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1 INTRODUCTION

1.1  Background of the study

Retailing is increasingly becoming a global industry and many of the world’s
well-known retailers already derive a large part of their sales from international
operations. The late 1990s witnessed a powerful wave of retail internationalisa-
tion when global retailers from Europe and the USA entered new growth markets,
especially in developing/emerging economies (CBRE 2011; Coe & Hess 2005;
Reardon, Henson & Berdegué¢ 2007; Deloitte 20012). For instance, Wal-Mart
recently accelerated its expansion in Brazil and China and has been moving closer
to opening stores in India (Cao & Pederzoli 2013). The average Top 250 Europe-
an retailer had a presence in 14.9 countries in 2010, up from 11.1 countries in
2007, and over 40 percent of their total sales were from foreign operation in 2010,
up from 35.1 percent in 2009 (Deloitte 2012). French and German retailers are the
most international in scope (Deloitte 2012). The estimated global retail sale for
the Top 250 retailers in 2010 was US$ 3.94 trillion (Deloitte 2012).

While showing an increasing interest in international expansion, many retailers
consider the establishment of store networks in foreign markets a troublesome
issue because, retailers’ expansion to foreign markets leads to the transfer of retail
management technology (Alexander 1995) or the establishment of international
trading relationships across regulatory, economic, social, and cultural boundaries
(Alexander 1995; Deligonul, Elg, Cavusgil & Ghauri 2013; Elg, Ghauri & Tar-
novskaya 2008; Evans, Brdson, Byrom & Medway 2008; Ghauri, Tarnovskaya &
Elg 2008; Hatchinson, Quinn, Alexander & Doherty 2009). For example, when
Western multinational retailers start operating in emerging markets of East Asia,
South America and Central and Eastern European transition economies, the envi-
ronment is very dissimilar to that in their home country (Ghauri & Holstius 1996).
Likewise, international retailers that expand to emerging markets such as China
have experience significant differences in the institutional environment (Cao &
Pederzoli 2013; Kshetri 2013).

The literature on retail internationalisation has identified dissimilarities in the
economic environment, including infrastructure and level of technology, in the
political, cognitive, and sociological elements such as laws, rules, norms, cultural
beliefs, and habits shared by relevant members as presenting opportunities as well
obstacles to successful retail expansion (e.g. Aoyama 2007; Bianchi & Arnold
2004; Chan, Finnegan & Sternquist 2011; Christopherson 2007; Chuang, Done-
gan, Ganon & Wei 2011; Evans et al. 2008; Huang & Sternquist 2007; Hutchison
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et al. 2009). For example, in their conceptual model on retailing (Treadgold &
Mavondo 2000; Vida & Fairhurst 1998) implied that retail internationalisation is
a complex task, which concerns a number of areas and decisions regarding for
example, political, legal, social, economics, and cultural issues as well as internal
organisational factors.

Studies have shown that several retailers successful in their home countries have
sometimes failed in new host environments (e.g. Aoyama 2007; Bianchi & Ar-
nold 2004; Burt, Mellahi, Jackson & Sparks 2002; Burt, Dawson & Sparks 2003;
Christopherson 2007). For instance, Wal-Mart and Carrefour has failed in South
Korea and Japan (Aoyama 2007), and Wal-Mart’s failure in Germany (Chris-
topherson 2007). Another example of unsuccessful internationalization attempt is
Home Depot’s recent failure in the Chilean market (Bianchi & Arnold 2004;
Bianchi & Mena 2006). Research on retail internationalisation has suggested that
retailer practices and structures are affected by pressures from their institutional
environment (Arnold, Handelman & Tigert 1996; Bianchi & Arnold 2004; Han-
delman & Arnold 1999; Huang & Sternquist 2007).

To add to the challenges presented to the international retailer is the fact that they
are confronted with pressures from multiple constituents in the host institutional
environments to which they must respond in order to establish their legitimacy, or
right to exist, in a given market (Ahlstrom & Bruton 2001; Stillman 1974). Local
domestic retailers are adapted to local institutions, and their organisational struc-
tures and cultures and norms of retailing and have to be consistent with the iso-
morphic pressures in their local environment. These firms have developed a num-
ber of legitimacy-building strategies to help them cope with the challenging envi-
ronment. Foreign retailers have to accommodate these same pressures as well in
order to ensure their survival and success in the new host context (Dowling &
Pfeffer 1975; Hannan & Freeman 1977; Meyer & Rowan 1977). For example,
international retailers need acceptance from parties like the state, professional and
trade associations, accreditation agencies, suppliers, customers, and critics (e.g.,
consumer activists, news media), who are all seen as especially important sources
of support and legitimacy (e.g. Deephouse 1996; Deligonul et al. 2013; Elg et al.
2008, Glynn & Lounsbury 2005; Scott 2001).

Researchers (e.g. Bianchi and Arnold 2004; Deligonul et al. 2013; Hadjikhaniand
Ghauri 2001) have noted that acquiring legitimacy is very important for interna-
tional retailers when operating in different socio-economic environments. The
study by Deligonul et al. (2013) and Hadjikhani and Ghauri (2001) illustrate how
international retailers can achieve different types of legitimacy that supports the
firm’s strategies in different markets. At least since Meyer and Rowan (1977:
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353), institutionalists have argued that legitimacy enhances organizational surviv-
al and supportive evidence of this assertion abounds (e.g. Deephouse 1996; Kos-
tova & Zaheer 1999; Zimmerman & Zeitz 2002). Bianchi and Arnold (2004) not-
ed that the American retailer, Home Depot failed in the Chilean market because it
failed to gain legitimacy from host social actors. However, beyond legitimacy and
survival is growth, success or failure (performance) (e.g. Certo & Hodge 2007;
Dacin, Oliver & Roy 2007; Zimmerman & Zeitz 2002). Differences in the institu-
tional environment therefore present significant challenge to international retailers
(e.g. Cao & Pederzoli 2013; Hutchison 2009; Jansson, Johanson & Ramstrom
2007). For instance, researchers in international retailing (e.g. Aoyama 2007;
Bianchi & Arnold 2004; Burt et al. 2002; Bianchi & Ostale 2006; Christopherson
2007) acknowledged that the foreign environment may have an important impact
on internationalisation success or failure.

1.2 Positioning the study and identifying research gap

The theoretical constructs presented in the literature review for this study play
twofold role in this study. First, they serve as conceptual tools to be applied in
addressing the research question of the study, thereby contributing to the ad-
vancement of an institutional perspective of business strategy in transition econ-
omies (Karhunen 2007). Second, the application of these constructs to the unique
empirical context of emerging economies offers an opportunity to contribute to
their further improvement. This dissertation can first and foremost be positioned
as one contributing to the field of international retailing and international busi-
ness. This study extends current theories by linking the institutional environment
(external) and organisational characteristics (internal) with retailer strategic re-
sponse choices and legitimacy and performance. Although this study discusses
retailer legitimacy and performance, the main focus of the study is the influence
of the institutional environment on the strategic response choices for the interna-
tional retailer to respond to regulatory, normative and cognitive institutional pres-
sures from the institutional environment of an emerging market. Early research on
retail internationalisation, marketing, and international business laid the founda-
tion for the study.

This study aims at depicting those processes by which the institutional environ-
ment at multiple levels (regulative, normative, cognitive) is reflected in the field-
level institutional context thereby in organisational behaviour by illustrating both
the nature of institutional pressures and their outcomes in organisational struc-
tures and practices and performance of subsidiaries of Finnish multinational re-
tailers in Russia.
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The approach taken in this study to explain retailers’ strategic responses to institu-
tional environment in post-entry in Russia’s retail sector as organisational field
answers also the recent critique of the field-level studies (Davis, Desai & Francis.
2000; Guillen 2002; Haveman 1993; Henisz & Delios 2001; Huang & Sternquist
2007; Lu 2002; Yiu & Makino 2002) concentrating on outcomes of institutional
processes (i.e. homogeneity in organisational structures and practices) rather than
seeking to explain these processes. This study supports the view that in the con-
text of international retailing, there are many constituents with conflicting interest
that needs to be addressed by the retailer, hence, blindly conforming to all institu-
tional pressures is unlikely (e.g. DiMaggio 1991; Goodstein 1994; Francis et al.
2009; Oliver 1991).

Even though institutional theory is grounded in the concept of isomorphism,
which assumes increasing field-level homogeneity, this study aims to examine
how subsidiaries of Finnish multinational retailers facing the same institutional
pressures in the context of retailing in Russia respond to these pressures. This
study supports the view that institutional pressures towards homogeneity are not
irresistible, thus organisations can proactively respond to them whenever they
occur. Furthermore, it assumes that due to field and organisational characteristics,
firms’ responses also vary in response to institutional pressures. In addition, the
constituents or social actors in the organisational field (i.e. state, consumers, sup-
pliers, and employees) bring an additional dimension to the analysis of variety in
strategic responses.

The review of the literature on retail internationalisation revealed conceptual,
theoretical and empirical gap. Existing theoretical conceptualisations of retail
internationalisation by authors can be based on three classifications: First, authors
develop a retail-specific classification based on observations of idiosyncratic be-
haviour of existing international retailers and knowledge of industry. Second,
authors draw on theories in the domain of international business, management and
marketing. Third, authors choose to integrate and apply a series of established
international business paradigms to retail internationalisation.

Retail specific frameworks and classifications that have developed in the past decade
have been especially valuable in studies examining motivational and strategic aspects
on internationalisation. These include the framework by Salmon and Tordjman
(1989) and Treadgold (1990). For instance, Salmon and Tordjman (1989) dis-
cusses retail internationalisation in terms of whether retailers use a global vs. mul-
tinational focus. Treadgold (1990) identifies three typical stages of the RI process:
reluctance, caution and ambition. Recognised dichotomies of motivational drivers
to RI in the literature include push vs. pull motivational factors and reactive vs.
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proactive stance of international retailers (Alexander, 1990; Williams 1991). Also
focusing on market choice selection factors is the framework by Myers and Alex-
ander (1997) and continuum of a retailer’s ethnocentric vs. geocentric stance and
global vs. local relevance of its retail concept.

The second line of existing retail internationalisation conceptualisation draws on
established international business paradigms. One international business man-
agement theory which has received a wider acceptance in retail internationalisa-
tion research is Dunning’s (1981, 1988) eclectic paradigm. For example, this the-
oretical basis is applied to retail internationalization at a conceptual level by Daw-
son (1994), Pellegrini (1991), Sternquist (1997), Park and Sternquist (2008), and
at the empirical level by Sternquist (1998), and Chen and Sternquist (1995). Also
drawing from the broader firm internationalisation literature, some scholars apply
the “stages models” from the export marketing area to explain the retail interna-
tionalisation phenomenon (e.g. Whitehead 1992; Williams 1991; 1992). The stag-
es theories view the firm internationalisation as an incremental process whereby
stages are delineated based on various organisational characteristics and strategic
decisions of management. Recently, researchers also draw on institutional theory
(DiMaggio & Powell 1983; Meyer & Rowan 1983; Scott 1995, 2001) to explain
the retail internationalisation process. For instance, the institutional perspective is
applied at conceptual level by Huang and Sterguist (2007) and at empirical level
by Bianchi and Arnold (2004), Cao and Pederzoli (2013) and Deligonul et al.
(2013).

The third group of existing conceptual approaches to retail internationalisation
includes contributions with the goal of integrating a series of international busi-
ness theories and adapting them to the retailing industry. For instance, Vida and
Fairhurst (1998), Sternquist (1997), Alexander and Myers (2000), Evans, Tread-
gold and Mavondo (2000) has sought to provide a conceptual framework from
which to understand the underlying process of retail internationalisation drawing
on the wider management literature focused upon internationalisation and apply-
ing it to the retail industry. Sternquist (1997) designed a Strategic International
Retail Expansion (SIRE) model, which is mainly based on Dunning’s (1981,
1988) eclectic paradigm and Salmon and Tordjman (1989) together with other
important themes in the retail literature to provide a holistic explanation of retail
internationalisation. By drawing on various theories and concepts in combination
and by finding the links between them Sternquist (1997) tries to offer a more
comprehensive framework than has been available before. The framework by
Evans et al. (2000) seeks to explain variations in the performance of international
retail operations. Based on a review of both international retailing and interna-
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tional business literature a number of key factors are identified and incorporated
in the framework.

The model by Vida and Fairhurst (1998) is grounded in a behavioural approach to the
internationalisation process. The three major research streams from international market-
ing and management literatures which form the theoretical basis for this model include:
(1) the attitudinal approach with Perlmutter’s typology of a firm’s and manage-
ment’s attitudes towards foreign markets and marketing systems (e.g. Perlmutter
1969; Wind, Douglas & Perlmutter 1973); (2) the Nordic model of the interna-
tionalisation process (e.g. Johansson and Vahlne 1977; 1990) which is based on
the premise that the general and experiential market knowledge and resource
commitment of firms affect commitment decisions and current business activities;
and (3) the export stages models which view internationalisation as a step-by-step
process (e.g. Cavusgil 1980; 1984; Wiedersheim-Paul, Olson & Welch 1978).
Vida and Fairhurst (1998) model is concerned with the antecedents, process and
outcomes of international activity. The model suggests that the firm and manage-
ment characteristics are the two internal driving forces behind the international
retailing process and that these forces are influenced by the external environment.

Although the contribution of these frameworks to the retailing literature is nota-
ble, most of this work addresses the drivers and mechanisms of the internationali-
sation process. In other words, these frameworks focus much on pre-
internationalisation issues such as motivation to internationalise, when to interna-
tionalise, managerial commitment, choice of markets, and market entry strategy.
A major limitation of RI conceptualisation based on the eclectic model is that it
does not account for pressures and difficulties that affect ownership, location, and
internalisation advantages in a new market. The contextual uncertainty in a for-
eign market entails bounded rationality of decision makers and arises from
changes in institutional conditions such as political and economic stability, legal
ground rules, and cultural and social relations embedded in national environ-
ments. Similarly, conceptualisation based the stage model does not address the
role of time or firm specific competitive advantages, but instead describes a se-
quential process of internationalisation.

