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Preface

EUROPEAN RETAIL RESEARCH is a new bi-annual that is in the tradition of the reputable
book series “Handelsforschung” (Retail Research) which has been published by Prof. Dr.
Volker Trommsdorff in Germany for more than two decades. Since 2008, this publication is
edited by a team of retail researchers from Austria, Germany, and Switzerland.

The aim of this book series is to publish interesting and innovative manuscripts of high qual-
ity. The target audience consists of retail researchers, retail lecturers, retail students and retail
executives. Retail executives are an important part of the target group and the knowledge
transfer between retail research and retail management remains a crucial part of the publica-
tion’s concept.

EUROPEAN RETAIL RESEARCH is published in two books per year, Issue I in spring and
Issue II in fall. The publication is in English. All manuscripts are double-blind reviewed and
the book invites manuscripts from a wide regional context but with a focus on Europe. We
respect the fact that for many topics, non-English literature may be useful to be referred to and
that retail phenomena from areas different from the US may be highly interesting. The review
process supports the authors in enhancing the quality of their work and offers the authors a
refereed book as a publication outlet. Part of the concept of EUROPEAN RETAIL
RESEARCH is an only short delay between manuscript submission and final publication, so
the book is — in the case of acceptance — a quick publication platform.

EUROPEAN RETAIL RESEARCH welcomes manuscripts on original theoretical or con-
ceptual contributions as well as empirical research — based either on large-scale empirical data
or on case study analysis. Following the state of the art in retail research, articles on any ma-
jor issue that concerns the general field of retailing and distribution are welcome, e.g.

o different institutions in the value chain, like customers, retailers, wholesalers, service
companies (e.g. logistics service providers), but also manufacturers’ distribution net-
works;

e different value chain processes, esp. marketing-orientated retail processes, supply chain
processes (e.g. purchasing, logistics), organisational processes, informational, or financial
management processes;

o different aspects of retail management and retail marketing, e.g. retail corporate and com-
petitive strategies, incl. internationalisation, retail formats, e-commerce, customer behav-
iour, branding and store image, retail location, assortment, pricing, service, communica-
tion, in-store marketing, human resource management;

o different aspects of distribution systems, e.g. strategies, sales management, key account

management, vertical integration, channel conflicts, power, and multichannel strategies.



VI Preface

Basically, we seek two types of papers for publication in the book:

e Research articles should provide a relevant and significant contribution to theory and
practice; they are theoretically well grounded and methodologically on a high level.
Purely theoretical papers are invited as well as studies based on large-scale empirical data
or on case-study research.

e Manuscripts submitted as more practice-oriented articles show new concepts, questions,
issues, solutions and contributions out of the retail practice. These papers are selected
based on relevance and continuing importance to the future retail research community as

well as originality.

In addition, the editors will invite articles from specific authors, which will also be double
blind reviewed, but address the retailing situation in a specific country. Manuscripts are re-
viewed with the understanding that they are substantially new, have not been previously pub-
lished in English and in whole, have not been previously accepted for publication, are not
under consideration by any other publisher, and will not be submitted elsewhere until a deci-
sion is reached regarding their publication in EUROPEAN RETAIL RESEARCH. An excep-
tion are papers in conference proceedings that we treat as work-in-progress.

Contributions should be submitted in English language in Microsoft Word format by e-mail to
the current EUROPEAN RETAIL RESEARCH managing editor or to info@european-retail-
research.org. Questions or comments regarding this publication are very welcome. They may

be sent to anyone of the editors or to the above mentioned e-mail-address.

Full information for prospective contributors is available at http://www.european-retail-re-
search.org. For ordering an issue please contact the German publisher “Springer Gabler”

(www.springer-gabler.de) or a bookstore.

We are very grateful for editorial assistance provided by Sascha Steinmann.

Graz, St.Gallen, Fribourg, Vienna, Trier and Siegen, Fall 2012

Thomas Foscht, Thomas Rudolph, Dirk Morschett, Peter Schnedlitz, Bernhard Swoboda
Hanna Schramm-Klein (managing editor for Volume 26 Issue II)
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Brand-Driven Leadership for Change Management in Retailing

Giinther Botschen, Ian Combe and Eva Thelen

Abstract

Change management theorists largely overlook using the brand as a vehicle for change. Simi-
larly, while branding has become an increasingly popular research and business topic, the
branding literature appears to neglect change management. Our research bridges this gap
through the development of brand identity as the main driver of organizational renewal. In the
article we provide insights into brand-driven leadership for change which have been devel-
oped by collaborative action research with CEOs and owners of retail firms over a twenty
year period. In contrast to the usual planning of change attempting to fit the firm to external
trends and considering internal resources our brand-driven approach is based on resonance
with consumers by the use of external socio-cultural meanings in society. We highlight phases
in the development of brand identity by reference to a prototypical retail case study and pre-
sent a framework to help managers with brand-driven leadership for change.

Keywords
Aesthetic differentiation, brand identity, brand-driven renewal, change leadership, socio-cul-
tural meanings
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1 Introduction

Strategy for change has been historically portrayed as either a linear top-down rational ana-
lytical process involving planning to fit the firm to the external environment or a cyclical
emergent process which takes account of the implementation of any change (Wilson 1992).
From a rational planning perspective the main emphasis is on driving change within firms
through the analysis and identification of external trends and the assessment of resources in-
ternally which will be required for change to take place. More recent change theorists discuss
other processes as vehicles for change such as culture, productivity, efficiency, quality, and
leadership (Senge 2000, 2006; Kotter 2007; Krueger 2006). However, there is limited discus-
sion on using the brand as a vehicle for change. Similarly, while branding has become an in-
creasingly popular business topic, the branding literature appears to neglect change manage-

ment.

In stark contrast to the separate literatures addressing change and brand management, manag-
ers are currently asked to change their firms to lead or respond to external change as well as
develop and refresh the brands they manage. To do this they have to integrate change man-
agement and brand leadership and consider the impact of one on the other (Shelton 2003) but
there is limited advice on how they can do this. To address this limitation we aim to bridge
this gap through the development of a practice-centred understanding (Dougherty 1992)
which uses brand identity as the main driver of organizational renewal. Our practice-centred
approach emphasizes the intricacies of the day-to-day thoughts and actions that go into suc-
cessful brand development. Our insights into brand-driven leadership for change are based on
work to develop market leading firms using longitudinal action research conducted over
twenty years to put theory into practice. In this article our focus largely on brand leadership
because one of the most challenging tasks for leaders of change is choosing the future long
term brand identity for their firms. We contrast this leadership role with brand management
which is responsible for the consistent materialization of the brand identity at all relevant con-

tact points over the long term.

The remainder of this article is structured as follows. First, we describe our particular view of
brand identity and brand management. Second, we outline our research approach which is
focused on collaborative longitudinal action research to develop brand identity for retail firms
because this interaction enabled us to address the on-going issues associated with the imple-
mentation of change. We conclude by considering the implications of our research for future
research and for managers involved with leading change.
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2 Brands, Brand Identity and Brand Management

Brands, brand identity and brand management play an increasingly important role in every
organization and everyone’s life. Brands and brand management have become crucial pro-
moters of societal and individual development and prosperity. They secure the survival of
firms; they help individuals to express their personality and to develop their self-identity, and
they contribute to the growth of economies. Finally, of particular significance is the unique
embedding of brands into the contextual meanings of any culture by locking into the func-
tional and/or emotional facets of meaning systems.

Every culture is equipped with particular meaning systems, so called cultural codes, which
enable the transfer of meanings (Botschen/Rigger 2003; McCracken 1986) by their relation-
ship to each other as the basis for socio-cultural understanding. These codes contain cultural
categories in the form of words, symbols, archetypes, gestures, mimics, behaviours or other
signals. To achieve understanding it is necessary to know the categories and their relation-
ships to other categories in a particular culture (Bauernfeind 2003).

Brands derive their resonance and energy from the occupation of attractive cultural codes in
society. These might be codes which have not been used by companies so far. For example,
“Red Bull* decided to conquer the socio-cultural meaning of energy through stimulating body
and mind. Codes, which have been modified towards a new meaning system like “Yellow
Tail* wine which is an alcoholic fruit drink to attract people who resist meanings inherent in
traditional red or white wine. Other brands use codes which are new inventions, like innova-
tions in the sports business such as “Burton” snow or skateboards for new ways to move you
on snow or asphalt. Hence brands become and can be carefully defined as carriers of socio-
cultural meanings in established or newly created contexts. The latter is of particular impor-

tance for our discussion of brand identity and brand management.

As a logical consequence of meaning transfer, brand identity is characterized as the particular
combination of socio-cultural meanings an organization would like to represent and to be as-
sociated with in the long term. It should secure the long term focus for the whole firm and
form the basis for enduring resonance with existing and potential customers and other impor-
tant stakeholders such as employees.

It seems worthwhile to distinguish between brand leadership and brand management.
Whereas the former is determining the future long term resonance based on the chosen brand
identity the latter is responsible for the consistent materialization of the intended meaning
system at all relevant contact points; where the brand comes into contact with its stakeholders.

Brand management needs to compose and guide all interactive processes in a way that the
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meanings attached to the brand can be experienced without any contradictions at contact mo-
ments. The more precisely the translation processes are guided and controlled the more
unlikely there will be misinterpretation of the intended meanings. Also if the intended mean-
ings are controlled there is less likely to be damage to the brand through different subjective
interpretations by consumers and other stakeholders (Botschen/Kittinger 2010).

While brand management is important to guide interpretations by stakeholders at the contact
points there is first a need to lead the development of any “new* brand identity. We first cover
brand leadership and then brand management in this article, but before this we outline our
method.

3 Method: Collaborative Inquiry in Action Research

When developing our understanding of change management we used a collaborative action
research approach proposed by Argyris/Schon (1996) based on Dewey (1938). In various
firms conditions for collaborative research were explored so that practitioners and academic
researchers share an interest in building explanatory models of organizational worlds. Both
are unavoidably concerned with issues of causality and causal inference. By seeing both or-
ganizational practice and academic research as forms of inquiry we can reframe the conven-
tional view of their relationship in a way that promotes both usable knowledge and robust
research. Central to this reframing is Dewey’s idea of inquiry, which begins with a problem-
atic (doubtful) situation. Problems block action but the inquirer seeks to unblock these to re-
store the flow of activity. Inquiry is tested by its success in resolving problems and how it

addresses new problems the resolution creates.

