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  Journal: International Journal of Retail & Distribution Management   Volume: 36   Number: 4   Year: 2008   pp: 281-299   Copyright © Emerald Group Publishing Limited   ISSN: 0959-0552   Introduction   The speed of retailer internationalization has increased dramatically in the last decade. In this paper, the term “global” refers to a very specific type of international retailer. It refers to retailers that has centralized management and expands using a similar concept abroad (Salmon and Tordjman, 1989). An international retailer, such as Carrefour or Wal-Mart, which adapts its retail concept to a foreign country, could be called a “multinational retailer.” The global retailer largely ignores national or regional differences. The global retailer expands to markets that have a segment of consumers that will view their product offering favorably. Global retailers' adaptation to local market conditions is superficial. Vertical backward integration and private label lines are often a part of global retailer. For instance, specialty retailers with a narrow and distinct product line have developed global strategies. The characteristics of the global strategy are briefed in Table I.   The global retailer is capable of rapid expansion due to the simple replication of an already proven formula (Salmon and Tordjman, 1989). Global retailers with increasing knowledge and capabilities are aggressively expanding while worldwide markets become so homogenized that retail firms can market identical products and services (e.g. retail formats) around the globe through standardized marketing programs (Hamel and Prahalad, 1985).   Empirical studies reveal that firms with global strategic motivations

tend to favor a higher equity entry mode (Harzing, 2002; Rajan and Pangarkar, 2000). Investigating the impact of strategic factors on international entry mode choice, these studies produced evidence that firms using a global strategy preferred a wholly-owned subsidiary. Nevertheless, franchising has been widely used as an alternative method for global retailers.   The purpose of this study is to broaden the scope of retail internationalization for potential theoretical development in retailer market entry mode strategies. Specifically, aware of the extant retail literature that does not offer a theoretically sound framework for how retailers could choose among different types of entry modes, this study presents a conceptual framework to explain and, more importantly, to predict a global retailer's mode choice of entry.   Previous research in the area of entry mode selection has contributed exclusively to the manufacturing or service sector rather than to retailing ''   in spite of the precipitous retail internationalization of recent years. Even though recent studies within the retailing sector have focused on international aspects of retailing, such as motivations towards internationalization (Alexander, 1996), determinants of international involvement (Vida, 2000; Vida et al., 2000), and case evidence on particular firms or markets (Alexander and Silva, 2002; Guy, 2001; Colla and Dupuis, 2002; Jackson and Sparks, 2005; Maharajh and Heitmeyer, 2005), research on entry mode strategy is nearly absent, except for few studies (Doherty, 1999, 2000; Palmer and Owens, 2006; Petersen and Welch, 2000).   This paper is organized as follows. First, literature in the area is reviewed

prior to discussing characteristics of two different entry modes, own stores and franchising, that have been most frequently used by global retailers. Although it is true that some global retailers chose joint-ventures or licensing arrangements, the bulk of international expansion for global retailers takes the form of owning their own stores or franchising. Second, a global retailer's three sets of advantages underpinning its foreign market investment are discussed with propositions stating the entry mode choice at the end of each set. Next, relationships among advantage sets are explored: mediating and moderating factors are further identified with respect to the selection of entry mode. Finally, the paper presents a model of the global retailer's mode choice and ends with conclusions suggesting future research in international aspects of retailing.   While, Dawson (1994) highlights how the manufacturing sector differs from retailing and it is therefore accepted that not all research on the manufacturing sector is relevant to retailing, there are certain frameworks from the manufacturing perspective such as Dunning's (1988, 1993) eclectic framework which have been successfully applied to a retailing context (Pelligrini, 1991; Sternquist, 1997). The study presented here uses Dunning's eclectic theory as a structural framework because of the strengths of the theory in applicability, richness (several explanations) and creativity (generation of new determinants) (Anderson, 1997).   Entry mode   Wholly owned vs franchise   Table II presents the characteristics of the wholly-owned entry mode and franchise in terms of involvement/control, investment cost, knowledge dissemination

risk, and returns on investment. The wholly owned entry mode allows for greater involvement/control and returns than does franchise, while franchise is beneficial because it reduces the investment requirements of the franchisor. Control refers to the authority to affect or direct the activities or operations of a foreign subsidiary, whereas involvement refers to the level of market-specific managerial and financial resources committed to a foreign subsidiary by a firm (Anderson and Gatignon, 1986; Erramilli and Rao, 1990).   Involvement is used interchangeably with control because of the very strong correlation between a firm's level of involvement in a foreign subsidiary and the firm's control of the subsidiary (Anderson and Gatignon, 1986). Therefore, it is premised that the more involvement/control the global retailer seeks, the more likely the retailer is to use the wholly-owned entry mode. Also, the higher knowledge dissemination risk the global retailer perceives, the more likely the retailer is to prefer the wholly-owned entry mode.   Dunning's eclectic framework   Dunning's (1988, 1993) eclectic framework, also known as OLI theory, is recognized as a conceptual framework for explaining foreign direct investment. The framework provides a perspective for determining the entry mode strategy a firm will select to enter new foreign markets (Nakos and Brouthers, 2002). The following sets of factors have deterministic effects: ownership (O), location (L), and internalization (I) advantages. These three sets of factors have an impact on a firm's entry mode decision by affecting management's perception of asset power (O), market attractiveness (L), and costs of integration