Furthermore, the model by Sternquist (1997) does not take into account the
measures of performance, or drivers for international success or failure for retail-
ers. In addition, this model does not consider mix forms of international expan-
sion, such as multinational expansion in some markets, and global expansion in
others. Likewise, although richer in dimensionality than the Sternquist (1997)’s
model, the Alexander and Myers (2000)’s framework does not focus on any ele-
ment on firm expansion process that leads to legitimacy or performance. Similar-
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ly, although the framework by Vida and Fairhurst (1998)’s addresses firm’s per-
formance of international retail expansion, it focuses on entry mode and initial
market selection and thus incapable of explaining the factors in the external envi-
ronment, and the role of firms and decision-makers characteristics in influencing
expansion process at post-market entry. The framework by Evans et al. (2000)
addresses firms’ performance of international retail operations and it focuses par-
ticularly on firms’ entry strategy and adaptation versus standardisation of the re-
tail offer (marketing-mix strategy). However, this framework does not account for
variations in the organisational field and the role of social actors in legitimating
the retail offer and the impact on performance. Finally, although, the framework
by Huang and Sternquist (2007) provides deeper understanding of the influence
of institutional environment on retail international expansion, it focuses on market
entry only, thus, does not consider the role of firm internal factors, or the role of
interest and agency of firms in the internationalisation process. Conceptually, the
literature review on retail internationalisation suggests that previous theoretical
models were inadequate in addressing the complexities involved in the retail in-
ternationalisation process in post-entry. Previous conceptual frameworks there-
fore fall short of providing a deeper understanding on post-internationalisation
issues such as how retailers respond to institutional pressures or how to succeed
when operating in foreign countries.

Empirically and theoretically, often studies based on institutional perspective
view the environment-organisational relationship as unidirectional and assumes
that legitimacy is achieved primarily through isomorphism where organisations
become similar to other organisations in their organizational field (e.g. Davis,
Desai & Francis 2000; Guillen 2002; Haveman 1993; Henisz & Delios 2001). In
other words studies that have applied institutional theory in international business
research have devoted limited attention to the role of interest and agency and how
firms can proactively response to institutional pressures from a host environment.
Few studies (e.g. Cao & Pederzoli 2013; Deligonul et al. 2013; Huang &
Sternquist 2007) have applied institutional theory (Scott 1995, 2001) in the con-
text of international retailing to examine the role of interest and agency in re-
sponding to pressures from the institutional environment.

In addition, although some researcher (e.g. Arnold et al. 2001; Bianchi & Arnold
2004; Cao & Pederzoli 2013; Deligonul et al 2013; Huang & Sternquist 2007)
have acknowledged the importance of examining the impact of the institutional
environment on the internationalisation of retailers, more empirical studies based
on multiple case studies are needed because the research findings of Arnold et al.
(2001), Bianchi and Arnold (2004) and Deligonul et al. (2013) were examined by
the case study of only one company, and Huang and Sternquist’s (2007) work is
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conceptual which focused purely on market entry strategy influenced by the insti-
tutional environment. Thus far, theoretical and empirical research in retail inter-
nationalisation aimed at increased understanding of the institutional environment
devoted less attention to field-level institutional pressures as interplay of firm
characteristics and strategic responses of international retailers has left some
gaps to be filled. It is also important to understand how the interplay of the insti-
tutional environment and organisational factors influence the uniqueness of in-
ternational retailers’ responses to pressures from the institutional environment in
an emerging market (Huang & Sternquist 2007).

In conclusion, the literature on international retailing requires a deeper under-
standing of how the foreign environment affects the internationalisation process
and which elements are most relevant for the performance of international retail-
ers. Retail scholars insist that more theoretical work is required especially on
post-internationalisation aspects such as success (Alexander & Myers 2000;
Bianchi & Arnold 2004). In addition, Dacin, Oliver & Roy (2007: 182) called for
further research to examine more extensively the factors that contribute to firm
performance in the context of multiple and potentially conflicting demands from
customers, suppliers, parent companies, local community, host governments in-
vestors, corporate insiders, and public interest groups. International retailers are
embedded in both their own internal institutional environment consisting of struc-
tures, standards, and practices established in the past (Meyer & Rowan 1977), and
in an external institutional environment consisting of other organizations such as
suppliers, customers, competitors, and regulators (Coe & Wrigley 2007). In addi-
tional, international retailers interact with and are influenced by different ele-
ments in the institutional environment which can offer contesting sources for le-
gitimization. Thus, international retailers must not only meet technical, or task,
constraints, but must also respond to a variety of intuitional pressures and de-
mands embodied in regulations, norms, laws, and social expectations (Meyer &
Rowan 1977). It is therefore a crucial issue for the international retailer how to
respond to the challenges from the institutional environment in a host country
(Cao & Pederzoli 2013).

In order to address the identified conceptual, theoretical and empirical gap, three
theoretical frameworks are considered: Scott (1995, 2001) three pillars of institu-
tions- regulatory, normative, and cognitive; Vida and Fairhurst’s (1998) frame-
work of organisational characteristics and Oliver’s (1991) five typology of strate-
gic responses to institutional processes. This study is of the view that firms’ char-
acteristics influence the ability of international retailers to respond to institutional
pressures, as well as gain legitimacy from target constituents in a new host envi-
ronment (e.g. Dacin, Oliver & Roy 2007). In addition, this study supports the
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view that decision-makers’ (managers) characteristics will affect how internation-
al retailers perceive pressures from the institutional environment, and how they
decide to respond to them (Evans et al. 2000).

1.3 The purpose, research question, and objective of
the study

The purpose of this dissertation is to analyse retailers’ strategic responses to pres-
sures from the institutional environment in an emerging market in post-entry. This
leads to the research questions of the study which are:

1. What are the strategic choices for the multinational retailer to respond
to regulatory, normative, and cognitive pressures from institutional envi-
ronment in an emerging market?

2. How and why do firms’ characteristics and decision-makers’ character-
istics influence retailers’ strategic responses to institutional pressures
and performance?

3. What are the factors in the context of international retailing that influ-
ence the strategic response choices and performance of multinational re-
tailers in Russia’s market?

The purpose of the present study as stated above can be further broken down to
the following theoretical and empirical objectives. The first objective is to explain
the factors in the institutional environment that constraints the operations of sub-
sidiaries of Finnish multinational retailers in Russia’s market. The second objec-
tive is to explain the strategies international retailers pursue in response to institu-
tional pressures in Russia’s market. These two objectives are to be achieved by
explaining the appropriateness of the conceptual model for the empirical study
based on previous literature and identifying causal mechanisms and emerging
themes.

The third objective is to examine how and why the factors identified influence
post-entry expansion process and performance of subsidiaries of Finnish multina-
tional retailers in Russia. This objective is to be achieved by data analysis and
demonstrated in the results. The fourth objective is to draw cross-case conclusions
to develop a suitable model to explain the factors that influence the expansion
process and performance of international retailers. This is expected to provide a
better understanding of the expansion process at the post-entry stage of retail in-
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ternationalisation. This objective will be achieved by analysing and presenting the
results of the study.

1.4  The international retailer as an object of study

This study uses subsidiaries of Finnish retailers operating in Russia as an empiri-
cal case of an organizational field. The selection of the concrete cases to be exam-
ined was guided both by the theoretical approach and empirical preferences. In
theoretical terms, multinational retailers have characteristics which make them an
interesting object for investigation. First, in structural terms, multinational retail-
ers must have physical presence in foreign countries, in other words, they have to
invest in store network and distribution and logistics infrastructure, with all the
associated vulnerabilities that it brings (Wrigley & Currah 2006). Second, there is
a considerable transfer of management expertise between different domestic retail
systems, through international searches for new ideas and technologies (Alexan-
der 1997). Potentially, a wide range of types of expertise may be transferred, in-
cluding store formats, design concepts (e.g., displays and internal layouts), man-
agement tools (e.g., productivity measures), retail technologies (e.g., electronic
point-of-sale (EPOS) systems), and customer service initiatives (e.g., frequent-
shopper programmes).

Third, multinational retailers have direct contact with customers in the host coun-
tries, which make international retailing highly culture specific (Vida, Reardon &
Fairhurst 2000). As Wrigley and Currah (2006) noted, consumption is clearly a
socio-cultural process as much as it is an economic interaction; retailers need to
be responsive to local variations (both national and intra-national) in cultural
tastes, norms and preferences, which all add to the complex nature of internation-
al retailing. From the viewpoint of international business research in emerging
economies, the reason for selecting the retail sector as the object of investigation
are many. Fist, the rapid increase in international retail expansion into emerging
economies illustrates the potential growth in this sector. Nevertheless, researches
applying institutional theory to examine how international retailers respond to the
institutional environment in post-market entry in Russia have received scant at-
tention. Second, institutional theory has been suggested by many researchers (e.g.
Huang & Sternquist 2007) as an appropriate theory for examining international
retail expansion in emerging economies. Finally, research on how multinational
retailers from developed market economies respond strategically to institutional
environment in post-market entry in emerging economies have received little at-
tention.
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1.5 Theoretical positioning of the study

For this study which focuses on the influence of the institutional environment on
the strategic response choices for the international retailers to respond to pres-
sures from the institutional environment in post-entry stage in Russia, three main
frameworks are selected to help set up the theoretical positioning of the study. It
must be recognised that retail internationalisation is geographically tied, thus mul-
tinational retailers have direct contact with customers in the host countries, which
makes international retailing highly culture specific (e.g. O’Grady & Lane 1997;
Vida, Reardon & Fairhurst 2000). Consumption is clearly a socio-cultural process
as much as it is an economic interaction; retailers need to be responsive to local
variations (both national and intra-national) in cultural tastes, norms and prefer-
ences, which all add to the complex nature of international retailing (Wrigley &
Currah 2006). There have been recent studies that considered the integration of
retail internationalisation studies and developed conceptual frameworks for un-
derstanding the retail internationalisation process, as well as drawing on the wider
literature focusing on internationalisation (e.g. Alexander & Meyers 2000; Evans
et al. 2000; Sternquist 1997; Vida & Fairhurst 1998).

In order to achieve the research aim and objective and answer the research ques-
tion of the study, certain important theoretical frameworks have been selected to
provide main background. The selection process has been guided by the following
rationale. First, in order to extend research, newer theories are normally based
upon previous ones. The elements addressed in earlier frameworks are normally
connected to the later frameworks. For instance, Sternquist (1997) designed a
Strategic International Retail Expansion (SIRE) model, which is mainly based on
Dunning’s (1981, 1988) eclectic paradigm, focusing on ownership, location, and
internalization factors that influence strategies of retailers’ international expan-
sion. The factors addressed in the SIRE framework were also adopted by Alexan-
der and Myers (2000) in their framework, which emphasizes how retail firms’
location decision, entry mode, and expansion strategies influence the internation-
alisation process. Siebers (2011) also integrate the framework by Alexander and
Myers (2000), Evans et al. (2000), and Vida and Fairhurst (1998) to examine the
retail internationalisation process of foreign retailers in China. Similarly, some
researchers have begun to integrate the theories of institutional and organisational
dynamics to explain how differences can persist among organisations that face
similar institutional pressures. For instance, Oliver (1991) combines institutional
and resource dependence perspective to predict how organisations will strategi-
cally respond to various institutional pressures, and Greenwood and Hinings
(1996) integrate institutional and internal organisational dynamics to explain radi-
cal change. Thornton and Occasio (1999) explain how power and politics within
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organisations is contingent on higher order institutional logic. Second, several
researchers have shown empirically that organisations’ responses to institutional
pressures are affected by organisational characteristics-including ownership struc-
ture (Gooddrick & Salancik 1996), trust and identity (Kostova & Roth 2002), as
well as board of director interconnections and geographical proximity to a peer
organisations (Davis & Greve 1997). This study will explore strategic responses
choices for the international retailers to respond to regulatory, normative, and
cognitive pressures from the institutional environment in an emerging market in
post-entry. Thus, its theoretical approach and implication can further contribute to
the knowledge of international retailing and international business. This is due to
the fact that the expansion process of international firms can directly influence
their performance, success, or failure. The study can also raise further questions
about the external institutional environment and internal firm characteristics.
Therefore, this study will integrate institutional theory, retail internationalisation
process literature, and strategic legitimacy literature as the main theoretical back-
ground. In this study, three frameworks are considered: Scott (1995, 2001) three
pillars of institutions- regulatory, normative, and cognitive; Vida and Fairhurst’s
(1998) framework, and Oliver’s (1991) framework (see Figure 1). The reasons for
choosing these three frameworks are:

1. They introduce theoretical and conceptual synthesis for a better understand-
ing of retail internationalisation performance, and explain the pressures ex-
erted by the institutional environment of a host country in the context of re-
tailing, and how organisational characteristics of a firm can influence how it
perceives institutional pressures and respond to them. This can provide a
good basis for this study to clarify whether interest and agency play a role in
how international retailers respond to institutional pressures in post-entry
stage in Russia’s market.

2. The integration of the three frameworks also complements the limitations of
each other. For instance, Oliver’s (1991) and Vida and Fairhurst’s (1998)
framework addressed the limitations of Scott’s (1995, 2001) framework
which does not account for the role of interest and agency, and internal or-
ganisational characteristics as influencing how organisations respond to insti-
tutional pressures in the retail internationalisation process. Likewise, the
framework by Scott (1995, 2001) complements the limitations of Vida and
Fairhurst’s framework, which although, acknowledges the external environ-
ment as facilitating or inhibiting the retail internationalisation process, but
fall short of identifying forces in the external institutional environment which
may exert pressures on the operation of international retailers, and the effect
the external environment on performance in post-entry stage. The institution-
al perspective suggests a country’s institutional environment is made up of a
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set of three dimensions: regulatory, cognitive and normative (Scott 1995,
2001). These three dimensions vary by country and have influence on the de-
cisions managers make because they affect the way business is conducted in
a particular country.

3. This study will therefore be able to construct a holistic model to answer the
research question and provide both theoretical and practical implications. The
three frameworks are explained, analysed and integrated at the end of the lit-
erature review.

