected in the early ECR project reports, which dealt with efficient replenishment and
efficient unit loads. While the supply side is still important as reflected in projects on
Transport Optimisation and Unit Loads Identification and Tracking; the majority of recent projects
have focused upon consumer value, efficient promotion tactics, efficient product introduc-
tions and collaboration in customer-specific marketing.

Commensurate with this change in emphasis has been the topics under discussion at the
Annual ECR Europe Conference. At its inception in Geneva in 1996, the concept was being
developed and efficient replenishment initiatives were prominent on the agenda. Subsequent
conferences have tended to emphasise demand-driven initiatives and emerging issues such
as e-commerce.

It can be argued that the early work focused upon improving efficiencies within the
supply chain and later collaborations have stressed the effectiveness of the supply chain. Thus,
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the focus now is on how to achieve profitable growth as there is little point in delivering prod-
ucts efficiently if they are the wrong assortment, displayed in the wrong part of the store!

The ECR Europe prime objective is to develop best practices and to disseminate these
benefits to all members of the food supply chain in Europe. To date it has been highly suc-
cessful in moving towards this objective. The early conferences were well attended (over
1000 delegates) but events in the 21st century have attracted over 3000 people. ECR initia-
tives are now formally organised in 14 European countries and the work in these countries
is formally recognised through representation on the Executive Board. The Board itself is
comprised of 30 senior executives from leading retailers and branded manufacturers in
Europe who established the policy agenda to initiate new pilot projects and develop demand
and supply strategies.

It is clear, however, that ECR will not be a panacea for all companies. The improvement
areas suggested in Figure 2.5 provide a tariff of initiatives from which companies will
choose according to their own particular objectives. Each company will have a different
starting point and a different agenda depending on the current nature of supplier-retailer
relationships. Nevertheless, a common theme applicable to all retailers is the limited num-
ber of relationships, which are established with suppliers. The large grocery retailers deal
with thousands of suppliers and have only formal partnerships or initiated pilot projects
with a small number of suppliers, for example J. Sainsbury has supply chain forums which
brings together senior supply chain staff with 19 of their counterparts (suppliers) which
account for a large part of Sainsbury’s volume business. A criticism of ECR Europe
Conferences and in those held in the UK, is that these venues are packed with representa-
tives from the largest retailers and their multinational FMCG suppliers. Such concentra-
tion, the argument goes, can only lead to restricting consumer choice, high-profit margins
and higher prices. So much for the consumer in ECR! With Wal-Mart’s entry into the
European market, this is hardly true in view of the intense price competition in Germany
and the UK, the initial target markets. ECR can in fact enable companies to compete better
in such competitive markets. It is true, however, that smaller companies have been slower
to hop on the ECR bandwagon because of the time and resource commitments required to
carry out ECR initiatives. Nevertheless, smaller companies such as those operating con-
venience stores have achieved significant increases in sales through working with key
suppliers which have acted as ‘category captains’ in developing assortments within stores.

2.4 The retail supply chain

The implementation of ECR initiatives has been identified as the fourth and final stage of the
evolution of grocery logistics in the UK. Fernie et al. (2000) classify this as