(I) (Agarwal and Ramaswami, 1992; Nakos and Brouthers, 2002; Pan, 1996).   Using Dunning's OLI framework with relevant theories or theoretical perspectives, this study shows the proposed model in Figure 1, which explains a global retailer's mode choice of entry between the wholly-owned mode and franchise in global markets.   Ownership advantages   Ownership advantages refer to firm-specific resources or capabilities that allow for developing and marketing a differentiated product (Dunning, 1988, 1993). Firms need to possess both unique and sustainable assets and skills (ownership advantages) to compete with host country firms in their own markets.   In applying the OLI theory to retailing, Pelligrini (1991) and Sternquist (1997) have provided insights for specifying ownership advantages. Retail ownership advantages can take the form of product innovation (e.g. a new retail concept) or of process innovation (e.g. a new way of producing a known concept; Pelligrini, 1991). Asset-based advantages refer to unique products or a superior company reputation, whereas transaction-based advantages come about because of the way things are done (Sternquist, 1997). For example, a private label line is asset based, while a method of producing private label products is transaction based (Sternquist, 1998). In the dichotomy of retail ownership advantages, both scholars suggest that asset-based advantage or product innovation reflects “what/how to offer,” whereas transaction-based advantage or process innovation implies “how to produce the offer.” The development of clearly definable, unique, customer driven concepts reflects “what/how to offer,” while the improvement of capabilities

for producing and managing the concepts represents “how to produce the offer.”   By utilizing a clearer or unique concept, a retailer can differentiate itself from competitors. Also, the retailer having a unique capability is able to distinctively produce its concept, which also allows for differentiation from competitors. Thus, retail ownership advantages lie in unique concepts and capability.   Unique retail concept   Retail concept is denoted by overall retail brand image, retail facilities, and services offered (Vida et al., 2000). Vida et al. (2000) found that unique retail concepts provide a competitive advantage and provide leverage to international market growth. It is, however, unclear if the ownership advantage of the retail concept involves that of private label products. Even though a significant number of retailers offer their own brand products, there has been no clear demarcation among retail brand, store brand, and private label. It is important to separate retail concept from private label in measuring the uniqueness of market offering, because a retailer whose concept by itself does not imply uniqueness can develop a unique offer by innovative private label merchandise. In fact, it is becoming more possible for a retailer to develop a unique market offering by a private brand(s) with a unique brand concept(s), even though its retail concept is no longer unique. Many established apparel chains have developed or acquired new brand concepts to maintain uniqueness of their offerings or delay saturation in mature domestic markets. This study specifies retail concept and private brand as separate entities that reflect retail ownership advantages.   In general, 

the global retailer has a unique retail concept and is provided with asset power by which the retailer enjoys a competitive advantage. Returning to the OLI theory, ownership advantages cannot solely justify foreign direct investment; the differentiated product can simply be exported. However, because retailing cannot be exported, the retailer possessing and wishing to sell a unique concept must choose between selling through a contract or by becoming directly involved in a foreign market. Since global retailers with a unique concept need “control” for securing ownership, they will prefer a high-control entry mode to enter a foreign market. Furthermore, considering that global retailers adopt the global strategy with high respect to global standardization, it can be reasoned that they are more likely to prefer high control for maintaining global uniformity of their retail concept across foreign units. Melewar and Saunders's (1999) study supports this reasoning, providing empirical evidence that firms using greater control entry modes tended to emphasize standardized corporate visual identity. Therefore, it is proposed that:   P1. In general, the global retailer with a unique retail concept has an ownership advantage: the more unique the retail concept, the more likely the retailer is to use the wholly-owned entry mode.   Private brand with unique concept   A private brand is any brand that is owned, controlled, and sold exclusively by a retailer. Brand equity is an important asset of product differentiation (Gatignon and Anderson, 1988). In today's new retail economy, brand is becoming a key asset. Brand equity is perceived value in and of itself beyond the products it represents.