The collaborative approach was agreed and involved interaction with the CEOs/owners of
retail firms. All firms were privately owned and faced a similar motivational trigger as a start-
ing point for the collaboration. They were all looking to develop and strengthen their whole
organization as a brand. None of them had any financial problems and all CEOs/owners were
willing to actively participate in their brand renewal over the long term. One example, which
we refer to in this article, was MPREIS, a regional food retail chain with currently about 200

supermarkets situated in the western region of Austria.

We use the MPREIS case as a prototypical example of what we found and implemented dur-
ing the collaborative process. The use of a single case enables us to outline in more detail
what we have learned and explain the main phases required to complete any brand-driven
leadership for change. We also particularly use the MPREIS case because it provides a visual

example of a stark change in brand identity and therefore the change process and the out-
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comes are more easily understood by readers. While we concentrate on a single case to ex-
plain the implementation of our ideas we also draw on another retail example to provide more

analytically generalizable conclusions (see Yin, 2004).

We now describe the main phases and explain the process to complete the development of the
renewed brand. Phases 1 and 2 are concerned with the leadership of change to brand identity
while phase 3 explains how to manage the alignment of firm structure, processes, rules and

behaviour of employees to the intended future brand identity.

3.1 Phase 1: Determination of the New Brand Identity

In all our collaborative cases the motivation behind the CEO/owner’s involvement with brand
renewal was a degree of dissatisfaction with the current strength of the “corporate brand* and
an increasing lack of differentiation from their main competitors. For example, Anton Molk,
the CEO of MPREIS, was copying the format and pricing strategy of ALDI, the low price
discounter, but found it difficult to complete with the larger competitor. He was also im-
pressed by the story behind the energy drink brand “Red Bull“ and was therefore looking for
an attractive future brand profile to break with the increasing focus on low price competition
within the retail supermarket industry.

Motivation of Staff

A main consideration at this early stage was to motivate as many employees as possible for
the brand driven renewal process and to avoid any problems in the well-established organiza-
tional change formula suggested by the Dannemiller Tyson Associates (2000, 2005). In other
words, to make sure that “D” (Dissatisfaction) x “V” (Vision) x “Fs” (First steps) are greater
than “R” (Resistance). To do this a small brand development team (a microcosm of the firm)
was brought together to analyse patterns of resonance with consumers in the past. A micro-
cosm team follows the idea that you can model the culture and knowledge of a firm in a team

of 10 to 50 representatives.

Motivation of staff is a concern in all our collaborations to renew brand identity. The size of
the team may change from case to case due to the different size of the firms but in all cases
the CEO and directors are obligatory participants otherwise the intended move lacks a clear
priority. Also included in all cases are representatives from different departments so the proc-
ess is as inclusive as possible. All hierarchical levels in the firm need to be represented and
interviews are conducted so that critical thinkers with experience of the past are targeted to be
included in the team.
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In the MPREIS case the team consisted of 35 people recruited from different departments and
hierarchical levels, ranging from the CEO and directors, to managers of stores and head office

staff from personnel, logistics, marketing, control and service personnel.
Analysis of the Past

Under the guidance of an external moderator the team explored the historical brand identity
and the development of the intended future brand identity for the firm. When exploring the
established brand identity face-to-face in-depth interviews were conducted. The main purpose
of these interviews is to identify historical patterns of positive or negative resonance which
reveal the underlying meaning system of the brand. These interviews are conducted with all
members of the team and additional experienced employees plus some external experts who
know the company very well.

Experienced employees can remember which company activities continuously reproduce
positive or negative customer or stakeholder resonance and they can also explain the causal
link to underlying mechanisms within the firm which are responsible for these patterns of
success or failure. Typically a qualitative content analysis of about thirty interviews by two or
three independent analysts will allow the main patterns of resonance to be identified. The
team then builds the basis for the intended future identity which are derived from and con-
nected to the surrounding “culture”.

The main task for the team at this stage is to see which existing meanings are to be taken into
the future; which ones need to be modified, which need to be eliminated and which meanings
could be added as complete new ones (Kim/Maubourgne 2005). We have found by experi-
ence that the use of a collage technique produces the best results for this task. Case teams of
three to five members designed collages about their intended brand identity integrating the
results from the exploration of the existing identity. To enrich and widen the results external
experts might be invited into the team to add their ideas. All collages are presented to the
team members and interested employees, explained and discussed in detail. Unfeasible pro-
posals can be eliminated at this stage. All presentations are tape recorded or videotaped.

While we have found that the collage technique to be a very powerful way to highlight the
intended change of identity to employees in a very visual format, several CEO’s did not like
the use of collage when it as first suggested. Resistance to the use of this technique needs to

be overcome because it has been very useful in all our collaborations.
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Developing Socio-Cultural Meanings for the Future

The next stage is to perform another content analysis to identify the most promising socio-
cultural meanings proposed by the development team and these are discussed with the CEO or
owner. The derived intended identity is then presented to a core team consisting of the CEO
and the top executives. The presentation is supported by text and pictures and this helps se-
cure the buy-in to the intended brand identity by the top team before it is presented to the de-
velopment team members. From our collaborative work we have found that this procedure
results in-buy in from all employees involved and only minor modifications have been neces-

sary when developing the evolved future brand identity.

In the MPREIS case the shift from the historical brand identity in the early nineties to the in-
tended future identity was a really challenging one. Whereas the identified historical mean-
ings were driven by the specific conditions of the whole supermarket industry, the future
brand identity represented a significant break with some of the established resonance patterns
and related meanings of the past.

Table 1 and Figure 1 summarizes the results in terms of the historical past and future brand
identity as a “big picture” (Kim/Maubourgne 2005) applying the above procedure to the
MPREIS supermarket retail firm. We deconstructed the meanings associated with the old and
new brand identity (Combe/Crowther/Greenland 2003) to emphasize the change both in text
and pictorially. See Table 1 and Figure 1.

Table 1: Deconstruction of Past and Future Brand Identity of the MPREIS Company

Past Brand Identity —  Future Brand Identity

Shabby Discount like Appearance ——p  Aesthetic Store Atmospherics

Poor Freshness —»  Excellent Freshness

Price/Quality Focus —»  Pleasant taste and Savour Focus
Interchangeable Assortment —  Exclusive Variety (only available at MPREIS)
Tyrolian Company —> Regional and Organic

Boring Presentation —»  Zeitgeisty Communication

We find the pictorial deconstruction very powerful in aiding the buy-in from employees, es-

pecially in this particular case, because of the stark contrast between past and future identities.

In our other collaborations the same underlying process was followed but the changes for the
future were typically much more subtle. For example, in the case of INTERSPAR, the Aus-
trian hypermarket chain, the main change for the future was to bring the meanings associated
with an open air market into the hypermarket. This change is more subtle and involved a re-
think of the internal layout of the stores but little change externally. Transferring this idea into
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the food retailing sections of the store was reasonably straightforward but was much more

demanding in the non-food sections.

Figure 1: Past and Future Brand Identity

Tyrolean Price/Quantity |:‘> Regional & Pleasant Taste Excellent
Company Focus Boohicshness Organic & Savor Freshness
Interchangeable Boring Disscr;izt:ylike Exclusive Zeitgeisty Aesthetic Store
Assortment Presentation A Variety Communication Atmospherics
ppearance
past  Revealed brand identity of Present Intended brand identity of Future
| MPREIS in the early Nineties | MPREIS for the future
Positive and negative historical patterns of resonance Intended future patterns of resonance

3.2  Phase 2: Translating the Intended Brand Identity into Concrete Results

and Rules of Conduct at Contact Points

Although the future brand identity was carefully outlined in the brand development team and
was starting to be a shared mental model within the members of this group it still remains too
abstract. The future identity has no real relevance for those not involved in the team and this
is especially so for employees who have direct customer contact. For these employees and for
customers and other important stakeholders of the company the rather abstract meaning sys-
tem needs to be concretized for every contact zone; where stakeholders come into contact
with the brand. Zeithaml/Bitner (2000) propose a mechanism termed “digging deeper” which
we use here to specify the concrete results and so called “rules of conduct” for important con-
tact points between the firm and its customers. It is at these contact points that the intended
brand identity will be materialized and perceivable by existing and potential customers. If the
translation of the meanings is not clear and transparent and also consistent for the employees
they will not adequately deliver high performance and this will result in disappointing contact

experiences for customers.
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Development of Concrete Behavioural Rules

In Figures 2 and 3 the process of digging deeper from the abstract level of aesthetics in the
context of store atmospherics to concrete behavioural rules in the MPREIS case is shown. The
meaning of “Aesthetic Store Atmospherics” was broken down into six dimensions and for
each dimension various concrete results and behavioural rules were formulated.

Figure 2: Translating the meaning of “Aesthetic Store Atmospherics” into more concrete Cus-
tomer and other Stakeholder Experiences

Six Gestalt Principles of ‘Aesthetic Store Atmospherics’

-~

Timeliness Architecture Fractal Self similarity Prototypical retail format

mirroring the spirit of time & even the smallest piece of represents a category but

peculiarity of the landscape entire MPREIS is (self)- moderately incongruent with
similar to the whole associated schema

Unity - congruity and some Novelty — balancing degree  Minimalism — omitting the

sensual connection among of renewal and continuity unnecessary to reveal the
elements - Freedom of sight  regarding functionality, light, essence
and motion for customers, materials

visitors and employees

In Figure 3 the digging process is continued and a behavioural rule for the design of the con-
tact zone store entrance is given. The illustration highlights how the rule is compared with a
negative example from the entrance of a supermarket. By comparison with the past the impact
of the new brand identity on the configuration of a specific contact zone can be more easily
seen and the difference in the new design and behaviour can be recognized.
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Figure 3: Translating the derived meaning Dimension of “Minimalism” into concrete Cus-

tomer Experiences and behavioural Rules

Materialising ‘Aesthetic Store Atmospherics’ at Contact Points

-~

Principle 6: Minimalism — Revealing the essence

The Store entrance contradicts the The Store entrance supports the
principle of minimalism: Principle of minimalism:
« difficult to access « easy to access
«too many objects «free of merchandise, posters or
«dirty promotions
= unfriendly * The information is limited to

opening hours and certificate of
apprenticeship

Integration of Employees in Brand Development

Employees need to be aware of the behavioural rules that relate to their own work and their
impact on customer interaction. The translation exercise is a good opportunity to confront
employees with the implications of the change for their daily routines and behaviour and to
reflect with them on how the new identity impacts on concrete customer experiences. For this
purpose one or two members of the development team are asked to select new team members
for specific contact zones, discuss the intended brand meanings and translate them into con-
crete contact experiences and behavioural rules for their daily work. Facilitators then screen
this catalogue of modified customer experiences and behavioural rules before it is presented
to the whole brand development team. The team reflects again and the final version is printed

into a “rule of conduct” booklet and handed to every employee.