Otrganisational Factors
Vida & Fairhurst (1998)

Firm Characteristics
= Decision Makers
Characteristics

Institutional Strategic Resp onses to

Environment INTERGRATED Infﬁtuﬁo nal l.’mcemes
Scott (1995, 2001): THEORETICAL Oliver (1991):
ERAME WK Acguiescence

Regulatory pillar FOR THE STUDY '
= Normative Pillar iszﬁr;tzlése

= Cognitive pillar Defiance

Manipulation

Figure 1. Theoretical positioning of the study

1.6  Key concepts of the study

The study applied a number of key concepts of the literature on international re-
tailing and institutional theory, the most significant which are the following.

Retailer in this study refers to multiple-product retailers, whose formats include
supermarket, hypermarket, membership stores, department store, and cash and
carry warehouse retail store. These formats represent the main foreign retail for-
mat in Russia.

Internationalisation of retailing is defined by Alexander (1997: 37) as: “the trans-
fer of retail management technology or the establishment of international trading
relationships that bring to a retail organisation a level of international integration
that establishes the retailer within the international environment in such a way as
to transcend regulatory, economic, cultural, social, and retail structural bounda-
ries”. This definition identifies two types of internationalisation: the transfer of
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retail knowledge (e.g. franchising), and the establishment of retail operations in
another country, (e.g. foreign direct investment). In both cases, retailers must
transcend and confront international boundaries.

Post-entry refers to the next stage after a retailer has completed its pre-entry stag-
es in a foreign market, and starts to expand in the host market. These stages can
be identified by the characteristics or activities carried out by international retail-
ers (Dawson & Mukoyama 2006).

Institutional environment of an organisation in this dissertation is defined as the
set of regulatory, normative, and cognitive institutions operating in the national
environment of that organisation. Institutional environment consists of three main
types of institutions (Scott 1995, 2001 used the term ‘pillars’) - regulatory, nor-
mative, and cognitive. The institutional environment of an organisation comprise
of relatively unstable and well established rules, cognitive structures, and norm
that operate in the organisation’s environment. The institutional environment of
transition economies such as Russia can be considered as unstable as the laws,
rules and regulations often change (Roberts 2005).

Organisational field here refers to the industry-level. This study views the host
institutional environment at the industry context level constitutes the organiza-
tional field. The industry context consists of the individual actors and organiza-
tions such as consumers, suppliers, unions, employees competitors, regulatory
agencies, and professional associations etc. that interacts with each other and with
whom the international retailer interlocks through complex web of direct and in-
direct relationships. Empirically, this study also explores who are the relevant
constituents or social actors in the field of retailing in the host market (Russia)
and the pressures they exert on Finnish multinational retailers.

Institutional norms of retailing here in this study is defines as regulative, norma-
tive, and cognitive institutions in a host country that retailers are subject to when
they operate within a retail environment (Huang and Sternquist 2007). In order
words, institutional norms of retailing refer to the marketing and management
practices and business structures of retailers in a host country, and how these
practices and structures are accepted and supported by relevant social actors with-
in a field of retailing.

Strategic responses refer to operational strategies of Finnish multinational retail-
ers in response to regulatory, normative, and cognitive pressures from the institu-
tional environment of Russia. Accordingly, the business practices of Finnish mul-
tinational retailers are examined in respect to their functional strategies towards
social actors in the organisational field such as consumer, suppliers, and employ-
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ees as important resource for retail operations. The structure of multinational re-
tailers is examined on both strategic and operational levels. Strategic-level is em-
pirically investigated by studying the ownership mode dimensions as to whether
the unit in the host market is wholly owned subsidiary (WOS), or joint venture
(JV). Operational level is empirically investigated by studying the retail store
structures or formats and marketing and management practices that are transferred
by Finnish multinational retailers into Russia’s market.

Organisational legitimacy has been defined as the acceptance of the organization
by its environment (Dowling and Pfeffer 1975; Meyer and Rowan 1976). Such-
man (1995:574) formally defined legitimacy as “a generalized perception or as-
sumption that the actions of an entity are desirable, proper, or appropriate within
some socially constructed system of norms, values, beliefs, and definitions”. Bor-
rowing from general definitions of organisational legitimacy (Suchman 1995),
retailer legitimacy in this study is defined as the general perception that a retail-
ers’ practices and structures is deemed desirable, proper, or appropriate for a so-
cial actor to accept or patronize. Retailers’ legitimacy is investigated by obtaining
interviewees perception about the acceptance of the firm’s marketing and man-
agement practices and retail store structure or format by relevant social actors.

1.7  The structure of the study

After the introductory chapter, the rest of the dissertation is organised as follows:
Chapter 2 reviews the literature on retail internationalization and discusses previ-
ous theoretical models of retail internalisation and the influence of the foreign
environment on retail adaptation. Chapter 3 reviews the literature on new institu-
tional theory and discusses the core concepts of new institutional theory, legitima-
tion strategies and the relevant social actors in a host institutional environment,
and presents a conceptual framework for analysing the effect of institutional envi-
ronment on retailers’ strategic response choices to institutional pressures and per-
formance. Chapter 4 presents the research strategy used to answer the research
question. This chapter describes the choice of the research methods and then pre-
sents the methodology of the qualitative case study. Chapter 5 presents empirical
analysis of the institutional environment of Russia and background of the case
firms. Chapter 6 presents the results of the study. This chapter presents the results
of the analysis and interpretation of the interview data. Finally, Chapter 7 pro-
vides discussions and conclusions and theoretical and managerial implications,
along with limitations of the study, and suggestions for future research.
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2 LITERATURE REVIEW — RETAIL
INTERNATIONLISATION

The main purpose of this chapter is to explore the relevant literature on different
aspects of retail internationalization in order to gain a better understanding of po-
tential success for international retail expansion. Although, the main theoretical
framework for this study is grounded in new institutional theory, it is necessary to
review the literature on retail internationalization as a backdrop of the study.
Thus, the first part of this chapter reviews the literature on retail internationaliza-
tion and highlights the main theoretical frameworks developed to explain this
phenomenon. Next, the chapter discusses internal competences of the firm that
need to be considered in the retail internationalisation process.

2.1 Internationalisation of retailing

International expansion has been an important aspect of many large retailers’
growth strategy (Dawson 2001). Alexander (1997:37) defines internationalisation
of retailing as: “the transfer of retail management technology or the establish-
ment of international trading relationships that bring to a retail organisation a
level of international integration that establishes the retailer within the interna-
tional environment in such a way as to transcend regulatory, economic, cultural,
social, and retail structural boundaries”. This definition identifies two types of
internationalisation: the transfer of retail knowledge (e.g. franchising), and the
establishment of retail operations in another country (e.g. foreign direct invest-
ment). In both cases, retailers must transcend and confront international bounda-
ries.

Generally, retailers have started their internationalisation process later than manu-
facturing firms; and prior to the 1980s, retailing was basically a localized, domes-
tic industry and thus retail operations were long considered poor candidates for
international expansion (Tatoglu, Demirberg & Kaplan 2003). A review of the
literature revealed that retailers have been internationalising for more than a cen-
tury (Godley & Fletcher 2000). History on internationalisation of retailing indi-
cates that U.S. retailers were among the first to establish international retail opera-
tions (Hollander 1970). For example, according to Alexander (1997), Woolworth
expanded to Canada in 1897, to the U.K. by the end of 1909, and to Germany by
the end of 1926. Sears Roebuck also expanded to countries such as Cuba in 1942,
and Mexico in 1947 (Alexander 1997). In addition, U.S. retailers had an im-
portant impact on the diffusion of retail formats such as self-service concepts on
European and Japanese retailing during the first half of the century (Kacker
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1988). However, during the 1970’s, European retailers have developed enough to
expand to other markets such as the U.S., the Pacific Rim and recently Latin
America (Samiee (1995). For example, both Carrefour of France, and Inditex S.A.
of Spain now have operations in many Latin American countries such as: Argen-
tina, Brazil, Colombia, Dominican Rep., El Salvador, Guatemala, Panama Uru-
guay, and Venezuela (Deloitte 2009). The last two decades saw an increase in
retail foreign direct investment into a range of emerging markets across East Asia,
Central and Eastern Europe and Latin America led by a small group of food and
general merchandise retailers from Western Europe, and to a lesser extent, North
America (Coe & Wrigley 2007; Coe & Lee 2006; Dawson 1994, 2001; Deloitte
2009). Indeed, the larger the company, the more likely it is to operate beyond its
domestic borders and to generate a higher percentage of its sales from foreign
operations. According to Deloitte (2009), considering the level of globalization by
broad geographic region, European and Africa/Middle East retailers dominate in
terms of the degree to which they operate internationally.

The average Top 250 European retailer had a presence in 14.9 countries in 2010,
up from 11.1 countries in 2007, and over 40 percent of their total sales were from
foreign operation in 2010, up from 35.1 percent in 2009 (Deloitte 2012). For ex-
ample, 44% of the sales space of Tesco in 2006 is outside the UK, mostly in Cen-
tral Europe and East Asia (Dawson 2007). French and German retailers are the
most international in scope (Deloitte 2012). According to Deloitte (2009) report
on Global Powers of Retailing, the 13 French retailers on the Top 250 list operat-
ed in an average 18.9 countries in 2007 and generated 35.3% of their sales from
outside their domestic borders; and 21 German retailers did business in an aver-
age 13.8 countries and generated the highest share of sales from foreign opera-
tions, 41.8%. The estimated global retail sale for the Top 250 retailers in 2010
was US$ 3.94 trillion (Deloitte 2012). The latest stage of retailer internationalisa-
tion has been facilitated by the presence of the third major fundamental innova-
tion in retailing since the 1950s — namely, the convergence of information and
communication technologies that has provided tools and concepts enabling effec-
tive management of large networked retail firms (Dawson 2007).

Due to the increase retail internationalisation activities on a global scale, a wide
range of literature has emerged examining the international activities of European
and North American retailers (Dawson 2003). Among the topics researched in-
clude: international retail involvement (Vida et al. 2000), motives for retail inter-
national expansion (Alexander 1990, 1995; McKenzie & Merrilees 2008; Geilens
& Dekimpe 2007; Evans, Bridson, Byrom & Medway 2008; Reardon, Henson &
Berdegué¢ 2007; Treadgold & Davis 1988; Tatoglu et al. 2003; Wrigley 1989;
Williams 1992; Alexander & Myers 2000), entry mode strategies (Huang &
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Sternquist 2007; Larimo & Huuhka 2008), international expansion process (Elg et
al. 2008; Ghauri & Holstius 1996), retailers market orientation (Burt, Johansson
& Thelander 2011; Coe & Lee 2006; Rogers, Ghauri & George 2005), retail
knowledge transfer (Jonsson & Elg 2006; Jonsson & Kalling 2007; Kacker 1985)
retail store positioning (McGoldrick & Ho 1992), and the extent and direction of
international retail activity (Dawson 2001, 2003, 2007; Robinson & Clerke-Hill
1990; Treadgold 1991; Sternqusit 1997).

Other topics examined include supply network dynamics (Deligonul, Elg, Ca-
vusgil & Ghauri 2013; Coe & Hess 2005); host economy impacts (Coe & Wrigley
2007) individual company experiences (Clarke & Rimmer 1997; Bianchi &
Ostale 2006; Dawson 2001; Gandolfi & Strach 2009; Kim 2008; Palmer 2005;
Sparks 2000; Treadgold 1991; Wrigley 1997), regulatory regimes (Mutebi 2007),
international retail failure (Burt, Mellahi, Jackson & Sparks 2002; Burt, Dawson
& Sparks 2004; Burt, Dawson & Sparks 2003; Christopherson 2007), retail di-
vestment (Alexander & Quinn 2002; Palmer & Quinn 2007; Palmer 2004) retail
store patronage (Arnold, Handelman & Tigert 1996; Arnold, Kozinets & Handel-
man 2001; Heider & Moeller 2012; Pioch, Gerhard, Fernie & Arnold 2009),
structural paradox of retail NTCs (Aoyama 2007; Chuang, Donega, Ganon & Wei
2011), retailers’ strategic responses to institutional pressures (Cao & Pederzoli
2013) and retail performance (Bianchi & Arnold 2004; Chan, Finnnegan &
Sternquist 2011; Duran & Wrigley 2009; Evans, Treadgold & Mavondo 2000;
Evans, Mavondo & Bridson 2008). Some conceptual models regarding the inter-
nationalisation processes of franchise systems and market mode strategy (Doherty
1999) are also found in the literature. Although these studies have contributed
substantially to the understanding of factors leading to retail internationalization,
the significance of the institutional environment of the host country on interna-
tional retailing in post-entry still needs more exploration.

2.2 Previous theoretical models of retail
internationalisation

A number of theoretical frameworks were developed to assess the retail interna-
tionalisation process (e.g. Alexander & Myers 2000; Dawson 1994; Doherty
1999; Elg et al. 2008; Evans et al. 2000; McGoldrick & Blair 1995; Salmon &
Tordjman 1989; Sternquist 1997; Vida and Fairhurst 1998). These studies draw
from the broad streams of literature on international business, and have also inte-
grated specific aspects of retailing found in the literature. Generally, these studies
try to provide better understanding of the drivers of retail international expansion,
rather than the outcome of the process. For example, Salmon and Tordjman
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(1989) discuss retail internationalisation in terms of whether retailers use a global
versus multinational focus. Treadgold (1990) identifies three typical stages in the
retail internationalisation process: reluctance, caution, and ambition.

The first stream of literature on retail internationalisation perspective by Salmon
and Tordjman (1989) and Alexander (1990) which have been particularly useful
in examining motivational and strategic aspects of retail internationalization, in-
cludes, global versus multinational focus (Salmon & Tordjman 1989), push ver-
sus pull motivational factors and the reactive versus proactive stance of interna-
tional retailers (Alexander 1990; McGolddrick & Fryer 1993). Simpson and
Torpe (1995) developed a set of competitive advantages unique to the interna-
tional success of fashion/apparel retailers. In an earlier study, Treadgold (1988)
examined geographical expansion and strategies employed by the world’s major
cross-national retailers, and classify those into four groups according to their geo-
graphical presence and their entry and operating strategies: the cautious interna-
tionalist, the emboldened internationalists, the aggressive internationalists and the
world powers. Also focusing on the market selection factors is the framework by
Myers and Alexander (1997) and their continuum of retailer’s ethnocentric versus
geocentric positioning and the global versus local relevance of its concept.