  Evidence of the multi-brand strategy reflecting different but unique brand concepts abounds in the apparel retail sector. For instance, Gap, Inc. has been serving different market segments with a portfolio of its BabyGap, Banana Republic, and Old Navy brands. Similarly, cataloguer Barrie Pace launched MotheroftheBride.com with an assortment geared specially to the target market's wedding-related clothing needs. Inditex has expanded with brands such as Zara, Pull & Bear, and Bershka.   The global retailer having a strong private brand can develop differentiated products by providing exclusivity to customers. Protection of brand value is difficult if the firm does not fully control the subsidiary (Dunning, 1981). Research has provided empirical evidence that higher advertising intensities, as a measurement of brand equity, lead to greater use of higher-equity modes (Gatignon and Anderson, 1988; Pan, 1996). Firms possessing a significant brand asset prefer full control because brand names are particularly susceptible to free-riding problems. Nevertheless, Contractor and Kundu's (1998) study examining brand impact on level of equity revealed that service firms with strategic importance of brand were negatively related to levels of equity investment and control.   Research investigating brands as a variable for the internationalization process in the retail sector has been scarce. Although not directly related to the foreign market entry literature, the following studies may imply the preferred entry mode by the retailer having a private brand with a unique concept. Quinn and Doherty's (2000) case study of a natural body care products company that has largely depended

on franchising for expansion revealed that franchisees' opportunistic behavior diluted brand uniformity. Similarly, Collins and Burt's (2003) study found that retailers' product-related monitoring intensity was positively related to their strategic use of private brands. These studies imply that a retailer having one or more private brands needs to have control of the brand asset to maintain global uniformity of the concept/image across units. The wholly-owned entry mode allows for more control, promising higher global uniformity across foreign units:   P2. In general, the global retailer having a private brand with a unique concept has an ownership advantage: the more unique the brand or its concept, the more likely the retailer is to use the wholly owned entry mode.   Unique capability   Unique capability is defined as a distinct/different way of producing a new or established concept. This advantage represents “how to produce the unique offer.” Superior channel management becomes a key to the success of many retailers. In the retail sector, unique capabilities usually reflect superior logistics or distinctive management. Superior retail logistics, meaning efficiency in distribution and inventory management, reflect a retailer's capability in channel management. Several successful retailers, including Foot Locker and Toy's ‘R’ Us have used this type of ownership advantage. Their national brand products are almost always available in any given country before the retailer enters the market. But there are other distinct competencies which result from these retailers' capabilities in distribution or inventory management. Also, unique methods of channel management by vertical

integration or strategic partnership of design, production, or purchasing often result in enhanced supply chain flexibility and speed. Particularly, in the apparel retail sector, faster and more flexible supply chains promise a number of competitive advantages over rivals because fashion products become obsolete rapidly.   Superior supply chain management brings competitive advantages, such as greater product innovation, that are responsive to actual customer demands and that reduce fashion risk resulting from shorter lead times to market. Effective supply chain management also leads to a lower-cost business model primarily attributable to direct sourcing and better inventory management. The ability to take costs out of the supply chain creates the opportunity for gross profit margin improvement and/or pricing advantages. Pricing advantage, along with the appeal of a distinctive brand that is clearly focused on the target market, leads to market share gains for the retailer. Zara is an excellent example of an apparel retail chain with speed-to-market capabilities. Its finished products are delivered to stores within 20 days as a result of vertical integration with 18 factories in Spain and its wholly-owned factory in China (Carruthers, 2003). Other apparel chains such as H&M and Mango, also known for a superior supply chain system, are delivering trend-right products with much shorter fashion cycles, generating a rhythm of renewal that is considerably higher than what the market had been accustomed to Carruthers (2003).   Because it comes from the methods by which things are done, unique capability is a transaction-based asset that many retailers have struggled to possess.

From the ownership perspective, retailers with unique capability need greater control to protect the asset against potential hazards. An asset kept secret will provide a significant sustainable advantage.   Organizational capability can only be acquired through time, training and experience within an organization and thus cannot easily be copied by competitors. In other words, this transaction-based asset is neither easily acquired nor copied because it is tacit in nature. The tacit-nature asset refers to knowledge rooted in a firm's routines and processes and is usually acquired through experience, a “learning by doing” process requiring a substantial amount of time. Conversely, a codified asset is embedded in physical forms, such as stores or products, and can be easily identified, structured, and communicated (Brown et al., 2003).   Imitating and transferring tacit knowledge is difficult because it is complex; acquired through experience; taught and learned through demonstration, observation, practice and feedback; and continuously evolving (Hu, 1995). The less codified, less teachable, and more complex the knowledge is, the more difficult it is to replicate and transfer across firm boundaries (Kogut and Zander, 1993). The tacit-nature asset not only protects a firm from competitors but also thwarts efforts to transfer it to associates or collaborators in the host market, which, in turn, forces the firm to adopt entry modes that allow for internal communication and knowledge transfer. These facts imply that the greater the tacit nature of a firm-specific asset, the less likely the firm is to use entry modes that require transferability of the asset. Brown et al. (2003)