The integration of employees in the brand development team to generate the rules of conduct
allows the intended brand identity to enter their mental models and this can create an immedi-
ate impact on their behaviour. Some of the behavioural rules can be implemented directly
after their acceptance without any specific training or additional resources. Many of them will
need modification to the existing organizational structure and processes. Some others will
require the development of new skills and capabilities. Others again will have an impact on
the existing roles and responsibilities of executives and managers. Sometimes even modifica-
tions to the existing culture will be necessary to create identification and implementation of
the decided “rules of conduct” into the daily routines and behaviour of all employees.
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These activities can be summarized under aligning the whole organisation towards the in-
tended new identity. Some of the most promising mechanisms are described in the next sec-

tion termed phase 3 with examples from the MPREIS case.

3.3 Phase 3: Alignment of Structure, Processes, Roles and Behaviours

Figure 4 gives an overview of four crucial mechanisms to continuously support the imple-
mentation of the agreed rules of conduct.

Figure 4: Aligning the whole Organisation towards the New Brand Identity

Intended Brand Identity
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Prioritize Topics

The first mechanism deals with the prioritization of tasks by ranking of importance of mean-
ings and contact zones. In the MPREIS case the meaning of “Aesthetic Store Atmosphics” in
the interior and exterior design of new supermarkets received the highest priority. This was
followed by a “Regional and Organic” focus in the product assortment and “Zeitgeisty Com-
munication”. As a consequence most of the available resources went into the development of
the unique understanding of MPREIS in terms of store aesthetics. The specification and appli-
cation of store aesthetics to the exterior and interior design of all new or converted sales
premises through a pool of local and international architects and designers aimed to create a
sensual experience to brighten up the daily routine of customers.
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As a consequence of the change MPREIS’s continuously adapting aesthetic outlets are repeat-
edly featured in respected architecture magazines and they have been represented at various
international culture and art events. For example, the MPREIS case was presented at the 2004
Venice Architecture Biennale, the fashionable London magazine “Wallpaper” described
MPREIS as “a seriously sexy supermarket” and according to the supplement of the Siid-
deutsche Zeitung it was highlighted as “the chicest shop to buy food and fresh produce”.

As an example of the materialization of the meaning “Zeitgeisty Communication” MPREIS
created modified food wrappers which include examples of poetry written by local poets.
These stimulated customers’ thoughts and became a source of constant amusement; they are
even collected by devoted fans. The prioritizing of meanings and contact zones had paid off
and the shopping public has endorsed the modern and refreshing character of MPREIS stores.
MPREIS supermarkets are increasingly exercising a magnetic effect. Market research con-
firms that this brand enjoys more popularity and sympathy and gets more customers through

its doors than any of its competitors.

In our other collaborations the same process was followed but of course emphasis is placed on
different issues from one case to the next. In the case of INTERSPAR, for example, emphasis
was firstly placed on the product assortment in the store. To ensure that the correct products
are purchased for their customers the buying and selling functions were merged. Then work
was undertaken on the design and layout of mini-markets within the hypermarket.

Adjust Structure, Functions and Positions

The second mechanism concerns necessary adjustments of structures, functions and positions.
Here again the necessary modifications are driven by the derived concrete results for custom-
ers during contact moments. As a consequence the MPREIS headquarters was turned into a
service centre to support store managers and their employees in the fulfilment of agreed be-
havioural rules. The role of buying managers was transformed into product assortment man-
agers who directed their activities towards quality of goods and presentation on the shelves.
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Optimize Processes

The third mechanism is to increase the knowledge about regional and organic food products
and MPREIS had to rethink its buying philosophy and logistics to fit with this meaning. Some
of the new suppliers were too small to satisfy the demand generated by 200 stores in the re-
gion. Hence a new logistical concept needed to be designed and implemented for suppliers
who only delivered to some of the MPREIS supermarkets. To check the taste and flavour

qualities of new products a tasting fair for employees was established.
Disseminate and Anchor Intended Brand Identity

The forth mechanism is responsible for dissemination and anchoring tools for the intended
brand identity (Tomczak et al. 2008). In the MPREIS case training modules for “Aesthetic
Store Atmospherics”, “Excellent Freshness” and “Pleasant Taste and Savour” in train-the-
trainer format were developed. Every employee attended these seminar modules and the CEO
and top management team were more frequently present in the supermarkets. Slowly employ-
ees changed their view from discount driven price orientation to embrace the new brand iden-
tity. This way aesthetics, taste and freshness will constantly enter into the “culture” of
MPREIS creating the expected resonance with customers and employees in the long term. A
new meeting structure was designed to ensure that projects and feedback regarding the im-
plementation progress of the intended brand identity are always on the agenda.

Table 2: Framework to Complete Brand-Driven Leadership for Change

. Motivation and triggers for renewal

Phase |

Determination of intended
brand identity

Analysis of patterns of resonance — failings and success
Identification of future patterns of success

Development and specification of the new brand identity including the new core driver
and central socio-cultural meanings

Phase Il

Translation of the new
brand identity into concrete
experiences and rules of
conduct at contact points

Identification of main contact zones for resonance

Translating the brand meanings into concrete results and behavioural rules for em-
ployees

Phase Il

Aligning structure, proc-
esses, positions and behav-
iours

Continuous work and projects to align and implement the intended brand identity

Testing and experimenting, e.g. design of the prototypical market, optimizing a new
degustation procedure, developing trainer modules for the implementation of new
meanings

Whole scale events which continuously confront and integrate all employees into the
active support of the intended brand identity
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In our collaborative case studies our work has revealed similar patterns for the three main
phases of the brand driven renewal process. About six to twelve months were needed to de-
velop and determine the intended new brand identity in each firm. Another six to twelve
months proved necessary to translate the more abstract meanings into behavioural rules for
employees and concrete results for customers. The alignment activities evolved as an on-
going procedure with a minimum time limit of twelve months. This was the minimum time
required to create the desired positive resonance with existing and new customers and involv-

ing other stakeholders such as employees.

The meanings of the new brand identity are responsible for the continual attraction of the or-
ganization; the performance of the involved employees is responsible for the degree of cus-
tomer satisfaction. If the new brand identity is not empathetically and clearly translated into
concrete results and behavioural rules employees will not be able to recognize the relevance
of the new brand meanings for their daily working routines. The understanding of the impact
of the new brand identity is a must for everybody in the organization but does not guarantee
that employees are automatically motivated and capable to perform the new rules of conduct
(Vallaster 2007; Vallaster/de Chernatony 2006). In most cases they need support through
training and the adaptation of structures and processes or alterations of their job profiles and
responsibilities to successfully apply the new rules of conduct.

4 Summary and Outlook

In the introduction to this article we identified a research gap requiring an integration of the
literature on change management with branding. Both streams of research foster a rather iso-
lated view of their respective topics. Hence change management is lacking a clear focus
where all renewal activities integrate and produce the maximum attraction for the whole or-
ganisation. The branding literature remains in the marketing corner without putting the brand
in the centre of the organization and exploiting all the leadership of change potential.

In contrast we have put the brand into a role as the main driver and the centre of organiza-
tional change. For this purpose a brand is defined as a carrier of meanings, more explicitly
socio-cultural meanings, and brand leadership is charged with developing these meanings for
the future. Additionally, a requirement of brand management is to continuously adapt the
right “activities” to produce the desired brand meanings. The description of the three phases
in our framework is based on the established literature and the authors’ observation and learn-
ing from many years of collaborative inquiry with various retail companies.
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Phase one shows how a company can compose its own intended brand identity based on past
success patterns and potential future meanings. Phase two shows how these meanings can be
materialized at contact points of the whole organisation. And phase three summarizes the

mechanisms to implement the intended materializations across all contact points.

4.1 Implications for Future Research

Further research is required to develop a model that can be generalizable to different retail
contexts and we are working on this through further collaborative research with existing and
new research partners. We have considerable experience of action research in supermarket
and hypermarket retailing and have been involved with change to brand identity in other food
retailing contexts such as in an independent bakery. However, arguably brand identity is even
more important to consumers in clothing retailing because the brands we wear are more visi-
ble forms of consumption and are more closely associated with the “self”. We aim to conduct
more work in this retail context to see if the processes we have outlined above have to be
modified.

One major theme for future research is to explore how meanings are co-created by different
stakeholder groups. Due to co-creation of meanings, managers have to accept that they may
have less control of brand identity than they did in the past. Simply attempting to control
meanings through advertising or links to prevailing fashion (McCracken 1986) is problematic
in socially networked societies. Meanings can change in various stakeholders for different
reasons. For example, research into the existence of different meanings in consumer groups
has found meaning can change due to different contexts (Kleine/Kernan 1991; Ritson/Elliot
1999), consumers possessing different knowledge (e.g. Berthon/Pitt/Campbell 2009) and nar-
rative and emotional explanations relating to the “self” (e.g. Escalas 2004). We see the need
to build on this work to not only explore the existence of different meanings in different
stakeholder groups and why these occur but also to explore how to manage meanings in this

complex environment.

We also see the need for further research on the topic balancing stability and flexibility in
branding which is particularly important for retail firms that operate internationally or possess
large branch networks. In such situations firms are likely to have to compete with different
competitors and have to address different customer needs in different locations but this re-
quires different strategies which may undermine brand consistency (Combe et al. 2012). In
these situations retailers need a brand that is both stable and flexible at the same time. To
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achieve this is a particularly challenging task for managers and one with limited empirical

research to inform managers how this can be achieved.