The second stream of existing retail internationalization perspectives has been
developed within the broader context of multinational involvement. These per-
spectives range from the theory of internalization, outlining the prevailing per-
spective in economics (Buckley & Casson 1976), the eclectic paradigm (Dunning
1981, 1988), to the behavioural paradigm (Cavusgil 1984; Johanson & Vahlne
1977), and institutional theory (Huang & Sternquist 2007). The third group of
existing conceptual approaches to retail internationalization includes contribu-
tions with the goal of integrating a series of international theories within the
broader business literature, synthesizing and adapting them to the peculiarities of
the retailing industry in order to develop a holistic model capable of explaining
retail internationalization. While some authors such as Dawson (1994) draw at-
tention to the fact that organizational differences between manufacturing and re-
tailing firms may hinder the application of general international business para-
digms to retail internationalization, several other scholars have suggested integra-
tion and adaptation based on existing knowledge. To this end, some attempts have
recently been made to conceptualise the underlying process of retail international-
isation by integrating a number of international business theories and adapting
them to the retailing industry.

Sternquist (1997) developed a general model of Strategic International Retail Ex-
pansion (SIRE) integrating four interrelated theories: the eclectic paradigm, the
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stages and risk theories, and the dichotomy of global versus multinational ap-
proach to retail internationalisation. The author distinguished between two alter-
natives for international retail expansion, labelled multinational and global expan-
sion. Sternquist’s (1997) model predicts that international expansion strategy will
be characterised by gradual expansion and opening of stores (or licensing), start-
ing with countries that have the greatest location advantages, and are actually
similar. In her model, multinational retailers are predicted to adapt their retail
strategies to fit the country that they are entering and management will be mainly
decentralised. Global expansion strategy on the other hand will internationalise
through rapid expansion and opening of stores (or franchising) throughout the
world. Sternquist’s (1997) model is an important initial effort to conceptualise the
internationalisation process of retailers; however, it has some drawbacks. For ex-
ample, this model does not take into account the measures of performance, or
drivers for international success or failure for retailers. In addition, this model
does not consider mix forms of international expansion, such as multinational
expansion in some markets, and global expansion in others.

Similarly, based on existing international business theories, Vida and Fairhurst
(1998) proposed a dynamic model of factors influencing the retail internationali-
zation process and strategic decisions relevant to retail internationalisation. This
model contributes to the international retail literature in that it includes anteced-
ents, processes and outcomes of international involvement of retail firms. The
model also recognises the potential impact of the external environment on the
internationalisation process. In this model, the authors suggest that firm character-
istics and decision-maker characteristics are two internal driving forces behind the
internationalisation process of retailing which promote or hinder the initiation of
international retail activity. Firm characteristics refer to the retailer’s source of
competitive advantage, such as the uniqueness of products, merchandise assort-
ment, unique retail concept, or competitive pricing, along with the necessary re-
sources for international expansion. Decision-maker characteristics refer to the
experience, attitude, and leadership qualities of managers that take part in this
process.

In their model, Vida and Fairhurst (1998), recognise that even though the factors
that start the process of internationalisation are company-specific, they occur
within a domestic environment that supports such developments. In other words,
the model acknowledges that a retailer’s source of competitive advantage is de-
veloped in a specific domestic market which has facilitated its development.
Hence, retailers that internationalise into new markets will need to modify their
internal structures and systems to fit the new environment. Although the frame-
work addresses firms’ performance of international retail operations, it particular-
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ly focuses on firms’ entry mode and initial market selection and therefore does
not have the ability to explained how identified factors such as external and char-
acteristics of the firm and decision maker influence the expansion process of for-
eign retail firms at their post-entry stage. More specifically, their framework does
not explain how the external environment can promote or inhibit retail interna-
tionalisation, or how for example, management executives can deal with these
problems at post-entry in the foreign market.

This highlights the question of how the external environment influences the ex-
pansion process of foreign retailers. However, the model does recognise that
characteristics of the foreign country task environment, particularly due to differ-
ent socio-cultural, legal, political and economic factors that are key differences
between the domestic and international markets. This dynamic framework pro-
vides overall picture of international retailer’s internationalisation process and can
be used as basis for future research on expansion activities of retail operations in
international markets (Vida & Fairhurst 1998). This framework is therefore
adopted to analyse the factors that influence the expansion process of Finnish
multinational retailers in this dissertation. Vida and Fairhurst’s framework pro-
vides one important factor category that can be used as a theoretical background
to examine international retailers’ strategic response choices in the Russian mar-
ket. The factor category of internal competencies involves firms’ and decision-
makers’ characteristics.

More recently, Alexander and Myers (2000) also proposed a general framework
for addressing the internationalisation process of retailing which place emphases
on the role of environmental characteristics to a large extent. Parallel to Vida and
Fairhurst’s (1998) work, the model by Alexander and Myers (2000) implied that
the source of competitive advantage exploited by a retailer in the domestic market
is related to the firm’s internal capabilities (e.g. management and organisational
capabilities). This model also recognises that the source of advantage exploited by
a retailer is developed within a set of domestic environmental factors, and when
transferring this source of advantage to a different market, conditions may not be
the same and the retailer will experience the influence of the host environment
pressures. Faced with this situation, the retailer therefore will decide to readjust
its source of competitive advantage to match with the new market conditions, or
not to respond to these pressures. The framework by Alexander and Myers
(2000), therefore suggests that internationalising retailers may choose to respond
or not to pressures and identifies the role of the environment as being similar or
different from the domestic market.
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This model asserted that the internationalisation process will be affected by two
forces: the company’s willingness to respond to environmental pressures (ethno-
centrism versus geocentrism), and the characteristics of the market (similar dif-
ferent from home market). Thus, the authors suggest that retail firms will achieve
different degrees of internationalisation based on these two dimensions, and the
most internationalised retailers will be the ones that reach more distant markets
and respond systematically to environmental pressures. Parallel to Vida and Fair-
hurst’s (1998), this model does not account for hybrid method of internationalisa-
tion, such as adapting to pressures in some countries, but not in others. In order
words, even though Alexander and Myers’s (2000) framework is richer dimen-
sionally as compared to Sternquist’s (1997) model, the Alexander and Myers
(2000) model still does not connect placement on the dimensions that may lead to
retailers legitimacy and performance.

Evans et al. (2000) also proposed framework for addressing the retail internation-
alisation process which emphases the role of psychic distance. Psychic distance is
defined as ‘the distance between the home market and a foreign market resulting
from the perception and understanding of cultural and business difference’ (Evans
et al. 2000: 377). These differences include legal restrictions, language differ-
ences, market structure, and business practices. The framework by Evans et al.
(2000) tended to present a holistic framework based on international retailing and
international business literature, stressing that perception and understanding of
psychic distance influences international retail operations and results in variations
in their performance. They argue that firms’ organisational and managerial char-
acteristics together with the psychic distance concept provide a holistic frame-
work for further research to explain retailers’ different operational performance in
foreign markets.

The framework of Evans et al. (2000) shows that organisational and managerial
characteristics influence psychic distance, so that firms pursue different decision-
making processes and entry strategies, which dictate the nature of the retail offer
and further organisational performance. The framework asserted that when firms
enter an international market, their understanding of psychic distance between
home and host countries will influence the nature of their future performance. The
degree of influence depends largely on what firms have learned from the interna-
tional market (Evans et al. 2000). Although the framework addresses firms’ per-
formance of international retail operations, it particularly focuses on firms’ entry
strategy and adaptation versus standardisation of the retail offer (marketing-mix
strategy). More specifically, this framework does not account for variations in the
organisational field and the role of social actors in legitimating the retail offer,
and the effect on performance.
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2.3  Internal organisational competencies and
international retailing

Not only macro-elements but also micro-factors at the organizational level are
critical for firm internationalisation. For instance changes in the organizational
structure and resource commitment may be required when transferring retail for-
mats and management practices across national boundaries to ensure management
structures gain stable international growth (Whitehead 1992). Lack of knowledge
and resources are the major hindrance to internationalisation (Johanson & Wie-
dersheim-Paul 1975). Thus, firms’ internal competencies need to be taken into
account in the post-entry expansion process of international retailers in the for-
eign market.

2.3.1 Firms’ characteristics

The dynamic retail internationalisation process model proposed by Vida and Fair-
hurst (1998) depicts the interplay of firm’s and decision maker’s characteristics,
along with the external environment, serves as facilitators or inhibitors for
whether a firm will initiate international retailing activities, maintain a constant
level, increase or decrease its level of international involvement, discontinue its
international retail involvement. While Vida and Fairhurst (1998) model
acknowledged the influence of external environmental factors, the focal attention
is given to the critical impact of the decision maker’s characteristics and firm
characteristics. Firm characteristics refer to the retailer’s source of competitive
advantage, such as the uniqueness of products, merchandise assortment, unique
retail concept, or competitive pricing, and size along with the necessary resources
for the retail internationalisation process. Decision-maker characteristics refer to
the experience, attitude, and leadership qualities of managers that take part in this
process.

Vida and Fairhurst (1998) suggested two characteristics internal to the firm play
an important role in retail internationalisation process: resource commitment and
differential advantage. The importance of firm’s resource availability in interna-
tional expansion has been emphasised in previous marketing studies (Cavusgil &
Zou 1994; Johanson & Vahle 1977; Reid 1981) and in international retail expan-
sion (Evans et al. 2000; Vida & Fairhurst 1998). In her framework, Vida & Fair-
hurst (1998:146), refer to resource commitment factors as “the firm’s financial
and human resources available for assignment to international expansion by the
corporate level of the organisation. It is implied that in the early stages of retail
firm expansion into foreign markets, the firm or its top management may be less
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willing and /or in a position to commit significant resources to its international
operations (Vida & Fairhurst 1998:146). The ultimate outcome of each stage will
have an effect on this dimension as the amount of resources committed will tend
to increase if the first international attempt offers positive results.

Retailers that internationalise rely on key operating factors to enhance their per-
formance and competitiveness in foreign markets. In retailing, the factors that
draw a customer to buy from one retailer rather than another are defined as the
retailer’s diffential advantage. Hollander (1970) maintained that the retailer that
engages in international expansion has to exploit its differential advantages in
search of customers and profits. A firm’s distinctive competence is comprised of
the elements of its retailing operations mix which are important for success. The-
se distinctive strengths augment the retailer’s offering and lay foundation for its
competitive advantage. Vida and Fairhurst (1998:146) refer to differential firm
advantage as “the uniqueness of a firm’s product/services to be introduced in in-
ternational markets” has been regarded as “attention evokers” for the firm (Ca-
vusgil 1982; Wiedersheim-Paul, Olson & Welch 1978).

Numerous researchers have noted that an increase in a firms’ international in-
volvement will improve the performance of their foreign operations (Cavusgil
1980; Cavusgil & Zou 1994; Johanson & Wiedersheim-Paul 1975; Evans et al.
2008; Siebers 2011). In the framework of Evans et al. (2000), the emphasis is on
firm characteristics and their international experience, which are positively linked
to international performance. These connections are interesting and potentially
important, but need to be supported by empirical research in the Russian retail
market. Considering the above, this study will investigate the following factors
under the category of firm’s characteristics: resource commitment and differen-
tial advantages. In this study, resource commitment refers to a firm’s financial
and human resources capacity for international expansion, and the level of re-
sources committed to international expansion (Vida & Fairhurst 1998). Differen-
tial advantage in this study refers to the uniqueness of a firm’s products or ser-
vices introduced in the foreign market (Cavusgil 1982), such as unique retail con-
cepts, close relationship with channel members, competitive pricing (Williams
199), and new formats (Katzen 1993).

2.3.2 Decision-makers’ characteristics

In the international marketing literature, the behavioural approach to the interna-
tionalisation process has been gaining research interest since the late 1990’s to
examine the influence of firms’ characteristics and manager’s attitude to foreign
markets and marketing systems, where managers’ attitudes are seen as an im-
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portant measure (Wind et al. 1973). The foreign investment decision-making pro-
cess is a complex social process, which involves intricate structures of attitude,
opinion, and relationships inside and outside the firm and the way all these factors
are changing (Siebers 2011). The foreign investment decision-making process
contains various elements of individual and organizational behavior which are
influenced by experiences of the past, and perceptions of the present, and future
(e.g. Johanson & Vahlne 1990). In many studies, the decision-makers’ character-
istics have been seen as having important influence on international company
behaviour and strategy (Hollander 1970; Siebers 2011; Treadgold 1990; Vida &
Fairhurst 1998; Vida et al. 2000; William 1991). This also relates to international
retailing where managerial knowledge, experience, and attitudes have to be con-
sidered important (Hutchinson, Quinn & Alexander 2006a). Alexander and My-
er’s (2000) include leadership in addition to perceptions, attitudes, and experience
as elements in firms’ internal competencies, which influence the retail interna-
tionalisation process. Evans et al. (2000) argue that manager’s direct work experi-
ence gained in the foreign market is likely to result in a more accurate perception
of psychic distance resulting in better performance of the firm in that market.

According to Leonidou et al. (1998), there are two sets of managerial factors that
are important: objective factors such as the educational background, experience,
and foreign country exposure of the decision-makers; and subjective factors such
as the perceptions, attitudes, and behaviour of the decision-makers. In applying
the Nordic model, which explains how behaviours and attitudes change a firm’s
experiences during its internationalisation process, Vida and Fairhurst’s (1998)
framework identified three elements of decision-makers’ characteristics which are
influenced by the external environment: percentions and attitudes, experience and
knowledge. Experiential knowledge is a key determinant of retailer’s international
involvement is emphasised in the dynamic internationalisation model by Vida and
Fairhurst (1998). Experiential knowledge represents accumulated hands-on skills
or experience that allows managers to operate effectively and efficiently (Von
Hippel 1988; cited in Chan et al. 2011). It is suggested that retailers keenly learn
from their previous foreign market expansion mistakes to improve performance in
the subsequent entries (Palmer & Quinn 2005).