study found that firms with a tacit-nature competitive advantage tend to use higher control entry modes. This finding is consistent with studies demonstrating that difficult-to-codify tacit know-how is transferred internally (Arora and Fosfuri, 2000; Kogut and Zander, 1993). In all respects, the use of the wholly ownership entry mode by a global retailer with unique capability is a well reasoned choice:   P3. In general, the global retailer with a unique capability has an ownership advantage: the more unique the capability, the more likely the retailer is to use the wholly-owned entry mode.   Strategic proposition   Strategic proposition refers to a retailer's strategic posture that reflects the ability to differentiate product or service offers for customer targets. Specifically, global retailers have developed an ownership asset of a unique retail concept. By offering customers a wide choice of items within a specialized product category (e.g. toys, athletic footwear, furniture, electrical items, etc.), specialty retailers like Toys ‘R’ Us and Foot Locker, have a competitive edge over rivals when expanding into global markets.   Growing numbers of global retailers are exclusively offering private brand products that strengthen product differentiation. Such retailers as Body Shop, Benetton, and Mango offer excellent examples of developing a competitive advantage with powerful private brands based on unique concepts. The ownership advantages represented by unique concepts and brand power play a significant role in the internationalization process. Nonetheless, increasing the capability of distinctively producing or managing product or service offers is necessary before

firms begin to venture into unfamiliar business conditions. This is particularly so in view of the inevitably more erratic nature of cross-national distribution and logistics infrastructures (Kumar, 1997).   To achieve a sustainable competitive advantage, a global retailer must maintain an organizational lead over its rivals. This sustainable competitive advantage can be the result of learning by doing. Thus, the most successful global retailers have developed a differentiated offer not only with unique concepts and brand power but also unique capabilities. Such retailers as Marks & Spencer, Zara, and IKEA have core competencies based on the combined asset power of a unique retail concept, a strong private brand, and excellent capabilities. Based on the unique retail concept, that is, providing a wide variety of good quality furniture at relatively low prices to the targeted customer segment, IKEA sells 100 percent private label furniture with a unique way of managing its inventory (Nattrass and Altomore, 2001). In addition to unique concepts with strong brand asset, Zara's supply chain management is so unique that no competitor has been able to completely imitate its superior production and delivery process (Bonache and Cervino, 1997).   Figure 2 shows the retailer's strategic proposition by its ownership assets. Each retail ownership asset has a bearing on the remaining sets of internalization and location advantages, which will be discussed in following sections.   Internalization advantages   As the second set of advantages in the OLI theory, internalization advantages refer to the benefits of keeping assets and skills within the firm when there exists a potential hazard

for opportunistic behavior by external parties (Dunning, 1988). Internalization advantages stem from minimized transaction costs. Transaction costs are defined as the costs of negotiating a contract, monitoring performance of the venture, and monitoring the behavior of those who have entered into the contract (Taylor et al., 1998).   Internalization advantages exist in the retail sector because retailers need to keep their ownership advantages within. Internalization advantages are especially important for innovative retailers because innovations, if shared with external parties, will be vulnerable to the potential loss of long-term revenues. The only way for a retailer to retain its innovative asset within the firm is to expand through wholly-owned subsidiaries. The greater the ownership asset, the more advantageous to the retailer it is to retain the asset within the firm. However, retailers' internalization advantages vary in accordance with the characteristics of ownership assets. Here, it is important to consider the nature of retail ownership assets in light of perceived dependability and transferability.   As discussed earlier, unique concepts, private brands, and unique capabilities characterize global retailers. As indicated in Table III, these retail ownership assets differ in nature, dependability, and transferability. Unique concepts and private brands are asset based, codified advantages in that they are embedded in products or stores. The easily communicable or immediately applicable nature of retail or brand concept can be freely and easily copied as was done by B&Q imitating Home Depot or Bath and Body Shop imitating The Body Shop.   Although the internal