While various research methods are likely to help develop knowledge on these topics we see
the need for further use of the in-depth longitudinal action research based on collaboration
between researchers and practicing managers. This type of research, we contend, provides a
depth of knowledge that is both robust and useful at the same time.

4.2  Implications for Managers

We have outlined a framework to help managers put the brand at the centre of any organiza-
tional change process. Both the leadership and management of change in brand identity are
particularly challenging for managers. The leadership of change outlined in phases 1 and 2 in
our framework requires managers to be creative and inclusive not only to develop ideas for
the future brand identity but also to obtain buy-in from employees. Another leadership role is
to make sure that brand meanings drive processes within the firm and not the other way
around.

The management of brand identity outlined in phase 3 is an on-going process and requires
managers to take a long term perspective as it is still a “work in progress” at the premises of
our collaborative partners. For example, MPREIS is still researching and considering adding
products into their stores to further develop “Exclusive Variety” almost twenty years after the
inclusion of this meaning into their brand identity. Another critical role for managers is trans-
lating the shared mental picture of the “new” brand identity into concrete employee behaviour
so customers obtain a consistent experience.
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An Empirical Study of Store Environment Influence on Consumer Multi-
Perceived Values toward Patronage Intentions
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Abstract

Consumers seek not only the merchandise value, but also enjoy the shopping experience
while purchasing. However, little is known about the impact of transactional and experienced
values on patronage intentions. Further, in the past, merchandise and emotional value percep-
tions were mostly investigated as two separate issues. This study uses exploratory and con-
firmatory methodology to examine the interrelations among store environment, value content,
multi-value perceptions, and patronage intentions. The findings suggest that the determinants
of patronage intentions are hedonic and utilitarian shopping value that could be achieved ef-
fectively by mall tenant variety and store ambient dimensions. Moreover, an attractive store
environment positively affects the perception of merchandise and service quality, induces a
stronger monetary price perception, and reduces the evaluation of merchandise value. This
research emphasizes the influence of an enjoyable store environment on perceived value,
shopping experiences and consequently consumers’ patronage intentions.
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1 Introduction

Retailers are gradually switching from competitive strategies based on price and promotion to
providing customers with a unique shopping experience. The reason can be seen in the fact
that conventional pricing and promotion based strategies offer little possibilities in terms of
differentiation. From the viewpoint of long-term customer profitability, this may even result
in attracting the wrong customer segments (Reichheld 1996). Secondly, “shopping” itself has
evolved into a popular leisure activity (Michon/Yu/Smith 2008; Rintaméki et al. 2006;
Sweeney/Soutar 2001; Mathwick/Malhotra/Rigdon 2001; Chandon/Wansink/Laurent 2000;
Holbrook 1994, 1999; Babin/Darden/Griffin 1994; Sheth/Newman/Gross 1991).

Previous research on consumer value (Michon/Yu/Smith 2008; Rintamiki et al. 2006;
Baker/Parasuraman/Grewal 2002; Chandon/Wansink/Laurent 2000; Babin/Darden/Griffin
1994; Zeithaml 1988), all define clearly that trade value (i.e. merchandise perceived value)
or/and emotional value (i.e. hedonic shopping value, utilitarian shopping value) positively
influence consumers’ patronage intentions. However, none of the studies have focused on
both consumers’ perceived merchandise value and emotional value to explain patronage in-
tentions. Extant research of store environment impact on consumer behaviour can be catego-
rized into two groups: one is the efforts of store environment upon consumers’ emotions
found positively (Lin/Wang/Zhang 2010; Baker/Levy/Grewal 1992; Wakefield/Baker 1998);
the other is the effects of store environment upon the consumers’ merchandise perceived
value (Baker/Parasuraman/Grewal 2002; Sirohi/McLaughlin/Wittink 1998) and the purchas-
ing decision-making (Hsu/Lin 2011).

In recent studies, value is considered to be a key indicator for consumer’s patronage inten-
tions (Parsuraman/Grewal 2000). Despite the multitude of research about this topic, none can
offer a satisfactory explanation for consumer patronage. Although, devoting to the research of
in-store image characteristics and their influences on both hedonic and utilitarian shopping
value (Weitzl/Zniva 2010), the perceptions of value content were not included. In fact, so far,
there is no research to examine store environment via value content impact on trade value (i.e.
merchandise value) and consumer experienced value (i.e. emotional value includes hedonic

shopping value and utilitarian shopping value), simultaneously.

In view of this research gap, this study attempts to investigate the concept of multiple value
perceptions and build a comprehensive model to describe the relationships between store en-
vironment, consumers’ value perception (i.e. merchandise, hedonic, utilitarian), value content,
and patronage intentions. Based on a mixed methodological approach, the research tools in-
clude expert interviews, literature review, and a questionnaire survey to empirically validate

the proposed research model.
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The theoretical contributions of this study can be seen in clarifying the differences among
merchandise value, hedonic shopping value, and utilitarian shopping value, as well as inte-
grating these constructs into different levels and establishing a comprehensive research
framework. The practical contribution is to provide suggestions to practitioners on how to
create a better store environment in order to enhance consumers’ perceived value and their

patronage intentions.

2 Theoretical Background and Research Hypotheses
2.1 Store Environment

With increased competition in the retail industry in recent years, retail practitioners are
searching for effective strategies to attract and retain the right customers
(Sirohi/McLaughlin/Wittink 1998). Retailers find it gradually difficult to create sales
advantages solely through their marketing mix variables. In the three stages of the marketing
strategic alliances, the second stage “long-term relationship development” is the most
important in determining the success or failure of long-term relationships and further gain
competitive advantages (Hsu/Tang 2010). Therefore, changing the store environment offers a
new possibility to differentiate oneself from competition (Baker/Levy/Grewal 1992). Most of
the previous research about store environment is focused on how store environment
influences consumers’ experiences and shopping response (Hsu/Lin 2011; Lin/Wang/Zhang
2010; Babin/Attaway 2000; Wakefield/Baker 1998; Baker/Levy/Grewal 1992; Zeithaml
1988). This research indicates that store environment has an impact on consumers’ staying
length and patronage intentions.

Due to the growing importance of consumer value, researchers emphasize the influence of
store environment on consumers’ multiple perceived value and thus toward patronage deci-
sion. Gronroos (2002) differentiated between core value and added value, the former means
the benefits of a core solution paid for, and the latter is created by additional services in the
relationship costs. Interpersonal services (e.g. employees’ quick delivery, attentive, supportive
services) are an important source of added value; hence, we adopt this concept as store social
dimension to influence customers’ perceptions in this study. Baker/Parasuraman/Grewal
(2002) classified the three dimensions of store environment as social, design, and ambient
dimensions. The social dimension includes employees’ well-dressed, friendliness, and help-
fulness. The design dimension includes pleasing colour scheme, attractive facilities, and or-
ganized merchandise. The ambient dimension includes pleasant music, appropriate music, and
bothersome music. Wakefield/Baker (1998) proposed the environment can be differentiated

from mall tenant variety, mall physical environment, and involvement with shopping as ante-
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cedent factors. The retail responses such as excitement, desire to stay, and re-patronage inten-
tion are positively influenced by the physical mall environment (i.e. architectural design, lay-
out, music, interior decor) and mall tenant variety (i.e. an excellent variety of stores, food,

entertainment).

Based on the research of Baker/Parasuraman/Grewal (2002), Gronroos (2002), and
Wakefield/Baker (1998), this study included four dimensions of store environment which
effects on shopping response. Therefore, we classify store environment into four dimensions
as design, ambience, society, and mall tenant variety to examine their influence on

consumers’ perceived values and toward their patronage intentions.

2.2  Perceived Values

The concept of perceived value is one of the major strategies for enterprises to enhance com-
petitive advantage; and it is the most important index of patronage intentions. In addition,
some scholars utilize the concept of perceived value to explain the influence of store envi-
ronment on patronage intentions and patronage decision (Michon/Smith 2008; Rintaméki et
al. 2006; Baker/Parasuraman/Grewal 2002).

Multi-Value Perception

Parasuraman/Grewal (2000) considered that the components of perceived value as a dynamic
model consists of four value types: 1) acquisition value describes the benefits relative to
monetary cost that buyers gain by acquiring a product/service; 2) transaction value describes
the pleasure of getting a good deal; 3) in-use value reflects the utility derived from using the
product/service; and 4) redemption value describes the residual benefit at the time of trade-in
or end of products life or services termination. Sweeney/Soutar (2000) divided value into four
dimensions, namely emotional, social, quality/performance, and price value for money, are
significant in explaining attitudes and behaviour. Emotional value is the enjoyment or
pleasure derived from product and social value address in terms of its consequences of what
the product communicates to others. Consumers can obtain two kinds of values from
shopping. One is experience value such as in-use value (Parasuraman/Grewal 2000),
emotional value, social values (Sweeney/Soutar 2000), hedonic shopping value, and
utilitarian shopping value (Babin/Darden/Griffin 1994; Babin/Attaway 2000). The other kind
of value is trade-based value such as acquisition, transaction, redemption
(Parasuraman/Grewal 2000), quality/performance, and monetary price (Sweeney/Soutar
2000).
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When the consumer has the different ideas about shopping, the experience about shopping
would be different. Babin/Darden/Griffin (1994), Babin/Attaway (2000) believed that con-
sumers might consider shopping as a work or an enjoyment. Hedonic shopping value and
utilitarian shopping value summarize as perceived shopping value and can be employed to
explain the shopping experience (Michon/Smith 2008; Chandon/Wansink/Laurent 2000;
Babin/Attaway 2000; Babin/Darden/Griffin 1994). Utilitarian shopping value takes a more
rational viewpoint as problem solution (Bettman 1979) and more task orientation by empha-
sizing efficiency (Blackwell/Miniard/Engel 2000; Babin/Attaway 2000). In contrast, hedonic
shopping value is characterized as self-oriented (Holbrook 1999; Babin/Darden/Griffin 1994)
and subjective, and it inherently also focuses on the potential of acquiring enjoyment and
other sensual delights derived from the shopping task (Chandon/Wansink/Laurent 2000;
Blackwell/Miniard/Engel 2000). According to the above classified criterion, the multi-value
perceptions stimulated by store environment can be firstly classified into two groups in con-
sumer’s shopping experience: one is trade value (i.e. merchandise value perception), the other

is experience value (i.e. hedonic shopping value, utilitarian shopping value).
Value content

Academic discussion on customer perceived value is becoming broader in scope and the value
content goes beyond quality and price (Sweeney/Soutar 2000). In this study, we discuss value
content in terms of three multi-value perceptions at the store environment such as service
quality perception, merchandise quality perception, monetary price perception, time/effort
cost perception, and psychic cost perception. As such, the components of value content are
integrated with other constructs to develop the interrelated research framework.