International experience refers to the experience of a retailer gained by operating
in foreign markets (Treadgold 1991; O’Grady & Lane 1996; Evans et al. 2000).
For example, Johanson and Vahlne (1990) found that an experience decision-
maker can perceive future transaction costs differently from an inexperienced
one, and the later might be influenced by their lack of knowledge about the for-
eign market and also by their lack of established relationships with key parties,
especially customers in the foreign market. In order to examine how decision-
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makers’ characteristics influence retailers’ strategic responses to institutional
pressures and performance in Russia’s market, this study focuses on two elements:
perceptions and attitudes, and work experience.

Perception and attitudes refer to decision—makers’ perception of the favourability
of the international market together with their attitudes towards risks, complexity,
and potential returns from further retail internationalisation (Vida & Fairhurst
1998). Work experience refers to the decision-makers’ previous and current in-
volvement in international business and retailing, their exposure to international
affairs (Leonidou et al. 1998; Vida & Fairhurst 1998), and their direct experience
in the host market (O’Grady & Lane 1996). The decision-making characteristic
can also build the legitimacy of an international retailer. For example, members of
board of directors are there to increase the retailers’ legitimacy; each new promi-
nent member increases legitimacy of the firm.

In addition, international retailers can build higher level of legitimacy by hiring
well-qualified executives and top managers with experience, education, and/other
credentials to access capital (Deeds et al. 1997; cited in Zimmerman & Zeitz
2002; Zimmerman & Deeds 1997). The education, experience, and credentials of
top managers indicate the potential for success of the firm (e.g. Chaganti et al.
1995; Certo & Hodge 2007). The stock market also often reacts positively or neg-
atively to the appointment of a new board member or chief executive officer
(CEO) to the firm. This study supports the view that retail firms’ characteristics
and decision-makers’ (managers) characteristics will affect how international re-
tailers perceive institutional pressures, and how they decide to respond. In other
words, decision-makers in organisations pay attention to different aspects of the
firm’s external and internal environments, depending on the cognitive frame
through which they see the world (Hoffman 2001). Cognitive frames are mental
representations decision-makers use to interpret and make sense of their work
(Delmas & Toffel 2004).

Firm’s characteristics also influence the ability to respond to institutional pres-
sures, as well as gain legitimacy from target constituents in a new host environ-
ment. Dacin, Oliver and Roy (2007) pointed out that the type of legitimacy re-
quired by a firm and in turn, the specific target constituents to which a firm must
appear legitimate will be driven by the firm’s objective in a particular context, the
characteristics of that environment, and the firm’s characteristics. Firm character-
istics such as (size) visibility and social impact of a firm’s activity or output, and
a firm’s image of social responsibility, will also determine need for legitimacy
(Dacin et al. 2007). Furthermore, Dacin et al. (2007) suggest that the need for
market legitimacy is great when a firm lacks the characteristics that contribute to
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the target’s market legitimacy perceptions of the firm, such as experience, a posi-
tive reputation, success, or government approval in the market.

2.4  Summary

This chapter reviewed theoretical frameworks on retail internationalisation and
identified the limitations of the theoretical models. In previous conceptual and
empirical work on retail internationalisation, scholars offer a number RI frame-
works and classifications, which vary in the depth of analysis, their applicability
and empirical thoroughness. A review of the literature indicates existing theoreti-
cal conceptualisations of retail internationalisation by authors can be based on
three classifications. Authors develop a retail-specific classification based on ob-
servations of idiosyncratic behaviour of existing international retailers and
knowledge of industry. Authors also draw on theories in the domain of interna-
tional business, management and marketing to conceptualise retail internationali-
sation. Furthermore authors choose to integrate and apply a series of established
international business paradigms to conceptualise retail internationalisation. Alt-
hough the contribution of these frameworks to the retailing literature is notable,
most of this work addresses the drivers and mechanisms of the internationalisa-
tion process. There is still a need to develop a richer framework for understanding
the retail internationalisation process and outcomes, such as post-entry aspects,
strategic response choices, and performance of international retailers. Prior con-
ceptual frameworks thus fall short of providing a deeper understanding on post-
internationalisation issues such as how retailers respond to institutional pressures
or how to succeed when operating in foreign countries.

In line with these thoughts, retail scholars suggest that more theoretical work is
needed because the internationalisation process is still not well understood. For
example, Dawson (1994) pointed out the need to do away with the notion that
retail internationalisation is just about retailers opening stores overseas. Drawing
on Dawson (1994), Sparks (1995) argued that retail internationalisation is a long
term process which includes many different dimensions, and thus should be stud-
ied as such. Likewise, Alexander and Myers (2000) pointed out that “while spe-
cific research work has established an understanding of what has happened and
the pressures and tensions that have influenced international activity, a suitably
developed conceptual framework has not been achieved. This study integrate the
literature on retail internationalisation (Vida & Fairhurst 1998), and institutional
theory (Scott 1995, 2001), and Oliver’s (1991) framework on strategic responses
to institutional processes to provide alternative framework for analysing the re-
search question of the study.



Acta Wasaensia 29

3 LITERATURE REVIEW — INSTITUTIONAL
THEORY

Of special interest within this dissertation is the effect of the foreign institutional
environmental on retail internationalisation. The second part of the literature re-
view for this study introduces institutional theory as a framework to address the
international retail expansion process. Within this framework, the main focus is
on describing the elements of the institutional environment (i.e. regulatory, nor-
mative, cognitive, institutional field, institutional norms, social actors) and how
they affect retail internationalisation outcomes such as store legitimacy (e.g. con-
sumer, employee, and supplier support) and firm performance. First, the chapter
discusses institutional theory, the institutional environment and organisational
field and social actors. Next, this chapter discusses institutional norms for interna-
tional retailers and institutional pressure along the dimensions of regulatory, nor-
mative, and cognitive institutions in the context of international retailing. Next,
the chapter discusses strategic responses to institutional processes and legitimacy
and performance in relation to international retailing. The chapter then ends with
a discussion of the business strategies of international retailers to be investigated
in Russia’s market and a presentation of the conceptual framework developed
from the literature review for the empirical study.

3.1 Institutional theory

Institutional theory examines the role of social influence and pressures for social
conformity in shaping organizational actions. The fundamental principle of insti-
tutional theory is that the institutional environment is composed of institutions
and social actors that will provide normative pressure for the structures and prac-
tices of social actors (DiMaggio & Powell 1983; Scott & Meyer 1983). An organ-
isation must conform to these pressures in order to gain ‘social acceptability and
credibility’ (Scott 2001: 58), and legitimacy (DiMaggio & Powell 1983; Scott
2001). Within this environment, organizational forms and practices are not shaped
purely by technical rationality, but organizations adopt patterns that are externally
defined as appropriate. Thus, there is a social interdependence of organizations
and their environment.

Under this theoretical framework the overall goal of the firm is survival, and
therefore, organizations conform to institutional norms, not necessarily for rea-
sons of efficiency, but rather to increase their legitimacy and survival capabilities
(DiMaggio & Powell 1983, Meyer & Rowan 1977). Thus, the social pressures are
viewed to be equally important or even in some occasions than market competi-



30  Acta Wasaensia

tive pressures in providing criteria for organizational survival (DiMaggio & Pow-
ell 1983). A widely recognized definition of institution is proposed by Scott
(1995, p. 33): “institutions consist of cognitive, normative, and regulative struc-
tures and activities that provide stability and meaning to social behaviour. Institu-
tions are transported by various carriers — cultures, structures, and routines — and
they operate at multiple levels of jurisdiction”.

For an organisation to survive, institutional theory emphasises the need to main-
tain a good relationship with the relevant social actors who participate in the or-
ganisation’s environment, ‘who are not just competing firms, suppliers, employ-
ee, families and environmental protection or consumer activists’ (Bianchi & Ar-
nold 2004:152). Identifying the above social actors of an institution and gaining
their support will therefore place the organisation in a better position on the road
to success in a foreign country, and increasing the firms’ likelihood of survival by
successfully conforming to the country institutional elements (DiMaggio & Pow-
ell 1983).

In summary, the institutional theory suggests that organisations that conform to
relevant institutional norms within a market are more likely to be legitimated
among social actors such as customers, employees, competitors, trade associa-
tions and governments in order to receive support (DiMaggio & Powell 1983;
Meyer & Rowan 1977). The overall goal of the firm then under this theoretical
framework is survival, and therefore organisations conform to institutional norms,
not necessarily for reasons of being efficient, but rather for the convenience of
maintaining their legitimacy and survival capabilities (DiMaggio & Powell 1983;
Meyer & Rowan 1977). Although very little attention has been paid to examining
the role of institutions in internationalization process of firms, the importance of
the institutional theory has already been considered in various disciplines, such as
economics (North 1990), sociology (Zucker 1987), organizational behaviour
(DiMaggio & Powell 1983; Meyer & Rowan 1977), international business
(Arsland 2011; K.D. Brothers et al. 2002; Lu 2002; Westney 1993; Yiu & Makino
2002), and recently in international retailing (e.g. Arnold et al., 2001; Bianchi &
Arnold 2004; Handelman & Arnold 1999; Cao & Pederzoli 2013; Deligonul et al.
2013; Duran & Wrigley 2009; Evans et al. 2000; Evans et al. 2008; Hung &
Sternquist 2007; Pioch et al. 2009).

3.1.1 Institutional environment

It is vital to note that the notion of the institutional environment varies across dis-
ciplines. For example, economic theorist view the institutional environment as the
exchange environment in which economic transactions are conducted by rational-
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ly bounded individuals (Williamson 1985). For economic historians, the institu-
tional environment is the set of political, social and legal rules such as govern-
ment regulations, property rights, and societal rules, which establishes bases for
exchange norms (North 1990). Both disciplines emphasize the regulative struc-
tures as constrains for social actors within the institutional environment. For soci-
ologists and organisational behaviourists, the institutional environment is viewed
as socially constructed and characterised by a variety of norms that serve to legit-
imate organisational actions (Scott 1987; Zucker 1987). These disciplines empha-
sise the cognitive and normative structures of institutions that provide social
meaning and prescribe appropriate behaviour for social actors, in addition to the
regulative environment.

Examples of early institutional theorists are Selznick (1949), and Berger and
Luckmann (1967). Selznick (1949) found that organisations were affected by
forces from their institutional environments and that they developed adaptive
structures and behaviours to deal with those institutional forces. Berger and
Luckman (1967) contended that humans cannot be understood outside the social
context within which they live, which becomes perceived as objective reality.
Meyer and Rowan (1977) discussed institutionalisation as a process of ‘legitima-
tion” where institutional structures are legitimated without regard to the effective-
ness of those structures. The authors distinguish between an organisation’s tech-
nical and institutional environment.

The technical environment demands physical output in the form of products, ser-
vices, and profit, while the institutional environment demands structures, ideolo-
gies, and processes in order for the organisation to become legitimate. Scott and
Meyer (1983:140) indicated, “institutional sectors are characterised by elabora-
tion of rules and requirements to which individual organisations must conform if
they are to receive support and legitimacy from the environment”, and “technical
sectors are those within which a product or service is exchanged in a market such
that organisations are rewarded for effective and efficient control of the work pro-
cess”.

According to these authors, organisations need to deal with both environments:
the technical and the institutional, therefore not all actions necessarily increase
efficiency. DiMaggio and Powell (1983) also contended that organisations are
less a product of efficiency consideration but instead, they reflect institutional
pressures. The authors suggested that because of institutional pressures there will
be increasing isomorphism (homogeneity) among organizations within organisa-
tional fields. This isomorphic effect can be due to coercive pressures exerted on
organisations by other organisations upon which they are dependent, such as gov-
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ernments, consumers, suppliers, or the parent corporation of a subsidiary compa-
ny; mimetic pressures as a result of uncertainty, and normative pressures due to
the fact that professionally trained employees influence the routines in the organi-
zation where they work. According to DiMaggio and Powell (1983), organisa-
tions acquire legitimacy by three forms of isomorphism: coercive isomorphism,
normative isomorphism, and mimetic isomorphism, which are the three mecha-
nisms upon which Scott’s (1995, 2001) regulative, normative, and cognitive pil-
lars are based.

In this dissertation, the institutional environment is based on the work by Scott
(1995, 2001). Institutional environment of an organisation is defined as the set of
regulatory, normative, and cognitive, institutions operating in the national envi-
ronment of that organisation (Kostova 1996). Compared to the alternative con-
cepts of task and functional domains or cultural environment, the concept of insti-
tutional environment is more encompassing and suitable for this study. The insti-
tutional environment on an organisation consists of relatively stable and well es-
tablished rules,, cognitive structures, and norms that operate in the organisation’s
environment, relating to that particular organisation, and get transmitted into the
organisation through individuals (Kostova 1999).

Institutional environments are comprised of three main types of institutions (Scott
1995, used the term ‘pillars’) — regulatory, normative, and cognitive (see Table 1).
These three pillars of institutions are the focal elements of institutions, and these
factors together with accompanying activities and resources construct a social
structure that provide meaning to social life (Scott 2001). The regulative pillar of
the institutional framework lays out the ground rules for doing business, reflecting
the laws and regulations of a region or a country and the extent to which these
rules are effectively monitored and enforced. Regulatory structures are relatively
rational, negotiated arrangements to exchange problems that can change readily
(North 1990). Regulatory legitimacy occurs when laws and regulations are passed
that recognizes and helps to safeguard the legal right of the industry to exist. The
normative pillar consists of beliefs, values and norms that define expected behav-
iour in a society. The cognitive pillar rests on the cognitive categories (e.g. sche-
mata and stereotypes). The normative and cognitive institutional pillars are quite
resilient and less subject to change than are the regulatory pillars (Scott 2001).
These institutional elements are socially constructed over time and come to be
“perceived as objective and external to the actors: not as man-made but a natural
and factual order” (Scott 1995: xvii). A normative evaluation of legitimacy con-
cerns whether the organization’s activities are proper and consistent with
influential groups and societal norms (Suchman 1995). A cognitive evaluation of
legitimacy concerns the congruence between an organization and its cultural envi-
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ronment (Meyer & Scott 1983). Scott (2004: 51) explains that the integration of
all three elements as ‘contributing interdependent and mutually reinforcing ways’
has potential flaws. Scott (2001, 2004) for example, draws attention to the diffi-
culty of differentiating each element of the three pillars, and that the elements of
institutions are not monolithic; therefore subjecting them to modification and con-
flicts. Scott (2004) noted that this concerns are however natural, given that the
elements of institutions continue to metamorphose over time.