exploitation of a given asset can reduce dissipation and slow imitation by rivals, this consideration may be less applicable to the ownership asset. Whether internalized or externalized, the advantages of the asset may be doomed to be copied by imitators in a relatively short period of time. Being exploited by imitators is inevitable and especially true because retailing is operated in close conjunction with customers and competitors. In the area of transferability, codified assets are mobile, thus easily transferable to external parties. This ease of transferability to foreign markets can be supported with evidence that many retailers sell their successful retail/brand concepts to external parities through a contract. For example, retailers such as Body Shop, Benetton, and Mango sell their successful concepts and private brand products to external parties through franchising contracts.   Conversely, unique capability is transaction based, tacit in nature, and thus cannot be easily copied by competitors. The integration of this ownership asset can reduce dissipation, significantly slowing down imitation by rivals. If internalized, this firm-specific asset will be sustainable. Furthermore, the tacit nature of unique capability makes transferability to external parties difficult. Cultural or business practice differences add to the difficulty or uncertainty of transferring organizational skills to a foreign environment. Hence, internalization advantages are more likely to arise for the retailer retaining its capability than for the retailer keeping its unique concept within the firm. The study presented here suggests that retailers having unique capability are more likely

to perceive potential advantages in internalization than retailers with unique concepts.   From the entry mode perspective, internalization advantages have been conceptualized as contractual risks (Agarwal and Ramaswami, 1992; Brouthers et al., 1999; Nakos and Bouthers, 2002). Contractual risks refer to the risks of disseminating proprietary know-how (Nakos and Bouthers, 2002). Scholars investigating the influence of internalization advantages (contractual risks) have found that when firms perceived low advantages from internalizing foreign operations, they tended to use non-equity modes of entry (Agarwal and Ramaswami, 1992; Brouthers et al., 1999). In a similar vein, Nakos and Bouthers's (2002) study provided empirical evidence that firms perceiving higher internalization advantages tended to favor equity modes of entry. Retail managers' perceptions of internalization advantages (contractual risks) are critical for the choice of an entry mode. With respect to the mode choice of entry, the global retailer perceiving high-contractual risks in a target market is more likely to favor the wholly owned mode of entry:   P4a. Internalization advantages are more likely to arise for the retailer with a unique capability than for the retailer with a unique concept: the more the global retailer's ownership advantages are associated with unique capability, the greater the retailer perceives internalization advantages.   P4b. If the global retailer's ownership advantages are solely associated with unique concepts, the retailer will perceive fewer and less-significant internalization advantages.   P4c. The greater the contractual risks, the more likely the global retailer is to use the

wholly-owned entry mode.   Global retailers' pioneering advantages   Location advantages in the OLI theory reflect how attractive a specific country is from a business perspective (Dunning, 1988). According to the theory, firms interested in serving foreign markets are expected to use a selective strategy and to favor entry into more attractive markets with the perception of obtaining higher returns in such markets. Pellegrini's (1991) work identified location issues relevant to retailing, which included cultural, geographic proximity, market size, and competitor's moves. Yet, market differences by cultural or geographic factors must be less relevant to the global retailer because the retailer uses the global strategy that ignores national or regional differences. The retailer has a global definition of its segmentation of customers who are independent of the country, where they live and have similar lifestyles and expectations. For the global retailer, every country may be attractive and reflect market opportunities. Therefore, location advantages with regard to cultural or geographic proximity may not be important for the global retailer as much as for the retailer that needs adaptations according to the local market. Rather, for the global retailer, location advantages are more related to competitors' moves because pioneering advantages may be lost if competitors preempt a foreign market. In other words, being the pioneer of a certain type of retailer to a specific segment of customers is more relevant to the global retailer's location advantages.   A market pioneer is generally perceived as the first company to sell a brand in a new product category (Golder and Tellis,

1993) or in emerging markets. The primary rationale of being the pioneer is to obtain pioneering advantages over rivals. Lieberman and Montgomery (1988) presumed the endogenous nature of pioneering opportunity, suggesting that as information asymmetry is generated, one particular firm develops a pioneering opportunity over rivals. They continued to say that a firm has pioneering opportunities through some combination of firm-specific resources/capabilities and luck. Various types of firm-specific resources and capabilities may be involved in the occurrence of pioneering opportunity.   Taken collectively, it is reasoned that the global retailer possessing great retailer-specific assets is likely to have pioneering opportunities. Innovation perceived by a global retailer is a base for pioneering opportunities, as the global retailer perceives its ownership assets as innovative, it also perceives pioneering opportunities. For innovative retailers, giving away their innovations through contractual arrangements, without being the first to exploit, is not a rational strategy. It is thus critical for the innovative retailer to expand rapidly to obtain pioneering advantages over potential imitators.   Perceived innovation   When the global retailer perceives its assets as highly innovative, the retailer becomes aware of market opportunities and realizes the necessity of rapid expansion. Postponing entry into a promising market is almost certain to translate into a loss of profitable opportunities.   Given perceived innovation, the global retailer's mode choice of entry becomes mediated by the necessity for rapid expansion. The rapid expansion need is closely related to a primary