Sirohi/McLaughlin/Wittink (1998) found in their research on supermarket channels that the
service quality constructs is composed of store operations perceptions, personnel service per-
ceptions, and store appearance perceptions. Service quality perception has a highly positive
effect on perceptions of merchandise quality, but the perceived value for money does not play
an  important role in  customers’  perception of merchandise  quality.
Baker/Parasuraman/Grewal (2002) concluded that perceived value is mainly influenced by
merchandise quality perceptions and monetary price perception.

Since perceived value is an abstract concept, the formalization of this concept mainly comes
from perceived quality and perceived sacrifice. Perceived quality is inferred by the inner and
outer attributes, i.e. service quality perception, and merchandise quality perception. Perceived
sacrifice mainly comes from the consumers’ monetary price perceptions and non-monetary
perceptions, i.e. time/effort cost perception, psychic cost perception. Price for consumer is
what is given up or sacrificed to obtain a product, however Ahtola (1984) argued that mone-
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tary price is a lower level attribute in multi-attribute models because price is a “give” compo-
nent rather than a “get” component. Dodds et al. (1991) indicated that actual price is an objec-
tive external characteristic of merchandise that consumers perceived as a stimulus in the
model of the conceptualization of value perception (Monroe/Krishnan 1985). Thus, price for
consumers means both objective external properties and subjective internal representations

that are derived from monetary price perception.

Often consumers’ perceived value depends on the price of the desired product or service (e.g.
a lower price increases the perceived value). In this context consumers’ price perceptions will
equal their value perception. But, this perspective is very limited and does not cover all neces-
sary dimensions which could have an impact on consumers’ value perceptions. As the results
of Zeithaml (1988) show the consumers’ perception of value refers to a balance between qual-
ity and price. Furthermore, other shopping costs such as non-monetary price perceptions (i.e.
time/effort cost perception, psychic cost perception) could have an impact on value percep-
tions. The consumers’ evaluations of these dimensions are often influenced by store environ-
ment (Zeithaml 1988; Baker/Parasuraman/Grewal 2002). Customers respond negatively to
factors such as poor store environment, improper interpersonal service-quality, long searching

time, and too much effort spending.

Therefore, to cover all important aspects which are relevant for the consumers’ perception and
evaluation of value content we used the dimensions proposed by Zeithaml (1988) and
Baker/Parasuraman/Grewal (2002) and included them as mediator variables in our conceptual
model (Figure 1). Value content, hence, is composed of “the gain” - that is, service quality
perception and merchandise quality perception - and “the sacrifice” - that is, monetary price
perception and non-monetary price perception. Overall, the four dimensions of store
environment as antecedents affect three multi-value perceptions, which are mediated by five
components of value content. Based on this understanding of consumer’s shopping
experience, customers’ perceived value is stimulated by store environment and will affect

customers’ patronage intentions.
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Figure 1: The Conceptual Model

Store Environment Value Content '\P/gtcl-evz:ilgr?
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2.3  Research Hypotheses: Influence of Store Environment on Value Content

Influence of Store Environment on Service Quality Perception

The consumers’ evaluation for the service personnel and service environment is an important
factor in formulating service quality perception (Sirohi/McLaughlin/Wittink 1998). As
discovered by Bitner (1990), service personnel’s attitude and behaviour have an enormous
influence on consumers’ functional quality perception. Besides, service is intangible and it
requires customers’ involvement in the process so that the surrounding environment has a
prominent impact on the quality perception of the overall tangible service (Bitner 1992). Also,
the shopping environment and employee service positively influence retailer perceived quality
which leads to consumer’s biased behavioural response (Wu 2009). Interpersonal service has
the largest influence on communicating service quality perception (Bitner/Booms/Mohr
1994). From the above discussion, the general consensus is that store social dimension is a
major factor to shape service quality perception. Store design dimension concludes a positive
influence on service quality perception, but the influence of the store ambient dimension
could not be supported (Baker/Parasuraman/Grewal 2002). Store design and store ambient
dimensions bring impact on service quality and associated cognitions which can lead to
beliefs and attributions associated with the organization, its people and its products (Bitner
1992; Sirohi/McLaughlin/Wittink 1998). Service quality was examined in four service
industries and was found to be highly correlated to physical environment quality, including
ambient conditions, design, and social factors (Brady/Cronin Jr. 2001). Wakefield/Baker
(1998) pointed out that better mall tenant variety and mall physical environment have positive
effects on customer excitement and desire to stay, also influence re-patronage intentions.
Based on the above discussion, we propose the hypothesis as follows:

H 1: Store environment positively effects service quality perception.
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Influence of Store Environment on Merchandise Quality Perception

Retail store environmental design provides an important foundation for consumers’ merchan-
dise quality evaluation. As Areni/Kim (1993) found out in an observational research, when a
liquor store played classical music instead of the Top-20 songs, consumers purchased more
expensive wine. That is, when an attractive and pleasant ambient atmosphere is created in a
store environment, consumers will purchase higher value merchandise. Besides, the store lay-
out could serve as a base to evaluate merchandise quality (Mazursky/Jacoby 1986). When
consumers appreciate store environment especially for store design, they will tend to have
higher merchandise quality perceptions and therefore higher patronage intentions
(Baker/Parasuraman/Grewal 2002). Perceptions of service environment and personal service
formulate service quality, which administrates a direct and positive impact on overall mer-
chandise quality (Sirohi/McLaughlin/Wittink 1998). Moreover, consumers can compare
product offerings at one-stop shopping when shopping malls provide store comparison and
store variety (Berman/Evans 1995). Based on the above discussion the following hypothesis

is proposed:
H 2: Store environment positively effects merchandise quality perception.

Influence of Store Environment on Monetary Price Perception

Store atmosphere can create value belief and price differentials between products with no dif-
ferences. When consumers perceive and evaluate the store atmosphere as pleasant and posi-
tive, this could have a positive effect on their willingness to pay and the acceptance of higher
prices (Grewal/Baker 1994). Therefore, the atmosphere of store environment will impact con-
sumers’ evaluation of monetary price perception (Areni/Kim 1993). Baker/Parasura-
man/Wittink (2002) also confirmed that the store design dimension has a positive impact on
the monetary price perception. Additionally, mall tenant variety and mall physical environ-
ment positively impact on customer perceptions and behaviour (Wakefield/Baker 1998).
Gronroos (2002) proposed better service employees will positively contribute to consumers’
total perceived value. Based on the above discussion the following hypothesis is proposed:

H 3: Store environment positively effects monetary price perception.
Influence of Store Environment on Time/Effort Cost Perception

When consumers favour a store design, they have lower time/effort cost perception
(Baker/Parasuraman/Wittink 2002). Mall tenant variety and mall physical environment also
positively impact on excitement of the mall and desire to stay at the mall (Wakefield/Baker
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1988). Besides, if shopping malls provide store comparison and store variety, it enables the
consumers who are looking for one-stop shopping to compare product offerings
(Berman/Evans 1995). Hence, product searching efforts are perceived to be lower by these
consumers and a better store environment will negatively impact consumers’ subjective

evaluation of time and effort.

Furthermore, not necessary or unexpected relationship costs from additional services will
cause negative effects (Gronroos 2002). Customers respond negatively to non-monetary price
perceptions such as time/effort cost perception and psychic cost perception (Zeithaml 1988),
also the four dimensions of store environment have a negative impact on time/effort cost per-
ception (Baker/Parasuraman/Grewal 2002; Berman/Evans 1995). Therefore, the fourth hy-

pothesis is proposed as follows:

H 4: Store environment negatively effects time/effort cost perception.

Influence of Store Environment on Psychic Cost Perception

When a store’s environmental design is poor, it could possibly reduce the shopping stimuli
and would lead to worsening the shoppers’ moods (Spies/Hesse/Loesch 1997). As the con-
sumer appreciates store environment such as design and ambience, the consumer will have
lower psychic cost (Baker/Parasuraman/Grewal 2002). Mall tenant variety and stores’ physi-
cal ambience will stimulate consumers, who are more willing to spend more time in shopping
malls under such circumstances (Wakefield/Baker 1998). When shopping malls provide store
comparison and store variety this could possibly attract more shoppers and translate positive
emotions into lower psychic cost (Berman/Evans 1995). Based on the above discussion, a
pleasant store environment can portray positive emotional reactions or reduce negative emo-
tional reactions. On the contrary, store environment indeed has a negative impact on negative
psychic cost perceptions, therefore the hypothesis is proposed as follows:

H 5: Store environment negatively effects psychic cost perception.

2.4  Influence on Multi-Value Perception

Influence of Value Content on Hedonic Shopping Value

When consumers favour the physical environment of stores, they will have positive emotions,
and these affective and pleasure states are in turn found to have a positive relationship with
consumers’ willingness to buy (Baker/Levy/Grewal 1992). Babin/Darden/Griffin (1994) re-

garded positive emotional reactions, such as happiness, inspiration, imagination, excitement
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and interest, as standards of hedonic value. Based on this, we can infer that the physical store
environment will have a positive impact on hedonic shopping values. Besides, when a shop-
ping mall has a splendid variety of stores, food and drinks, and entertainment choices, it is
likely to provide a positive stimulation, such as excitement, interests, and attraction, etc.
(Wakefield/Baker 1998). Base on the above discussion, the hypotheses are proposed as fol-

lows:

H 6a: Store design positively effects hedonic shopping value.

H 6b: Store ambience positively effects hedonic shopping value.

H 6¢: Mall tenant variety positively effects hedonic shopping value.