Table 1. Three pillars of institutions
Pillars

Regulative Normative Cognitive
Basis of Experience Social obligation Taken-for-grantedness
compliance Shared understanding
Basis of order Regulative rules Binding expectations  Constitutive schema
Mechanisms Coercive Normative Mimetic
Logic Instrumentality Appropriateness Orthodoxy
Indicator Rules Certification Common beliefs

Laws Accreditation Shared logics of action

sanctions
Basis of Legally sanctioned  Morally governed Comprehensible
legitimacy Recognisable

Culturally supported

Source: Scott (2001: 52)

Scott (2004) implied that the framework of new institutional theory instead ‘will
depict and differentiates among three complexes of ideas, each of which provide
the ingredients for an alternative conception of and an explanation for institu-
tions’ (Scott 2004: 10). Thus, this dissertation is of the view that adopting this
framework will provide a comprehensive framework that will be positioned to
capture various components of the host country’s institutional environment. Neo
institutional framework therefore needs further investigation, particularly, how
each dimension of institutional theory applies within international retailing set-
tings.

3.1.2 Organisational field

Within the new institutional perspective, organisational field is a fundamental
concept. The analysis of organisational fields rather than environments permits a
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focus on the relationships between organisations. Scott defines organisational
field as “existence of a community of organisations that partake of common
meaning systems and whose informants interact more frequently and fatefully
with one another than with actors outside the field” (Scott 1995: 56). DiMaggio
and Powell (1983: 148) describe organisational fields as “those organisations
that in the aggregate constitute a recognised area of institutional life: key suppli-
ers, resource and product consumers, regulatory agencies, and other organisations
that produce similar services or products (DiMaggio & Powell 1983: 148). Thus
these scholars explain an organisational field as a recognised domain of human
activity in which interdependent organisations interact and thereby construct an
institutionally determined value space within which they exercise choice.

It is worth noting that the concept of the organisational field implies, theoretically
that organisations in the same field may be located in different countries. Some
authors, in stressing the importance to view organisational fields beyond country
borders, discuss the global activities of multinational corporations, professions,
consultants, and business schools that shape and contribute to the diffusion of
institutions between different country borders (e.g. Guler, Guillén & McPherson
2002). Nevertheless, the new institutionalists, in focusing primarily on empirical
studies conducted in North America, tend to equate the borders of organisational
fields with country borders (Tempel & Walgenbach 2007).

This study also limits the concept of the organisational field to the country bor-
ders. Although, to some extent, this study acknowledges that the global dynamics
of economic development make country borders less meaningful today, neverthe-
less the position of this study is that one cannot ignore such borders. Economic
activity is embedded in nationally distinctive, institutional arrangements that are
shaped by different physical, economic, political and cultural factors. Country
institutional arrangements are the result of specific historical pathways that inter-
link in a complex whole, that persist over time and have a significant impact on
the behaviour of organizations (Ferner et al. 2001; Whitley 1992). Both defini-
tions of organisational field above thus direct attention to the social nature of the
relevant social actors that participate in the organisation’s environment. In apply-
ing the concept of organisational field in this study, one could say a firm’s institu-
tional environment at the industry context level constitutes the organisational
field.

An industry context like retailing consists of the individual actors and organisa-
tions such as consumers, suppliers, competitors, regulatory agencies, professional
associations, unions, politicians, the media, and environmental protection or con-
sumer activist organisations, and so on, that interact with each other and with
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whom a firm interlocks through complex webs of direct and indirect relationships.
These interactions within an industry context become the playing field in which
firms and other organisations define, defuse or enforce the multiple institutional
norms and requirements of acceptable organisational and individual actions (Da-
cin, Oliver & Roy 2007; D’Aunno et al. 1991). For example, firms that interact
through industry associations may give rise to certain shared understandings
about organisational activity problems and their solutions. Furthermore, govern-
ments sometimes consult with leading firms in various industries in order to write
rules and regulations for those industries (Ahlstrom, Bruton & Yeh 2008).

3.1.3 Social actors

Following the previous definition, (Scott 1995:56) organisations are seen as social
actors embedded in an institutional environment along with other social actors,
within an organisational field. Social actors can be metaphorically described as
the ‘actors’ that perform in a stage called ‘organisational field’ within a setting
that is the institutional environment (Scott 1995, 2001). Social actors are im-
portant in an institutional framework because they shape the relevant institutional
norms in the organisations’ environment and at the same time, respond to them by
conforming to these norms (Bianchi 2002). This is because institutions do not
have minds of their own, but are only rules created by social actors to prescribe
and regulate proper behaviour and confer legitimacy to organisations that engage
in practices that are consistent with institutional norms (Douglas 1986). Relevant
social actors found in each country are a creation of social forces that are rooted
very deep in the society. For example, relevant social actors for organisations
usually consist of consumers, suppliers, competitors, trade associations, the me-
dia, unions, and regulatory agencies (Elg et al. 2008; Deligonul et al. 2013).

Each of these social actors expects retailers to conform to certain norms of retail-
ing which are institutionally based, and relevant for them to provide legitimacy.
Well established and successful retailers in their own home markets are already
legitimate among social actors such as government, consumers, suppliers, and
shareholders. However, when retailers expand to new markets, they must consider
that they will face a new set of social actors within the host environment that will
be relevant for achieving legitimation. Thus, international retailers will need to
maintain legitimacy from some social actors located in the home market (e.g.,
shareholders, parent firm), while at the same time they will need to acquire legit-
imacy from new social actors located in the host market (e.g., host government,
consumers, suppliers, trade associations, media).
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Host government

The host government is a relevant social actor for retailers because it creates laws
and regulations regarding store location, store size and hours of operation which
are reflected in the norms of retailing of each country. Local municipal planning
requirements may restrict the development of retail stores in certain locations, or
can even restrict large scale retail operations such as hypermarkets (Alexander
1997). A case in point is IKEA’s initial attempt by to expand to Finland in the
1980°s which was blocked because of government regulation on store size. For
example, as pointed out by Huang and Sternquist (2007), European governments
have strict regulations on land planning (e.g. PPG6 in England), pricing (e.g. Loi
Galland in France), store opening hours (e.g. Ladenschlussgesetz in Germany),
and store size requirement (e.g. Loi Raffarin in France). These rules not only mo-
tivate many European retailers’ aggressive expansion into other countries but also
slow down foreign retailers’ expansions (e.g. Wal-Mart) into European markets.

In essence, retailers have to conform to these norms which are embedded in the
institution of state, in order to receive support from governments. Governments
can also dictate the appropriate entry mode of international retailers when ex-
panding internationally. For example a study by Elg et al. (2008) showed that the
management of IKEA relied very heavily on the government of China in their
expansion to the Chinese market. They pointed out that the assistance of district
governments, municipal governments, and the central governments were crucially
important. Wal-Mart opened its first super-center in China by negotiating directly
with the government of China, who mandated a local partner for each store
(Halveson). In this case, the relevant norms of retailing for government are prob-
ably based on institutions of nationalism in China, and include partnership with
the government.

Host suppliers

Host suppliers are also relevant social actors for retail firms (Elg et al. 2008; Del-
igonul et al. 2013). Unless the international retailer decides to buy all its products
from outside, it will have to deal with domestic suppliers and obtain their legiti-
macy. Some ways in which domestic suppliers can support foreign retailers is
through their wiliness to sell goods to foreign retailers (Aoyama 2007) and
through merchandise availability, timely delivery and acceptance of credit, and
willingness to manufacture retailer-owned-brands. Particularly crucial for the re-
lationship between suppliers and retailers is the institution of relational exchange.
Research on exchange relationship between buyers and sellers suggest that insti-
tutional norms of exchange can differ across countries because of differences in
culture and traditions (Usunier, 2000; Herbig, 1998). Norms of relational ex-
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change refer to expectations of exchange behaviour between buyers and sellers
that are related to partnership, such as commitment, loyalty, trust and politeness
(Bianchi 2002).

Host consumers

Host consumers are important social actors for retailers and their legitimacy and
support is critical for firm survival. Consumer support for a retailer is provided
through consumer patronage, which is one of the most important factors leading
to internationalisation performance (Dupuis & Prime 1996). Consumer patronage
can be reflected in the consumer’s intention to shop, consumer’s store loyalty, and
consumer’s recommendations to others (Arnold, Handelman & Tigert 1996). Ac-
cording to institutional theory, consumers will patronize retailers that develop
retail practices which conform to the relevant norms of retailing for consumers
(e.g. Bianchi & Arnold 2004). Numerous studies have found that retailers that
develop practices conforming to the economic-based norms of low prices, con-
venience, assortments, quality, and service receive greater patronage from con-
sumers (e.g. Arnold, Oum & Tigert 1983; Bearden 1977). In addition, recent re-
search has also shown that conformance with societal-based norms such as com-
munity and family (e.g. Aoyama 2007; Choi 2003; Coe & Lee 2006; Handelman
& Arnold 1999) enhance consumer store patronage.

Host competitors

Host competitors can also be considered social actors, especially for retailers en-
tering a new market (Bianchi & Ostale 2006). Host competitors expect that new
entrants behave accordingly to the norms of the host market. For example, norms
of retailing for competitors can be competitive prices, transparent practices, and
fair competition. When international retailers fail to comply with these norms,
local retailers may complain to local governments, require some protection, or
form partnership with other competitors.

Host employees

Employees are important social actors for retailers because they participate and
interact very much with consumers during the shopping process. Retailers need
the employee’s support in order to provide good service quality and maintain a
certain image of their stores. In some cases of specialty retailing, well-trained
employees can even be the main source of competitive advantage for retailers
(e.g. IKEA, Stockmann). Employees therefore, support a retailer through job
commitment and performance. Norms of retailing for employees refer to fair con-
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tract, fair recruitment, competitive salary, legal hours, etc.). These norms derive
from the institution of work.

Host business community and professional associations

The host business community and professional associations are important social
actors for organisations because they provide normative pressures for organisa-
tional conformance (DiMaggio & Powell 1983). In the retail field, norms for pro-
fessional can consist in expectation of retail manager having a certain level of
education and expertise, and participating in professional boards and events
(Bianchi & Ostale 2006).

International trade associations

In the emerging global environment of the last decade, there are international so-
cial actors composed of a number of domestic and international trade associations
and economic organisations such as the World Trade Organisation (WTO), World
Bank, European Union (EU), North Atlantic Free Trade Association (NAFTA),
and the International Monetary Fund (IMF) that help regulate the trading envi-
ronment and markets.

Shareholders and parent firm

Shareholders are still relevant social actors for international retailers, and neces-
sary for retailers to operate, expand and grow. Retailers that wish to international-
ize require first of all support from their shareholders in order to expand abroad.
Shareholders provide support to retailers through capital (resources) authority to
make decisions (delegation), and decentralised structure (geocentrism). Norms of
retailing for shareholders are mostly related to economic expectations of return on
capital, but it can also include norms related to standardisation of organisational
practices, and compliance with ethical issues.

Host media

Media influence and reflect the values of culture (e.g. Deephouse 1996; Dowling
& Pfeffer 1975). When the activities on an organisation are illegitimate, com-
ments and attacks will occur, and the media will report such comments (Dowling
& Pfeffer 1975; Pfeffer & Salancik 1978: 194). The media reflects the views of
the general public, and retailers’ structures and practices must conform to the ex-
pected norms of retailing as the general public view as appropriate. The local me-
dia assumes a monitoring role by reporting illegitimate actions of foreign retailers
which lowers public support and acceptance.
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3.2 Institutional norms for international retailers

Institutional norms of retailing here in this study is defines as regulative, norma-
tive, and cognitive institutions in a host country that retailers are subject to when
they operate within a retail environment (Bianchi 2002; Huang & Sternquist
2007). In order words, institutional norms of retailing refer to the practices and
structures of retailers in a host country, and how these practices and structures are
accepted and supported by relevant social actors within a field of retailing (e.g.
Arnold et al. 1996; Bianchi 2002; Bianchi & Arnold 2004; Deligonul et al. 2013;
Dupuis & Prime 1996; Karhunen 2007). Institutional norms of retailing can be
economic-based, which are norms related to the task environment (e.g. norms of
low price, convenience, product and service quality), or societal-based, which are
norms that are not related specifically to the competitive environment but to the
social environment (e.g. norms of government, family, community, or nation)
(Arnold et al. 2001; Bianchi & Arnold 2004).

Both types of institutional norms influence retailer legitimacy and performance
(Bianchi & Arnold 2004; Bianchi 2002; Handelman & Arnold 1999; Arnold
2001). Numerous economic-based and societal-based institutional norms limit
retail behaviour and exert pressure for compliance within the field of retailing in a
host country (e.g. Aoyama 2007; Christopherson 2007; Dupuis & Prime 1996;
Kim 2008; Pioch et al. 2009). Examples of norms relevant for retailers include:
norms of government, norms of market, norms of family, norms of community,
norms of nationalism, and norms of religion (Bianchi 2002; Bianchi & Arnold
2004). Several norms of government relate to the task environment of the retailer
and refer to the laws, rules, regulations, and standards that retailers must take into
account and comply with in order to operate in a given market in a host county
(Huang & Sternquist 2007; Mutebi 2007). For instance, retail laws, rules, regula-
tions, and labour standards are enacted by many governments and local authori-
ties to control retail foreign direct investment.

For example, retailers like Wal-Mart and Carrefour when entering China, have to
conform to government norms of ownership structure by forming joint venture
with state-owned retail firm, and local Chinese retail firm that served specifically
to establish their rights and qualification to conduct business (e.g., satisfy gov-
ernment equity ownership stipulations) in that Chinese market (Dacin, Oliver &
Roy 2007). Yiu and Makino (2002) noted that such regulative institutional forces
that emanated from government norms are codified in formal legal restrictions
and sanctions can drive a multinational firm to adopt a joint venture, rather than
wholly-owned-subsidiary, mode of market entry. An example of international
retailer that was pressured by regulatory institutions was Wal-Mart in Germany.
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For example, Wal-Mart was unable to practice the same localisation strategies
and labour practices in Germany, as in the United States due to stringent planning
and labour laws (Christopherson 2007).