asset characteristic: dependability. As discussed earlier, the dependability of a unique concept (i.e. an asset-based, codified advantage) is relatively low because they can be easily communicated to and applied by a competitor. In spite of full control of a unique concept, it is doomed to be copied by imitators in a relatively short period of time. In the perception of a less dependable characteristic of the asset, the global retailer with a unique concept may be more concerned with fully exploiting its value, often sacrificing some degree of control, before imitators emerge. In other words, pioneering advantages may be more significant than internalization advantages for the global retailer that believes its concept is highly innovative. Global retailers are capable of rapid expansion (Salmon and Tordjman, 1989). This results from the need to expand rapidly and fully utilize their asset-based ownership advantages before imitators start copying.   On the other hand, the dependability of unique capability is much higher because it arises through a gradual process of improvement. This tacit-nature asset, if retained within a firm, can be effectively protected against imitators. To maximize sustainability and profitability, the global retailer with unique capability is encouraged to keep the asset within the firm, rather than to rapidly exploit full asset value. Because of this more conservative approach, unique capability does not facilitate rapid expansion. Therefore, it is expected that the global retailer whose ownership advantages are more associated with unique capability perceives less need for rapid expansion:   P5a. Pioneering advantages are more likely to arise for

the retailer with a unique concept than the retailer with a unique capability: the more the global retailer's ownership advantages are associated with unique concept, the more likely the retailer is to expand rapidly.   P5b. If the global retailer's ownership advantages are more associated with unique capability, the retailer is less likely to expand rapidly.   Rapid expansion and entry mode   Scholars have suggested that rapid expansion is a primary reason for franchising in overseas markets (Welch, 1990; Hopkins, 1996; Quinn, 1998). The fundamentally expansionist nature of franchising emphasized that for some companies, foreign markets will be perceived as providing favorable opportunities for growth, regardless of the level of development of the domestic market (Alexander, 1997). Many retailers, for example, Body Shop, Benetton, Marks & Spencer, and Mango, have increasingly adopted franchising as an expansion method. This tendency is consistent with the premise that the global retailer with an innovative concept expands rapidly to fully exploit the ownership asset because expansion is rapidly accomplished through a franchising system (Doherty, 2000). Many retail firms use other operational methods to achieve rapid growth objectives (Welch, 1990). With a highly innovative retail and brand concept, and a primary growth method through wholly owned subsidiaries, Zara almost instantly expanded into 30 countries, adding nearly 250 stores from 2001 to 2003 (Carruthers, 2003). Also, GAP with well-defined concepts has used direct investment (Doherty, 1999), rather than franchising, and achieved rapid expansion. Given the existence of global retailers using the wholly-owned entry

mode to expand rapidly, this study suggests that there is a moderating factor that influences a global retailer's mode choice of entry with regard to rapid expansion.   Resource availability   Developed by Hunt (1997), the resource-advantage (RA) theory describes a process of competitive firm behavior that emphasizes the importance of market segments and resources. The RA theory defines resources as the tangible and intangible entities available to the firm (Hunt, 1997). Such resources are not restricted to a firm's tangible assets but to anything available to the firm that has an enabling capacity. Thus, resources can be financial (e.g. cash reserves and access to financial markets), physical (e.g. plant, raw materials, and equipment), legal (e.g. trademarks and licenses), managerial (e.g. the skills and knowledge of management, competencies and controls of organization), informational (e.g. knowledge about consumers, competitors, and technology), and relational (e.g. relationships with competitors, suppliers, and customers) (Hunt, 1997). Because all of these have a potential enabling capacity, they can all be considered resources. The RA theory also postulates that resources are both significantly heterogeneous across firms and imperfectly mobile. From the RA perspective, a global retailer's mode choice of entry will be contingent upon the assortment of available resources.   Resource requirement   Different entry modes require different resource commitments (Daniels, 1970; Vernon, 1983). Resource commitment is widely used at the moment to differentiate between shared and wholly-owned entry modes, and research has used the degree of ownership control as a proxy for resource

commitment, the greater the degree of ownership in the entry mode, the larger the resource commitment. A number of studies (Davidson, 1982; Delios and Beamish, 1999; Erramilli, 1991; Luo, 2001; Padmanabhan and Cho, 1999) have used market knowledge to explain why firms prefer specific entry modes and found that firms having lower market knowledge tended to reduce the strategic risk by entering these markets through licensing agreements rather than wholly-owned entry modes. From the literature, it can be reasoned that the greater the degree of market knowledge (informational resource) a firm has, the more likely the firm is to prefer the wholly-owned entry mode.   Furthermore, the resource scarcity view proposed by Oxenfeldt and Kelly (1968) provides additional insights for identifying resources required for the wholly-owned entry mode. Successful growth requires substantial financial, managerial, and informational resources, but these resources are difficult to acquire in a short period (Dant et al., 1992). The resource scarcity view explains that firms lacking these resources will favor franchising, while firms that are relatively rich in resources prefer the wholly-owned entry mode.   The following empirical studies proved the validity of the resource scarcity view by showing that credit market conditions (capital scarcity) had an effect on the ratio of franchised to total units for immature franchisers (Martin and Justis, 1993). In a similar vein, Combs and Ketchen (1999) revealed that the financial strength of public franchisors in the restaurant industry influenced the ratio of franchised to total units. Though less successful, a study investigating managerial 