According to the research result of Baker/Parasuraman/Grewal (2002), psychic cost means the
level of atmosphere of displeasure, dislike and discomfort; these reactions are basically nega-
tive emotions. Research in the past did not distinctively show the negative psychic cost of
consumers’ evaluation on hedonic shopping value, but did point out that hedonic shopping
value was related to positive emotions (Babin/Darden/Griffin 1994). Zeithaml (1988) be-
lieved that non-monetary cost will only impact negative price perception. Furthermore,
Babin/Darden/Griffin (1994) found that hedonic shopping value and time pressure are nega-
tively correlated. This means that when consumers have lower time/effort cost, they will per-
ceive higher hedonic shopping value. Based on the above discussion, the paper hypothesizes
that negatively psychic cost perception should undermine consumers’ hedonic shopping
evaluation. Therefore:

H 6d: Time/effort cost perception negatively effects hedonic shopping value.

H 6e: Psychic cost perception negatively effects hedonic shopping value.

Influence of Value Content on Utilitarian Shopping Value

Titus/Everett (1995) addressed that many consumers exist whose goal is convenience and
who value quick in-and-out shopping and the ease to locate the merchandise they need.
Among store ambience factors, store layout has an impact on the consumers’ efficiency of
moving around. In the research of Berman/Evans (1995), they found there is an impact on
shopping efficiency. When a shopping mall provides store comparison and store variety, it
makes it easier for the consumers who are looking for one-stop shopping to conveniently
compare product offerings. From this viewpoint, we can tell that the surrounding factors,
specifically store ambience and mall tenant variety, will have a positive impact on utilitarian

value. Based on these researches findings, the hypotheses are proposed as follows:
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H 7a: Store ambience positively effects utilitarian shopping value.
H 7b: Mall tenant variety positively effects utilitarian shopping value.

Babin/Darden/Griffin (1994) pointed out that utilitarian value is positively related to these
positive emotions such as pleasure. This means, when consumers have lower psychic cost,
they will have higher utilitarian value. Besides, Babin/Darden/Griffin (1994) also found that
the higher consumers’ time/effort cost perceptions and psychic cost perceptions, the lower
their perception of merchandise value will be. This means that when consumers have lower
time/effort cost, they will have higher utilitarian shopping value. However, this research did
not include an operationalisation, nor has it been assessed empirically. Based on this research

finding, it is hypothesized that:
H 7c: Time/effort cost perception negatively effects utilitarian shopping value.

H 7d: Psychic cost perception negatively effects utilitarian shopping value.

Influence of Value Content on Merchandise Value Perception

According to Monroe/Krishnan (1985) who used the concept of Monroe (1979) on value per-
ception to provide models about price, consumers generate price perceptions from the actual
prices of products, which further will have positive influences on quality perception and per-
ception sacrifice. Quality perception and perception sacrifice finally complement each other
to form value perception, which has a positive correlation with purchase intentions. Further-
more, Wu (2009) indicated the perceived price positively affects the retailer perceived quality.
The result is also in line with the concept of Dodds et al. (1991). Zeithaml (1988) suggested
that consumers’ value perception evaluation is positively impacted by quality perception, but
negatively impacted by monetary price and non-monetary price perception. Based on this re-
search conclusion, hence, merchandise quality perception indeed has a positive impact on
merchandise quality perception. However, monetary price perception has a negative impact
on merchandise value perception. Additionally, Sirohi/McLaughlin/Wittink (1998) found out
in their supermarket research that service quality will impact consumers’ evaluation on mer-
chandise quality, and further, positively impact consumers’ evaluation on price perception.
Besides, service quality also has a direct and positive impact on consumers’ price perception.
Because shopping malls offer a variety of merchandise in the service category such as stores,
food stores and entertainment alternatives, we can conclude that service quality is a compo-

nent of merchandise value perception. Therefore, the following hypotheses are proposed:

H 8a: Service quality perception positively effects merchandise value perception
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H 8b: Merchandise quality perception positively effects merchandise value perception.

H 8c: Monetary price perception negatively affects merchandise value perception.

2.5 Influence of Multi-Value Perceptions on Patronage Intentions

Positive merchandise value perceptions will positively impact consumer patronage intentions
(Baker/Parasuraman/Grewal 2002). Following Zeithaml (1988), through substitution of gain-
ing and sacrificing, the resulting value perception will have a positive impact on the purchase.
Sirohi/McLaughlin/Wittink (1998) also found evidence of the largest impact of value percep-
tion on behavioural intention. Besides, Baker/Parasuraman/Grewal (2002) discovered a
prominent influence of merchandise value perception on patronage intentions.
Babin/Darden/Griffin (1994) pointed out in their research results that hedonic and utilitarian
shopping value both have a positive influence on consumers’ purchase intentions. Hedonic
shopping value is positively related to impulsive buy and unintentional purchasing. Moreover,
Sullivan/Heitmeyer (2008) found generation Y with regard to future retail patronage is more
interested in entertainment. Based on the above recap, the hypotheses are proposed as fol-

lows:

H 9a: Merchandise value positively effects patronage intentions.

H 9b: Hedonic shopping value positively effects patronage intentions.
H 9c: Utilitarian shopping value positively effects patronage intentions.

The above proposed hypotheses are summarized in our research framework in Figure 2.

3 Methodology

3.1 Measurement of Constructs

A preliminary list of measurement items was initially developed on the basis of an extensive
literature review concerning the definition of constructs and hypotheses derivations in this
research framework. In order to confirm reported validity of dimensionality and inter-
correlation for the items of each construct, a pre-test was conducted first before undertaking a
full-scale survey. It’s noted that the items were translated into Mandarin for the survey. Fur-
thermore, we conducted expert interviews to get deep insights into the relevant dimensions for

each of the constructs. Table 1 addresses the final measurement items for each construct of
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our study: four dimensions of store environment of the shopping mall, five components of

value content, three multi-value perceptions, and patronage intention.

3.2 Research Design

Research Subject

Using mixed methodology, expert interviews were first conducted to explore the constructs,
and an extensive literature review was carried out to develop an understanding of their interre-
lationships. A shopping mall intercept study was used to empirically validate the proposed
model. Following the expert’s suggestions, this research only focuses on metropolitan shop-
ping malls as the research subject due to demographic and clinical characteristics, its majority
population living in cities. The survey was conducted in one of the most representative shop-

ping malls in Taipei, Taiwan.

Figure 2: The Research Framework
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Pre-test

Following the results of an expert interview, a preliminary survey was conducted. Here, 13

constructs consisting of 56 measurement items were revised (Table 1). The pre-test was car-

ried out with consumers who had continuously shopped over three times at a mall within few

months. Every measurement index of consumers’ reaction is based on a seven-point scale,

ranging from “strongly agree” to “strongly disagree”.

Table 1: Measurement Items

Construct

Measurement ltem

Reference

Store Environment
Store social

dimension

Store design
dimension

Store ambient
dimension

Mall tenant variety
dimension

1. Employees are well-dressed; 2. Employees’ friendliness; 3. Employees’
helpfulness; 4. Employees’ professional knowledge for merchandise.

1. Great architectural design; 2. Attractive interior design; 3. Suitable facilities;
4. Creative decoration; 5. Pleasing colour of the mall; 6. Attractive design for
individual stores.

1. Pleasant music; 2. Proper volume; 3. Appropriate lighting; 4. Comfortable
public area; 5. Accessible floor plan (i.e. layout).

1. Excellent variety of stores; 2. Excellent variety of food & service; 3. Excellent
variety of entertainment; 4. Merchandise alternatives.

Baker et al. 2002

Wakefield/Baker
1998

Wakefield/Baker
1998

Wakefield/Baker
1998

Value Content
Service quality
perception

Merchandise quality
perception

Monetary cost
perception

Time/effort cost
perception

Psychic cost
perception

1. Well-treated; 2. Personal attention; 3. Prompt service; 4. Consistent high-
quality service.

1. High-quality of food court; 2. High-quality of entertainment alternatives; 3.
High-quality of merchandise; 4. High-quality of all mall products.

1. Above price range of foods; 2. Above price range of entertainment alterna-
tives; 3. Above price range of merchandise; 4. Above price range for all mall
products.

1. Devotion of a lot of effort; 2. Sacrifice of plenty of time; 3. Searching effort.

1. Unpleasant atmosphere; 2. Unpleasing atmosphere; 3. Uncomfortable
atmosphere

Baker et al. 2002

Baker et al. 2002
Sweeney/Soutar
2001

Baker et al. 2002
Dodds et al. 1991

Baker et al. 2002
Zeithaml 1988

Baker et al. 2002

Multi-Value Perception

Merchandise
quality value

Hedonic
shopping value

Utilitarian
shopping value

1. Average range price for foods; 2. Average range price for entertainment
alternative; 3. Average range price for merchandise; 4. Below price range for
foods; 5. Below price range for entertainment; 6. Below price range for mer-
chandise.

1. Joyful and enjoyable; 2. Excitement of bargaining; 3. A lot of fantasy for this
journey; 4. A sense of adventure; 5. Shopping experiential value; 6.Forget
problems; 7. Happier in compared with other tasks.

1. Finding the merchandise one was looking for; 2. A successful shopping trip;
3. The shopping task can be completed quickly.

Baker et al. 2002
Dodds et al. 1991

Babin et al. 1994

Babin et al. 1994

Patronage intention

1. Willingness to visit; 2. Willingness to buy; 3. Willingness to recommend.

Baker et al. 2002
Dodds et al. 1991

According to the substantive-validity coefficient as suggested by Anderson/Gerbing (1991), a

minimum measurement items for per construct is three at least or four preferably. Validity of
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dimensionality and inter-correlation were assessed using factor analysis. The result showed
that all questions were significant with Cronbach’s a > 0.5, p < 0.1, standard deviation larger
than 0.5.

3.3  Data Analysis

Sample and Methodology

We directly conducted this research survey onsite in order to accurately evaluating consum-
ers’ perception experienced inspired by store environment in their shopping trip. Besides,
judgment sampling was utilized, based on three times of shopping experiences at this selected
mall within the past few months. With 320 valid questionnaires retrieved, the sample size is
sufficient for models with three or more items per construct based on the guidelines (Ander-
son/Gerbing 1984; Grewal/Cote/Baumgartner 2004; Kim 2005). Ratio of men versus women
is 35 % to 65 %; married versus unmarried ratio is 26 % to 74 %. Dominant age group is 21-
30 (about 68 %) and the second largest group is 31-45 years olds (about 25 %). Education
level is mostly university and graduate school (about 54 %) and then college and high school
(about 45 %). The major income level is at USD 670-1,350 (about 63 %); occupation is
mostly service, business, and student groups (about 74 %).