Norms of market relate to competitive marketplace and retailers have to adhere to
these norms in order to remain legitimate and competitive (Dacin et al. 2007).
Norms of market refer to economic-based norms because of the economic orient-
ed nature of retailing (Arnold et al. 2001). These norms refer to expectations of
retailers to offer quality products, provide low price, offer wide product assort-
ments, provide high service quality, and convenient location of stores (Arnold et
al. 2001). Norm of family is also essential societal-base norms for retailing be-
cause of the family oriented nature of retailing (Arnold et al. 2001; Bianchi &
Arnold 2004). These norms refer to expectations for retailers to deliver family
services such as restrooms, attractive atmosphere, car parking lots, day care, and
family wide merchandise. For example, in South Korea, Samsung-Tesco has to
adapt to the fun-loving and family-oriented nature of South Koreans by upgrading
its store layout to a “one-stop shop” which provides various facilities such as
beauty salons, coffee shops, play areas, and art galleries (Coe & Lee 2006).

Expectation is also directed at safety measures for children and elderly and store
access for physically disabled and trolleys. The institution of family is probably
one of the oldest that can be found in any society. Norms of family are shown to
vary across countries based on different forms of family structure, or on the size
and structure of the immediate family (Bianchi & Arnold 2004). For instance, in
Western European culture, the nuclear family structure consists normally of two
spouses and a small number of children. Whereas in Africa and Middle East, and
South East Asian and Latin American cultures, extended family structure com-
prises a patriarchal or matriarchal figure and a number of siblings who have
spouses and children of their own. For instance, the study by Bianchi and Arnold
(2004) showed that Home Depot failed in Chile because it did not comply with
several salient family norms of retailing in Chile, especially, norms of family and
relational exchange. In an extended family culture, family members are likely to
be of greater prominence to consumers (Childers & Rao 1992).

Norms of community and social responsibility of international retailers have also
received much attention in recent years. Many international retailers are increas-
ingly being challenged to be socially and ethically responsible in order to gain
support and legitimacy from consumer agencies and communities in which they
operate (Handelman & Arnold 1999). International retailers are expected to sup-
port the communities that they serve through education, health, charities, and
sponsorships. Thus, international retailers are under pressure to balance the mo-
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tives profit maximization with social responsibility towards local communities in
host markets. Activists and social movements are sources of new normative rules,
as they turn their attention to organisational practices in conflicts with their norms
and values (Davis, Diekmann & Tinsley 1994; Hoffman 1999).

Religion is another vital institution that shapes norms of retailing in a country.
There exist different types of religions in a country, thus religion constitutes an
important institution for retailers. A person’s religious orientation can affect their
taste and preferences for product and services, hence the type of retailer they are
willing to patronise. For example, following the publication of the carton of
Prophet Mohammed by Danish newspapers in 2006, Muslims around the world
took to the streets and called for the boycott of Danish products. For instance, Iran
formally declared an economic boycott of Danish pastries, and in Saudi Arabia
major supermarkets posted notices saying “Danish products are not sold” over
their cheese displays, and text messages were circulated to boycott Danish prod-
ucts. Prior research shows that religiosity is related to store patronage. McFelipe
and Burnett (1990) found that consumer religious commitment was positively
related to the importance placed by the consumer on sales personnel friendliness
and assistance.

Another relevant institution for retailing is nationalistic attitudes that exist in
some countries. Nationalistic attitudes can influence norms of retailing by placing
emphasis on the value of local products and services along with the local work-
force. For instance, at the height of the 2008 financial crises, American consum-
ers were expected to be patriotic towards “Made in America” products. Coe and
Lee (2006) noted that transnational retailers such Wal-Mart and Carrefour face
strong nationalistic sentiments from South Korean consumers as Wal-Mart fail to
adapt its retail formats and product-mix to match the taste and preferences of Ko-
rean consumers. International retailers face more stereotypes and standards (e.g.
nationalism, xenophobia) from host social actors than do local firms. Coe and
Lee (20006) stated, negative attitudes towards foreign discount chain stores are
especially predominant outside the main cities of South Korea where many cus-
tomers believe that foreign retailers are not only driving small local stores out of
business, but are also transferring the profit derived from the local economy to
their overseas headquarters.

Furthermore, the norms of relationship between suppliers, distributors, labour
unions and retailers may differ across countries (Aoyama, 2007; Christopherson
2007; Deligonul et al. 2013; Dupuis & Prime 1996). Social norms in a host coun-
try may emphasize consultation and collaboration in decisions with implications
for all firm stakeholders, including employee and for the society. For example, in
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Germany, the relationship between employers and labour unions for pay and work
arrangements is consultative (Christopherson 2007). Choosing to ignore these
norms may result in failure to gain support and legitimacy from host employees
and suppliers, distributors, and labour unions which can affect the performance of
the international retailer. For example, in Germany, Wal-Mart’s resources of au-
tonomy clashed with the social norms and consultative practices of labour unions
and employers to the firm’s disadvantage in carrying out its strategies (Chris-
topherson 2007). In the retail industry, the labour force represents the bulk of in-
ternational retailers’ operations. Thus, the international retailers’ understanding of
human resource norms such as work arrangements and systems of reward in the
host country is important for access to competent and skill workforce (Coe & Lee
2006). Therefore, an international retailer that deviates from these norms of a host
country may be viewed negatively and illegitimate (Christopherson 2007; Coe &
Lee 2006). For example, a foreign retailer using performance-based compensation
system may be seen as moral challenge to host firms used to seniority-based pay
structure due to normative differences in human resource practices.

3.3 Institutional pressures

3.3.1 Regulatory pillar

The regulatory pillar reflects the existing laws and rules in a particular national or
regional environment to promote certain types of behaviours and restrict others. It
mandates the socially unlawful aspects of an organization’s actions. Regulatory
institutions will use sanctions- rewards or punishments to control the behaviour of
existing or future organizations (Scott 2001). The regulative pillar of the institu-
tional framework lays out the ground rules for doing business, reflecting the laws
and regulations of a region or a country and the extent to which these rules are
effectively monitored and enforced (Scott 1995, 2001). One distinct means by
which regulatory pressure is exerted on international retailers is through retail
laws, rules, regulations, labour standards.

Host governments exert pressures on foreign retailers through attempts to protect
existing retail structures via land-use, zoning restrictions on large retail format
developments frequently favoured by multinational retailers, regulation of store
opening hours, restriction on product imports, restriction on ‘below-cost’ selling,
and so on (Coe & Wrigley 2007; Huang and Sternquist 2007; Wrigley & Currah
2006). For example, many governments have strict regulation on retail format
(e.g. Large Scale Retail Store Law (LSRSL) in Japan), pricing (e.g. Loi Gallant in



Acta Wasaensia 43

France), store opening hours (e.g. Ladenschlussgesetz in Germany), store size
requirement (e.g. Loi Raffarin in France), and land planning (e.g. PPG6 in Eng-
land) (Huang & Sternquist 2007).

In some cases, these retail laws and regulations are introduced after the interna-
tional retailer has entered the target market and thus, unprepared as how to cope
and respond to this laws and regulations. In other instances, the liberalisation pro-
cess or the opening of the host retail sector to foreign investment is very slow and
indigenous chain are given undue advantage in securing good land in high-traffic
areas, particularly in condensed areas of the city. For instance, in Malaysia, the
government introduced ceiling on land use, and no new hypermarkets can be built
within a 3.5 kilometre radius of housing areas of a city centre. In Thailand, new
laws prohibit easy development of large-format retail outlets in inner-city areas
(Mutebi 2007). These regulations are therefore directed at preventing further ex-
pansion of international retailers. Empirical evidence suggests that retail regula-
tions restrict retailers’ growth and expansion in foreign markets. An example of
international retailer that was pressured by regulatory institutions was Wal-Mart
in Germany. For example, Wal-Mart was unable to practice the same localization
strategies and labour practices in Germany, as in the United States due to strin-
gent planning and labour laws (Christopherson 2007). For instance, the country
manager of Carrefour, Japan claimed that Carrefour could have continued its op-
eration in Japan if they had successfully launched 15-20 stores in the first 5 years
(Aoyama 2007).

Consequently, due to restriction on large scale store in residential area, Carrefour
could not rapidly open many new stores as planned in Japan and capture the mar-
ket (Aoyama 2007). The inability to secure suitable locations for their stores
therefore placed Wal-Mart and Carrefour at great disadvantage against indigenous
chains located in good spots. In South Korea, local governments restrict the entry
of major foreign discount retailers into their local market areas through change in
regulation and taxation (Kyung-Chool & Sough-Hun 2007). The significant cost
and difficulties in land acquisition in Japan also contributed to derailing Carre-
four’s initial plans for rapid expansion into that market (Aoyama 2007). Similar-
ly, in Germany, planning legislation prevents the development of stores of over
800 m® (8,610 ft* sales area in locations which are not designated for retailing
(Guy 2001). The company realised that German land use regulations are not fa-
vourable to their usual ‘Big Box’ type retail format development, which is key to
Wal-Mart’s ‘pile it high, sell it cheap’ approach (Christopherson 2007). In a new
host country, pressures emanating from the regulative environment may also take
the form of force, persuasion or an invitation to join or participate in collusion
such as mandated trade union representation on corporate boards. For instance,
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Wal-Mart is noted for resistance to unionize its’ employees, thus unionization of
workers was set as a condition for Wal-Mart’s entry into China. Consequently,
this study supports the view that retail laws, rules, regulations, and standards in a
host country exert pressures on the operations of multinational retailers in post-
market entry.

3.3.2 Normative pillar

The normative pillar introduces a prescriptive, evaluative and obligatory dimen-
sion into social life, stressing ‘appropriate and thus, legitimate behaviours that are
embodied in the form of national culture, value, norms, and beliefs in a given
country (Scott 2001). Cross-national dissimilarities in societal-based and econom-
ic-based norms of retailing in the host country can affect the legitimacy and per-
formance of international retailers. Economic characteristics of each country,
such as the level of income per capita can shape the institutional norms of retail-
ing in a country thus affecting shopping behaviour. The economic environment of
a host country determines potential demand for industrial and consumer products.
It reveals the standards of living and employment and income levels which, in
turn dictate customer priorities in terms of the product they consider important, or
necessary and the price they can afford and are willing to pay (Katsikeas, Samiee,
Marios & Theodosiou 2006).

The economic environment of a host country also has effect on retailer’s cost
structure, and it affects the cost of raw materials, finish products, labour, over-
heads, selling price, and profit. The value customers attach to a product reflects
their price sensitivity, which can influence purchasing behaviour. Thus economic-
based norms of retailing in a host country include sensitivity to economic norms
such as low price, quality, product assortments, convenience, and service (Arnold
et al. 1996; Bianchi & Arnold 2004). Empirical evidence shows that dissimilari-
ties in economic-based norms of retailing can affect retailer performance in new
host environment (Gandolf & Strach 2009; Jin & Kim 2001; Kim 2008). Owing
to cultural and environmental differences, consumers in different countries may
have different shopping experiences even in the same type of stores (Kim & Jin
2002). Researchers have noted that consumer taste and preferences and shopping
habits of Japanese and South Koreans consumers are different from US consum-
ers and this has affected the performance of Mal-Mart and Carrefour in these
markets (e.g. Aoyama 2007; Choi 2006; Coe & Lee 2006; Jin & Kim 2001; Kim
2008). The Japanese consumer has been referred to us the ‘most difficult consum-
er to strategize, as they require high quality on everything, and are knowledgeable
about products, service, quality and prices from around the world. They are ex-



Acta Wasaensia 45

tremely brand-conscious, and demand brand products even on groceries’ (Nikkei
Business 2005: 130, cited in Aoyama 2007). In addition, research also show that
Japanese and South Korean consumers are sensitivity to price, seasonal changes
in food items, love new products, and consider freshness and convenient shopping
location as extremely important (Aoyama 2007; Choi 2006; Coe & Lee 2006; Jin
& Kim 2003; Kim 2008). For example, Wal-Mart’s global pricing strategy of
“every-day-lower-price” (EDLP), which is successful in the U.S., had lack of
strategic fit to the nature of South Korean and Japanese consumers (Aoyama
2007; Kim 2008). For instance, Aoyama (2007) pointed out that Japanese women
are trained to screen through traditional high-low pricing models that offer lim-
ited-time sales and discounts to lure customers. Therefore, they find it cheaper to
continue with the price comparisons and switching places to shop on the daily
basis than to shop at Wal-Mart who sell an item 10% off every day when compet-
itors are selling the same item at 20% off at their weekly sales events (Aoyama
2007).

Japanese, Chinese, and South Koreans also consider the freshness of food prod-
ucts very important, are willing to make frequent visits to the supermarkets, cor-
ner shops, and traditional wet-markets to buy in small quantities of fresh produce.
Kim (2008) noted that Korean local retailers accommodate this preference for
food product freshness by transplanting the traditional outdoor market into a con-
venient indoors format hypermarkets. Thus, local retail stores have live sea food,
local delicacies and extensively use localisation strategies that fit with Korean
consumers taste and preference. In contrast, Wal-Mart’s merchandising mix of-
fers varied items from dry goods to electronic and clothing, which is viewed by
Koreans to be more westernized than those of local chains (Kim 2008).