scarcity argued that franchising helps to overcome the managerial limit to growth (Thompson, 1994; Shane, 1996).   Taken collectively, the wholly-owned entry mode requires significant resource commitments of capital, informational, and managerial resources. Firms having such resources available for a new venture will use the wholly-owned entry mode. Firms lacking these resources tend to rely on franchising systems. Resources, especially informational and managerial, would be not only very costly to acquire within a firm but are also vary from country to country and/or culture to culture.   A firm entering a foreign market may feel that it has sufficient informational or managerial resources for choosing the wholly-owned entry mode. At the same time, they may feel deficient in these resources with regard to entering another foreign market where significant differences of culture or managerial practices exist. For this reason, a firm expanding to a culturally distant market often has to depend on a franchising system for acquiring resources. Evans and Mavondo (2002) argued that psychic distance, defined as the distance between the home country and a foreign country as a result of the perception of both cultural and business differences, is particularly significant for retailers when evaluating the viability of foreign markets and determining the most appropriate entry mode. Using a franchising system also requires a substantial commitment of certain kinds of resources. Owing to the contractual nature of franchising, it is expected that a great commitment of legal and relational resources is necessary for the use of a franchising system.   Expansion through the wholly-owned entry

mode vs franchising   Resources available to global retailers are heterogeneous across firms and imperfectly mobile. Also, resources are continuously accumulated and their availability/sufficiency is relative to country or culture. The financial, informational, and managerial resources that a global retailer has may be available/sufficient for establishing a full ownership subsidiary in a foreign market; but simultaneously, the resources may not be enough for using the wholly-owned entry mode in a foreign market. In the latter case, if rapid expansion is imperative, the retailer may have to use shared ownership modes of entry for acquiring complementary resources. Empirical studies supported this reasoning with a finding that firms tended to choose shared ownership entry modes to procure complementary resources (Delios and Beamish, 1999; Lu, 2002).   Zara's company-owned stores require the largest commitment of resources, therefore Zara decided to implement two other modes of market entry: joint ventures and franchises. To lessen the risk, franchises were used as a mode of entry into countries that encouraged franchising, were small and risky or had cultural differences. In larger, more important markets that had barriers to direct entry, Zara used joint ventures to form partnerships with local companies.   Although, all the Zara stores in Spain are company owned, they have used franchises in Russia and Finland, but with the agreement that they could reacquire those stores when resources became available. In 2006, after China changed their joint venture laws Zara was able to enter China with their own stores.   Perceiving or predicting resource deficiency, many global 

retailers with innovative concepts have to depend on franchising systems for rapid expansion into global markets, even though their retail ownership assets encourage the full control entry mode. If rich in legal and relational resources, a global retailer will prefer contractual entry modes because they already have the appropriate resources for using contractual entry modes and may incur minimal costs during market entry. The propositions are as follows:   P6a. Resource availability has a moderating effect on a global retailer's mode choice of entry: the more capital, informational, and managerial resources available, the more likely the global retailer is to use the wholly-owned entry mode.   P6b. The more legal and relational resources available, the more likely the global retailer are to use franchising.   Resource availability and growth experience   Effect of previous mode decisions on subsequent entry mode   Recently, the effect of previous mode decisions on subsequent entry mode has attracted the interest of scholars. Such scholars investigating a multinational firm's prior experience in relation to entry mode decisions have found that firms tended to follow the mode of entry that was used most frequently in the past (Davis et al., 2000; Lu, 2002; Padmanabhan and Cho, 1999; Yiu and Makino, 2002). Padmanabhan and Cho (1999) reported that firms having previous experience with full- or shared-ownership entry modes tended to use the same entry mode in subsequent ownership structure decisions. Lu's (2002) study empirically found that the frequency of adoption of an entry mode in a firm's earlier entries significantly influenced the adoption of the same entry mode in subsequent