Analysis

To examine the structural model for this research and to verify the related hypotheses, this
research was analysed using Structural Equation Modelling (SEM), mainly because SEM can
simultaneously examine two, or more than two related independent relationships. In the
analysis, we used factor analysis and Cronbach’s alpha to evaluate the appropriateness of
benchmark and to examine the related hypotheses. Each construct was analysed separately,
and then the overall measurement model was examined (Anderson/Gerbing 1988). The reli-
ability of the measurement scale resulted in Cronbach’s alpha coefficients larger than 0.7. The
results indicate that these refined measurement items that are used in this study are quite ac-
ceptable and reliable (Nunnally/Bernstein 1994). As results of overall measurement model,
GFI=0.933, NFI=0.919, TLI = 0.939, and CFI = 0.960 all indicate adequate fit. Also, RMR
is 0.053, which is a good sign. Besides, the index RMSEA = 0.072 is between 0.05 and 0.08,
which shows a good match. In sum, the results show acceptable goodness fit indices in the
structural model. The validity test showed Cronbach’s alpha is larger than 0.7 and its credibil-
ity result showed each is larger than 0.7 so there is good internal consistency.
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4 Research Results

4.1 Hypothesis Testing

As shown in Table 2, there are 23 statistically significant relationships out of 35 relationships.

Impact of Store Environment on Value Content

Store social dimension has the largest impact on service quality perception (correlation:
0.439), mall tenant variety has the largest impact on merchandise quality perception (correla-
tion: 0.335) and store ambient perception has the largest impact on monetary price perception
(correlation: 0.254). Only store ambient perception has impact on time/effort cost perception
(correlation: -0.213); store design perception has the largest impact on psychic cost perception
(correlation: -0.345).

Impact on Multi-Value Perceptions and Patronage Intentions

Mall tenant variety has the largest impact on hedonic shopping value (correlation: 0.361);
store ambient dimension has the largest impact on utilitarian shopping value (correlation:
0.386). Service quality perception has the largest impact on merchandise value perception
(correlation: 0.343), and monetary price perception has a negative impact (correlation: -
0.399). Hedonic shopping value with a correlation of 0.456 has a positive impact on
patronage intentions and second largest impact comes from utilitarian shopping value with a

correlation of 0.353.
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Table 2: Hypothesis Testing Results

Direct effects

: Dependent 2 K
Independent variable i R’ y Results
P variable Path coefﬁflent tvalue relation
(Standardized )
H1a : Store social dimension 0.439 (0.434) 6.369** 0.438 + Supported
H1b : Store design dimension Ser;{it(;/e - - + Not Supported
. . . . qualt x
H1c : Store ambient dimension perceptions 0.177 (0.181) 2.257 + Supported
H1d : Mall tenant variety dimension 0.201 (0.191) 2.531* + Supported
H2a : Store social dimension 0.250 (0.273) 3.964*** 0.427 + Supported
H2b : Store design dimension Merl(.:'handlse - - + Not Supported
. o quality "
H2c : Store ambient dimension perceptions 0.159 (0.179) 2.228 + Supported
H2d : Mall tenant variety dimension 0.335 (0.352) 4.696** + Supported
H3a : Store social dimension 0.184 (0.195) 2.493** 0.166 + Supported
H3b : Store design dimension Mgnetary - - + Not supported
rice
H3c : Store ambient dimension Eerceptions 0.254 (0.277) 3.404*** + Supported
H3d : Mall tenant variety dimension - - + Not supported
H4a : Store social dimension - - 0.041 - Not supported
H4b : Store design dimension Timte/ Effort - - - Not supported
. . . cosi il
H4c : Store ambient dimension perceptions -0.213 (-0.202) -2.605 — Supported
H4d : Mall tenant variety dimension - - - Not supported
H5a : Store social dimension -0.150 (-0.137)  .1.744* 0.266 - Supported
H5b : Store design dimension PSYtChiC -0.345 (-0.304)  -3.842** - Supported
X . i cos .
H5c : Store ambient dimension perceptions ~ ~0-202 (-0.191) -2.327 - Supported
H5d : Mall tenant variety dimension - - — Not supported
H6a : Store design dimension - . 0.364 + Not supported
H6b : Store ambient dimension Hedonic 0.152 (0.157) 1.922% + Supported
H6c : Mall tenant variety dimension shopping 0.361 (0.347) 4.363** + Supported
Héd : Time/Effort cost perceptions value - - - Not supported
Hée : Psychic cost perceptions -0.232 (-0.254)  -4.500*** — Supported
H7a : Store ambient dimension 0.386 (0.414) 5.118*** 0.354 + Supported
H7b : Mall tenant variety dimension U':ilitar.ian 0.242 (0.242) 2.994%** + Supported
shoppin
H7c : Time/Effort cost perceptions Va|upep 9 - - - Not supported
H7d : Psychic cost perceptions - - - Not supported
H8a : Service value perceptions ) 0.343 (0.384) 4.430%* 0.270 + Supported
H8b : Merchandise quality perceptions Merzlzhandlse 0.168 (0.170) 1.872* + Supported
quality value
H8c : Monetary price perceptions -0.399 (-0.355)  -4.397*** — Supported
H9a : Merchandise value perceptions 0.138 (0.103) 1.861* 0.575 + Supported
H9b : Hedonic shopping value Patronage ) 456 (0463) 6562 + Supported
intentions
H9c : Utilitarian shopping value 0.353 (0.363) 4144 + Supported

*Significant at p < 0.05; **Significant at p < 0.01; ***Significant at p < 0.001.



36 European Retail Research Vol. 26, Issue 11, pp. 19-46

4.2  Direct and Indirect Effects

Direct and Indirect Effects of Store Environmental Dimensions

We found that store ambience and mall tenant variety, among other store environment dimen-
sions, have the widest impact in the direct and indirect results of store components. As shown
in the correlations in Table 3, both store ambient dimension and tenant variety have the larger
positive impact on hedonic and utilitarian shopping value.

Table 3: Direct and Indirect Results of Store Environmental Dimensions

Store society Store design Store ambience Mall tenant variety
Direct effect
Service quality 0.439 (0.434) - 0.177 (0.181) 0.201 (0.191)
Merchandise quality 0.250 (0.273) - 0.159 (0.179) 0.335 (0.352)
Monetary price 0.184 (0.195) - 0.254 (0.277) -
Time/Effort cost - - -0.213 (-0.202) -
Psychic cost -0.150 (-0.137) -0.345 (-0.304) -0.202 (-0.191) -
Indirect effect
Hedonic shopping value 0.035 (0.035) - 0.152 (0.157) 0.361 (0.347)
Utilitarian shopping value - - 0.386 (0.414) 0.242 (0.242)
Merchandise quality value 0.130 (0.144) - 0.001 (0.001) 0.125 (0.133)
Patronage intentions 0.044 (0.016) 0.044 (0.036) 0.285 (0.245) 0.310 (0.248)

() Standardized path coefficient

However, it has to be noticed that the influence of store ambience on utilitarian shopping
value is stronger than on hedonic shopping value. On the contrary, the influence of mall
tenant variety on hedonic shopping value is stronger than on utilitarian shopping value. Mall
tenant variety and store society have relatively high positive influence on merchandise quality
value. As for the indirect effect on patronage intentions, mall tenant variety has the largest
impact on it, and store ambient also has larger influence on it, but store design and store social

dimensions have quite feeble influence on patronage intentions.

Direct and Indirect Effect of Value Content Components

From Table 4, we discovered, among direct and indirect effect of value content components,
service quality perception has the largest positive impact on merchandise value perception.
The secondary effect is that of merchandise quality perception. On the other hand, monetary
price perception has a quite strong negative impact on merchandise value perception. Psychic
cost has the largest negative impact on hedonic shopping value, whereas time/effort has no
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influence at all. Of all value content components that impact patronage intentions, only psy-

chic cost perception has a negative impact.

Table 4: Direct and Indirect Effect of Value Content

Service Merchandise Monetary Time/Effort Psychic
quality quality price cost cost
perceptions perceptions perceptions perceptions perceptions

Direct effort

Hedonllc - _ - - -0.232 (-0.254)

shopping value

Utilitarian _ _ _ _ _

shopping value

Merchandise 0343 (0.384)  0.168 (0.170)  -0.339 (-0.355) -

quality value

Indirect direct

Patronage

Patror . - - - -0.129 (-0.117)
intentions

() Standardized path coefficient
Direct and Indirect Effect of Multi-Value Perception Components

From Table 5, we learned that the ultimate patronage intention is based on multi-perceived
values, specifically hedonic shopping value and utilitarian shopping value. Also, the influence
of hedonic shopping value is found to be slightly stronger than that of utilitarian shopping

value on patronage intentions. Besides, there is a small influence from merchandise quality

value.
Table 5: Direct and Indirect Effect of Multi-Value Perceptions
Merchandise Hedonic Utilitarian
quality value shopping value shopping value
Patronage intentions 0.138 (0.103) 0.456 (0.463) 0.353 (0.363)

() Standardized path coefficient

4.3  Discussion

A consolidated view of the research results tells us that there are some inconsistencies in the
sole relationship of store environment dimensions and value content components. The incon-
sistency originates from the investigated mall itself due to its unique store environment. Be-
sides, the experts also think that stores in this particular mall indeed have distinctive differ-

ences. The rest of the components show consistent impact relationships. This proves that our
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research is based on model structure and measurement that are suitable for the particular type

of retailer of shopping malls.

Influence of Store Environment on Service and Merchandise Quality Perceptions

Evidence from testing shows that store social, store ambient, and mall tenant variety dimen-
sions positively influence on service quality perception and merchandise quality perceptions.
Among these factors, store society has the largest impact and mall tenant variety rank second
largest on service quality perception. Oppositely, mall tenant variety has the largest impact
and store society as the second impact on merchandise quality perception. Also, we discov-
ered a special condition for the store ambient dimension exhibited a significant impact on all
dimensions of value content and an indirect impact on multi-value perceptions and even to-
ward patronage intention. However, store design perception has no impact at all. This result is
inconsistent with the research result of Baker/Parasuraman/Grewal (2002), who concluded
that store design has the largest impact on store quality perception. The reason could be that
the stores in Baker/Parasuraman/Grewal (2002) based on individual gift shops, unlike shop-
ping malls as the other retailer type in this study. As a result, we can infer that consumers
evaluate service quality perception and merchandise quality perception under the influence of
mall tenant variety, which also consolidates the overall feeling they get from the store person-
nel.