In addition to economic-based norms, host customer values, beliefs, attitudes,
education, and aesthetic preferences, along with conditions and pattern of product
usage also exert considerable pressure on the operations of multinational retailers.
Thus, societal-based norms of retailing reflecting the customs and traditions of
consumers in a host country may reflect socio-cultural values such as aesthetic
preferences, shopping habits, family, community, religion, communication, fun,
and friendly service). As Huang and Sternquist (2007) pointed out, for a retailer
who sells consumer goods, the differences in consumer preferences between the
target customers from the home and host countries is probably one of the most
important factors to take into account when making foreign market entry deci-
sions. The socio-cultural nature of retailing requires the multinational retailers to
adapt their offering to the host country. Research shows that Japanese and South
Korean exhibit different shopping habits. They like to shop daily for such items as
vegetables, noodles, and bread instead of weekly or biweekly, and buy items in
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small quantities, given their small houses with limited storage and freezing spaces
(Aoyama 2007; Kim 2008). American consumers on the other hand make less
frequent trips to the shop and buy in bulk for longer storage. Aoyama (2007) in
citing an executive in the food industry in Japan stated that ‘supermarkets substi-
tute for refrigerators in Japan’ (Ishibashi 2004:2; in Aoyama 2007:279). Hence,
present Japanese consumers, especially those faced with severe storage space in
their homes, are known to practice ‘lean consumption’. In other words, consumers
buy what they need when they need it and in the exact quantity required (Aoyama
2007).

This kind of shopping and consumption habit therefore went directly against the
bulk-purchase-at-low-prices model transferred by Carrefour and Wal-Mart to the
Japanese market. These cross-national dissimilarities in consumer taste and pref-
erences and shopping habits therefore exert considerable pressures on the activi-
ties of multinational retailers. For example, Wal-Mart and Carrefour faced diffi-
culties in matching their merchandize mix strategy, low price strategy, and glob-
al/standardisation strategy with Japanese and South Korean consumers taste and
preferences, and shopping habits. For instance, Wal-Mart’s trade-mark ‘every-
day-low-price’ (EDLP) strategy fail to appeal to Japanese and South Korean con-
sumers who associate low price with low quality (Aoyama 2007; Kyung-Chool &
Sough-Hun 2007; Kim 2008).

The consumer retail literature has studied the role of the institutional environment
for international retailers (e.g. Arnold, Handelman & Tigert 1996; Arnold,
Kozinets & Handelman 2001; Bianchi & Arnold 2004; Bianchi & Ostale 2006;
Chan, Finnnegan & Sternquist 2011; Duran & Wrigley 2009). This research sug-
gests that both economic and societal norm of retailing is reflected in the retailer’s
performance. For example, Kim (2008) pointed out that mismatched merchandis-
ing, assortment, and marketing that missed local needs and context were other
factors that contributed to Mal-Mart’s failure in Korea. Similarly, Gandolf and
Strach (2009) stated that product mix, promotion, and pricing strategies accounted
for Wal-Mart’s failure in South Korea because the firm failed to recognise that
South Koreans have different consumer preferences than North Americans do.
Likewise, Coe and Lee (2006) noted that Carrefour suffered from slow growth in
the South Korean market because “mass supply at low price” was not sufficient to
attract Korean customers. In order to explain normative pressures multinational
retailer face in Russia’s market, this study will examine economic-base norms
including price, quality, product assortment, and convenience. In addition, this
study will examine societal-based norms including customer taste and prefer-
ences, shopping habits, family, and communication.



Acta Wasaensia 47

Retail management practices such as human resource, marketing, supplier-retailer
relationships management, distributional channel practices, and relationships with
labour unions may also differ across countries due to national regulations. For
instance, there may be ‘a ceiling labour-standards effect' in which a transnational
retailer finds it feasible to adapt its practices to suit countries where labour stand-
ards are lower than in its domestic market, but finds it difficult to adapt and com-
pete in business environments with higher labour standards than in its domestic
market. Particularly in international retailing, the inertia of institutional structures
in a country is likely to hinder the application of new human resource practices
such as recruitment, compensation, layoffs, and holiday entitlements whenever
these practices are seriously at odds with existing legal rules and political condi-
tions in a country. For example, in the case of Wal-Mart in Germany, Chris-
topherson (2006, 2007) noted that because of strict planning regulations and la-
bour laws, Wal-Mart was unable to practice the same wage practices as in the
United States.

The nature of power relations between retailers and suppliers may also vary be-
tween social and spatial contexts. For example, in Japan, power imbalance be-
tween manufacturers and retailers does complicate Japan’s distribution sector for
transnational retailers like Wal-Mart and Carrefour (Aoyama, 2007). Similarly in
South Korea, suppliers held large power over retailers (Coe & Lee 2006) and
were unwilling to have open information exchange or electronic data interchange
(EDI) system with Wal-Mart, and they held to extent, seller power as they had the
choice of supplying to other major local retailers (Kim 2008). Research have
shown that Wal-Mart’s difficulties with the distribution channel and supplier net-
work in Germany, Japan, and South Korea contributed to the firm’s failure in
those markets because the firm was unable to control the retail distribution system
and its suppliers (Aoyama 2007; Coe & Lee 2006; Kyung-Chool & Soung-Hun
2007). In order to explain normative pressures multinational retailer face in Rus-
sia’s market, the present study will also examine societal norms of human re-
source management, supply system, and distribution channel in a host country in
post- market entry.

3.33 Cognitive pillar

Cognitive elements of institutions is the result of the voluntary adoption of
shared social attitudes/beliefs that are broadly accepted as ‘modern’, ‘rational’
and ‘the right thing to do’ (Scott 1987, 1995). The cognitive domain refers to
the widely shared cognitive structures by which actors of a given organiza-
tional field or societal entity interprets and makes sense of their world, and
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is regarded as the internalized symbolic- representations of the world (Scott
1995: 40). The cognitive view insist that much of the coherence of organizations
lies in those that have the power to reproduce and transform this template to por-
tray a certain social identity (Scott 1995; Suchman 1995), that reflects collectivist
(shared) interest rather than individual intentions. Cognitive institutions in the
context of international retailing reflect the business systems and ownerships
structures and retail store structures in a host country. International retailers enter-
ing a new host environment are subjected to the taken-for-granted business sys-
tems and ownership structures and retail store structures that exist in the host
country, such as whether it has an equity or non-equity (contractual) base.

Whitley (1992) define business system as a distinctive configuration of market
hierarchy relations that become established and institutionalised in a specific so-
cial context. The system is generally culturally and regionally peculiar. As with
business systems, retail business structure and ownership structure also vary
across countries. Thus, a country’s retail sector may be dominated by business
systems such as state-owned enterprises, family-owned conglomerates, coopera-
tives, public listed companies (PLCs), private limited companies, and mom-and-
pop shops etc. For instance, Christopherson (2007) noted that German retail com-
panies tend to be privately held; relying on self-investment rather than public cap-
ital markets for investment, and are embedded in networks of neighbourhood es-
tablishments. Similarly, Kim (2008) stated that the South Korean business system
and ownership structure is dominated by family conglomerates called (chaebols)
such as Samsung, Hyundai, Daewoo, LG, and SK.

This type of business structure therefore creates interconnected relationships that
defines the ways that different groupings of social actors control economic activi-
ties and resources (Whitely 1999: 32), social actors being the providers of capital,
customers and suppliers, competitors, firms in different sectors and employers
and different kinds of employees (Whitley 1999). The extent to which firms are
owned and controlled by families is also critical to the firms’ network of relations
with the business system. Hung (2005) noted that interconnectedness or embed-
dedness is gained through cross-equity holdings and long-term exchange relation-
ships in the economy. Thus, the extent to which an international retailer is inter-
connected or embedded in a host institutional environment will be determined by
the business systems and ownership structure it adopts in the host country. Differ-
ent degrees of relationship define the extent to which firms are embedded in, and
attend to, their institutional environments (Oliver 1996). Thus, transnational re-
tailers expanding to foreign market can achieve embeddedness in the host institu-
tional environment through mergers and acquisitions or entering into joint venture
with a local partner.
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Achieving embeddedness in host institutional environment is crucial for the suc-
cess of international retailers (Coe & Lee 2006). Kim (2008) pointed out that
business systems and ownership structures such as family conglomerates (chaebol
groups) based on their family and crony relationships form a powerful networking
system that makes it difficult for even global retailer like Wal-Mart and Carrefour
to break in. For instance, not noticing such taken-for-granted business systems
(chaebol groups) in South Korea, Wal-Mart and Carrefour entered that market
through wholly owned subsidiaries (WOS) and therefore isolated themselves
against the local chaebols (Kim 2008). As Coe and Lee (2006) noted, adopting
the WOS entry approach therefore prevented Wal-Mart and Carrefour from em-
bedding themselves and establishing relationship with critical resource owners
such state government, local governments, suppliers, and distributors in order to
gain access to resources needed for survival and growth.

Working with a local partner is viewed by several commentators (e.g. Coe &
Wrigley 2007; Hitoshi 2003) as of crucial importance because of the market
knowledge that is often transferred through these kinds of arrangements, acceler-
ating the interconnecting or embedding process of the transnational retailer within
local networks and improving its bargaining position with local governmental
elites and suppliers (Currah & Wrigley 2004). Retail formats which are regulated
and culturally rooted in national institutions vary across countries. Thus, a given
retail format may need to be adapted to consumer environments in order to “fit”
into the local situations (Pellegrini 1991). In some countries, the retail sector is
dominated by small corner shop, neighbourhood shops, wet street markets, mom-
and-pop shops, supermarkets, discount stores, hypermarkets etc. Indigenous re-
tailers that operate modern retail chains often incorporate the traditional outdoor
market or wet market elements into their retail formats to become something
unique and legitimated by host social actors. Thus, the taken-for-granted nature of
retail formats predominant in any host country can present significant challenges
to international retailers. This is particularly the case when the international re-
tailer transferred its retail format to the new host country without considering any
adaptation. Choi (2003) pointed out that Korean local retailers learn a lot from
system of low-priced retailing of the developed countries, but that was not just
about copying discount stores, rather, they created the Haarin stores as a new
retail format to suit the Korean situation. For instance, researchers have noted that
indigenous discount stores accommodated Korean consumers’ cultural taste and
preference for food product freshness by transplanting the traditional outdoor
market (wet market) into a convenient indoors format in hypermarket (Coe & Lee
2007; Kim 2008). Whereby, local retail chains have live sea food, fish in tanks,
local delicacies, and on-site packing services that replicate the features of tradi-
tional outdoor markets (Choi 2003; Coe & Lee 2006; Kin 2008). In contrast,
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global retailers such as Carrefour and Wal-Mart were constrained by their global
mode of operation and were late in developing formats to fit the Korean consum-
er, and therefore had difficulty competing in Korea (Choi 2003; Kim 2008).

Given that shopping is a fun activity in some countries, international retailers face
cognitive pressures to understand these taken-for-granted norms. For example, in
South Korea, Samsung-Tesco has to adapt to the fun-loving nature of South Ko-
reans by upgrading its store layout and benchmarking against the spacious, light,
and clean styles of the local department stores; the result of which is a “one-stop
shop” providing various facilities such as beauty salons, coffee shops, play areas,
and art galleries (Coe & Lee 2006). For instance, as pointed out by Coe and Lee
(2006), “Tesco’s new seven story hypermarket in Youngdeungpo, south of Soul,
look anything, and have little in common with its’ domestic UK supermarkets”.
Thus, in Tesco’s stores in South Korea, shoppers will be able to buy a pet iguana,
pick an octopus in a tank of live seafood, visit the dentist or take ballet lessons, all
of these which are not available in its” UK stores (Coe & Lee 20006).

Similarly in Japan, Carrefour had problem with the structure of the retail format
in that country. Because land is expensive in in Japan, most retail chains are small
convenience or corner shops and department stores that sell everything under one
roof. However, when Carrefour entered that market, the company insisted that
operational format in Japan was one that conformed to the corporate global stand-
ards. In retrospection, these strategies cost Carrefour dearly (Aoyama 2007). Car-
refour also insisted on retaining the ‘hypermarket” model, which rely upon selling
food and non-food items as well as various household appliances all on one floor
for the convenience of the consumers. This strategy however, required acquisition
of large plot of land which became difficult and extremely costly. Carrefour in the
end decided to try with building multi-floor stores and shopping malls at the ex-
pense of intra-mall competition. In sum, after being forced to adjust its shelf de-
sign, shopping carts, distribution system, and floor area devoted to perishable
items, Carrefour could not exercise effective differentiation from their domestic
competitors in both appearance and prices. Prior researchers have attributed Wal-
Mart and Carrefour’s failure in Japan and South Korea to their retail format (e.g.
Aoyama 2007; Coe & Lee 2006; Kim 2008). Wal-Mart and Carrefour drew
heavily on its intra-firm networks to offer the same standardise operation in South
Korea and Japan as in other markets, devoting priority to lowering prices, retain-
ing ‘global’ warehouse-style store layout, shelving, and décor (Aoyama 2006;
Coe & Lee 2006; Kim 2008). In order to identity and explain the influence of the
cognitive pressures that affect retailer performance in Russia’s market, the pre-
sent study will examine business systems including ownership structure and retail
store structure including retail format/concept in a host country in post-entry.
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3.34 Host constituent/social actor pressures

Institutions do not have a life of their own and are thus created as well as enacted
by social actors within a society (Douglas 1986). A constituent or a social actor is
an individual or collectivity that both creates and responds to institutional norms
(Pioch et al. 2009). Social actors create and conform to institutions and expect
other social actors also to conform to the institutional norms as a way of maintain-
ing social order in their society. Oliver (1991) postulated that organisations face a
multiple of potential conflicting demands from a variety of social actors including
the state, professions, interest groups, and the general public. In the context of
international retailing, there are many different social actors or constituencies that
exert pressure on multinational retailers. Examples of relevant constituents/social
actors who tend to exert pressures on retailers operations include: consumers,
suppliers, governments, competitors, shareholders, employees, trade unions, the
media and communities (Arnold et al. 1996: Bianchi & Arnold 2004; Pioch et al.
2009).

From resource dependency perspective, multinational retailers are motivated by
their own interests to minimise the uncertainty, conflicts and instability and mul-
tiplicity generated by social actors in the host institutional environment (Oliver
1991). The probability of resistance to institutional pressures is predictable from
firm’s dependence on constituents for resources. DiMaggio and Powell (1983:
154) hypothesized that conformity or isomorphism with institutional environment
will be a function of the external dependence. The authors argued for “the greater
ability of organisations to resist the demands of organisations on which they are
not dependent.” Similarly, resource dependency theorists have argued that an or-
ganization will be less likely to resist external pressures when it is dependent on
the sources of these pressures (Pfeffer & Salancik 1978