entries. Yiu and Makino (2002) reported that firms tended to follow the mode of entry they had used most frequently in previous global entry attempts. The underpinning reason found by these studies is a firm's internal mimicry behavior, by which subsidiaries are likely to adopt the same organizational practices: firms repeat what they have done in the past. This frequency-based mimetic factor has an important influence on the choice of entry modes (Lu, 2002). The proportion of an entry mode a firm used in the past will influence future entry mode decisions because decisions are institutionalized, and as a result, decision makers come to favor the entry mode most frequently used.   The study presented in this paper suggests expanding this logic by asking why firms are in favor of using the same entry mode in subsequent entries. Do resources accumulated from growth experience in a particular mode of entry provide an incentive to use the same mode in future entries?   Resources accumulated by growth experience   Retail firms seeking to expand globally tend to use the method that has worked for them domestically. Retail firms whose operations are based on franchising systems such as Benetton, Body Shop, and Mango prefer using franchising in international markets (Quinn and Alexander, 2002). Building on their experiences from franchising in the domestic market has led these retailers to use the same expansion mechanism for international development. In comparison, retailers like Toy's ‘R’ Us, Gap, and IKEA have generally used wholly-owned subsidiaries for expansion. These two sets of retailers replicate their domestic growth methods internationally.   The retailer that has

grown through wholly-owned subsidiaries is more likely to have an advantage in informational and managerial resources because these resources are likely to be acquired through wholly-owned subsidiaries. Palmer (2005) provides an excellent review of how multinational retailers develop informational and managerial resources during internationalization. But, the retailer using a franchising system is more likely to have an advantage in legal and relational resources due to the contractual nature of franchising. To benefit from past experience, the retailer is likely to choose an entry mode in which the retailer has a RA. To reduce the uncertainty involved in new ventures, the retailer may want to enter foreign markets using the entry mode with which it is most familiar. Thus, it is proposed that:   P7a. There is a relationship between a global retailer's growth experience and its accumulated resources: the more the global retailer's growth experience is associated with wholly-owned subsidiaries, the greater its advantage will be in informational and managerial resources.   P7b. The more the global retailer's growth experience is associated with franchise, the greater its advantage will be in legal and relational resources.   Conclusion   Just as manufacturer's internationalization is different from retailer's, so too the internationalization of global (centralized-standardized) retailers is different from a retailer that will make significant adaptation in their retail offering based on country differences. The centralized-standardized characteristic is extremely important because it is this characteristic which allows global retailers to expand very rapidly, and provides them

with the basis for business format franchising. Global retailer can largely be viewed as expanding to world cities, rather than countries. They are targeting a specific niche customer that does not vary from country to country. For instance, 80-85 percent of the products sold in a Zara store are sold in every market they serve. So we should expect that propositions predicting global retailer's international expansion would be different from a multinational company. This was one of the few studies that have considered global retailer's international expansion separately from other types of retailers. By lumping all retailers together and forming propositions to explain everyone's international expansion we run the risk of making the situation so muddy that we cannot accurately predict what will happen.   The model is meant to be normative, rather than descriptive, based on the four interconnected theories and/or theoretical perspectives. According to the model, retail ownership assets encourage the global retailer to use the wholly-owned entry mode. Nevertheless, from the pioneering advantage perspective, when the retailer perceives its assets as innovative, the retailer also perceives pioneering advantages, and its entry mode choice becomes mediated by the necessity of rapid expansion. The perceived innovation of a global retailer's retail or brand concept, rather than capability, has a significant impact on rapid expansion, the more innovative its concept, the more need for rapid expansion.   The global retailer with a unique capability is more likely to perceive internalization advantages than the retailer with a unique concept. This further implies that the retailer 

having a significant competitive advantage in producing or managing its products is more likely to favor wholly-owned subsidiaries for organizational expansion. Approached from the RA theory perspective, the global retailer that is rich in legal or relational resources but lacks capital, informational, or managerial resources is most likely to use a franchise mode. Finally, resources are heterogeneous across firms and imperfectly mobile, and a global retailer's growth experience has an effect on its available resources for a new venture.   In research, we present propositions and then invite others to point out instances where the propositions do not hold true. An empirical test of the propositions is of course, the highest form of verification. Although this study sets out theoretical premises and provides examples from practice, empirical examination of the propositions is needed.   Figure 1The model of a global retailer's entry mode choice   Figure 2Retailer's strategic proposition   Table ICharacteristics of the global strategy   Table IICharacteristics of wholly-owned and franchise modes   Table IIICharacteristics of the global retailer's ownership advantages   References   Agarwal, S., Ramaswami, S.N. (1992), "Choice of foreign market entry mode: impact of ownership, location and internalization factors", Journal of International Business Studies, Vol. 23 No.1, pp.1-27.   [Manual request] [Infotrieve]   Alexander, N. (1996), "International retail expansion within the EU and NAFTA", European Business Review, Vol. 96 No.3, pp.23.   [Manual request] [Infotrieve]   Alexander, N. (1997), International Retailing, Blackwell Business Publications, Oxford, .   [Manual request] [Infotrieve]
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