Influence of Store Environment on Monetary Price Perception

From the results, we found that both store social and store ambient dimensions generate posi-
tive influence on monetary price perception. Yet, store design has no significant relationship
with monetary price perception, nor does mall tenant variety. This result is partially consistent
with the research result of Baker/Parasuraman/Grewal (2002) except for these two dimen-
sions. Therefore, consumers are mainly influenced by store society and ambience when
evaluating price. Whether store design and tenant variety have an impact is an issue worth of

advance investigation.

Influence of Store Environment on Time/Effort Cost Perception

From the testing results, we indicated that only store ambient perception has a negative
impact on time/effort cost perception. The rest factors of store environment have no impact.
According to experts’ perspectives, the reason is because this selected mall has a poor layout,
which is perceived as an ambient dimension. It is hard to move along the traffic line because
consumers have to pass by the same stores repeatedly. It causes consumers to spend more
time and efforts in the product searching process. When consumers sense inferior store
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ambient perception, they will also have higher time/effort cost perception. Hence, establishing
a better store environment does not effectively reduce consumers’ time/effort cost perception.
This result is inconsistent with the research result of Baker/Parasuraman/Grewal (2002). The
reason could be that Baker/Parasuraman/Grewal (2002) utilized testing tools such as
videotapes to simulate store environment. Consumers were not able to truly perceive the time
and fatigue from shopping journals. Our survey is consumers’ actual shopping experiences so
that they truly feel the time spent and fatigue generated from the shopping trip. Besides, this
could also be due to different retailer types, which provide differentiation of services and a
wider range of merchandise categories from shopping malls. Based on these two reasons, our
research results seem to be rational. Then, building a good store environment cannot
effectively reduce consumers’ time/effort cost perception.

Influence of Store Environment on Psychic Cost Perception

The test results showed that store social, store design, and store ambient dimensions have
negative influences on psychic cost perception. Store design dimension, among other factors,
has the largest negative impact. We also found that the store ambient dimension ranks second
in terms of negative influence and then store social dimension on psychic cost perception.
This result is consistent with the results of previous research (Berman/Evans 1995;
Spies/Hesse/Loesch 1997; Wakefield/Baker 1998). Therefore, pleasant music and proper vol-
ume, appropriate lighting, and convenient store layout for mobility when shopping around
will enable consumers to sense the better atmosphere. Furthermore, the employees’ training
could reduce their psychic cost perception.

Influence of Store Environment and Value Content on Hedonic Shopping Value

Testing results shows consistently that store ambient and mall tenant variety dimensions both
have a positive influence on hedonic shopping value, in contrast to the store design dimen-
sion. Especially, mall tenant variety has the largest impact among other dimensions on he-
donic shopping value, and store ambient dimension ranks second. This result is consistent
with the result of Wakefield and Baker (1998), and partial consistent with the result of
Baker/Levy/Grewal (1992). Psychic cost perception negatively influences hedonic shopping
value, whereas time/effort cost perception has no effort on hedonic shopping value. This re-
sult is inconsistent with the research result of Babin/Darden/Griffin (1994), probably because
store environment itself has a high influential relationship with hedonic shopping value. A
better store environment cannot reduce the time and fatigue consumers spend and feel. As a
result, under the influence of store environment, time/effort cost perception does not exhibit a
significant influential relationship with hedonic shopping value in this research.



40 European Retail Research Vol. 26, Issue 11, pp. 19-46

Influence of Store Environment and Value Content on Utilitarian Shopping Value

From the testing results, we illustrated that store ambient and mall tenant variety dimensions
have positive influence on utilitarian shopping value. Store ambient dimension among other
factors has the largest impact on utilitarian shopping value and mall tenant variety ranks sec-
ond. This result is consistent with the results from Titus/Everett (1995) and Berman/Evans
(1995). Neither psychic cost perception has an impact on utilitarian shopping value, nor does
time/effort cost perception have an influence on consumers’ evaluation on utilitarian shopping
value. This result is inconsistent with the research result of Babin/Darden/Griffin (1994),
probably because this selected mall has a large scale and requires more square footage than
other types of retailer. Consumers need to spend quite a lot of time and efforts on their shop-
ping tours. However, this does not mean that consumers receive inferior transaction results.
Consumers could spend quite some time and effort on searching for products, and obtaining
entertainment or a rather satisfactory transaction result such as good quality and low prices.
Therefore, researchers in the future on utilitarian shopping value can consider dividing shop-
ping efficiency and results into two concepts to clarify the relationship of time/effort cost per-

ception, shopping efficiency, and shopping results.
Influence of Value Content on Merchandise Value Perception

The results show that merchandise quality perception and service quality perception both have
a positive impact on merchandise value perception. Monetary price perception reduces con-
sumers’ evaluation of merchandise value. As a result, consumers’ evaluation of merchandise
value perception will be under a positive impact from merchandise quality and service qual-
ity, and a negative impact on reducing merchandise value. This result is consistent with the
research results from Monroe/Krishnan (1985), Zeithaml (1988), Sirohi/McLaughlin/Wittink
(1998), and Wu (2009).

Influence of Multi-Value Perception on Patronage Intentions

The findings show that hedonic shopping value and utilitarian shopping value both have
significantly positive influence on patronage intentions in this case of retailer type, a shopping
mall. Comparing with these two determining factors, hedonic shopping value has the larger
influence than merchandise value. Merchandise value perception has less significant impact
on patronage intentions. Therefore, consumers could value hedonic and utilitarian shopping
value more due to their leisure, social purposes, and entertainment shopping motives. This
result is consistent with the research results from Babin/Darden/Griffin (1994), Zeithaml
(1988), Baker/Parasuraman/Grewal (2002), and Sullivan/Heitmeyer (2008) regarding hedonic
shopping value and utilitarian shopping who have an influence on patronage intentions.
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However, it is partially consistent with Baker/Parasuraman/Grewal (2002),
Sirohi/McLaughlin/Wittink (1998), and Sullivan/Heitmeyer (2008) concerning merchandise
value perception’s influence on patronage intentions. The results show a significant impact on
patronage intentions. Nevertheless, merchandise value perception apparently has less
significant impact in comparison to hedonic and utilitarian shopping value’s impact on
patronage intentions. This is our great finding in this study because there is no previous
research that compares these three multi-value perceptions, simultaneously. For obtaining the
robust support, the relationship between merchandise value perception, hedonic shopping

value, and utilitarian shopping value on patronage intentions are worthy further investigation.

5 Conclusions and Implications

5.1 Research Conclusions

This study makes two main theoretical contributions. First, we clarified the influence that
store environment has on transaction value (i.e. merchandise value perception) and emotional
value (i.e. hedonic shopping value and utilitarian shopping value). According to our research
findings, establishing a pleasant store environment can effectively enhance consumers’ shop-
ping experiences, and as a result, increase hedonic and utilitarian shopping value and patron-
age intentions. Relatively speaking, creating a better store environment is not the major rea-
son to make consumers perceive higher merchandise value. From this viewpoint, we under-
stand that establishing a good store environment, consequently, can not only enhance con-
sumers’ experiential value while shopping, but also cannot restrictively influence on upgrad-

ing merchandise quality value.

Our second contribution is the clarification of the influence of transaction value (i.e. mer-
chandise value perception) and experience value (i.e. hedonic shopping value and utilitarian
shopping value) on behavioural intentions. However, this research result cannot be general-
ized to apply to all retailer types. It is only limited to metropolitan shopping malls because of
the district character. These findings should be encouraging for developers to investigate on
some particular positioning stores, e.g. department stores, individual stores, theme stores,
metropolitan shopping malls, suburban shopping malls, etc. Besides, only one representative
shopping mall in a metropolitan area was studied. Hence, the findings of this study cannot be
generalized due to limited external validity. Regardless, this study focuses on multi-value
perceptions and cannot thoroughly describe value obtained by consumers in their shopping
experiences. Researches in the future as regards consumers’ various values and diverse moti-

vations in their shopping journals can possibly follow the three value dimensions distin-



42 European Retail Research Vol. 26, Issue 11, pp. 19-46

guished by this research to explore other retailer types or re-examine for generalization. All in
all, further researches can compare and clarify their relative importance and interrelationships

within different circumstances or/and different types of retailers.

5.2 Implications and Suggestions

This research finds that establishing a pleasant store environment can indeed have a positive
influence on multi-value perception. The largest positive impact on service quality perception
originates from store social dimension; the largest positive impact on merchandise value per-
ception is mall tenant variety, followed by store social dimension; the largest positive impact
on hedonic shopping value is mall tenant variety and then is store ambience; the largest posi-
tive impact on utilitarian shopping value comes from store ambience and then mall tenant
variety. Overall, store ambient environment and mall tenant variety have the wider-spread
impact as the most powerful store environmental dimensions to ultimately affect patronage
intentions.

The other critical finding is that hedonic shopping value, followed by utilitarian shopping
value, are key determinants for perceived value. In comparison, merchandise value has the
smallest influence on patronage intentions. This shows that the consumers mainly care about
the shopping experience. In other words, even when consumers do not perceive high mer-
chandise quality value they would still be willing to visit the mall. One reason may be that
offering merchandise value has become a basic prerequisite. In any way, consumers are look-
ing to obtain a pleasant shopping experience and strive for both hedonic and utilitarian shop-
ping value. Consumers are looking to attain good moods through an enjoyable shopping ex-
perience, while at the same time achieving high efficiency in the searching process, and also
to obtain the merchandise and services they wish to purchase with efficiency above a certain

level.

Consequently, we suggest that retailers firstly should offer a merchandise value that is above
the minimum acceptable level for consumers. Secondly, in order to provide a better shopping
experience, retailers should focus on establishing a decent and pleasant store atmosphere. This
would include, for example, a convenient layout, attractive ambience, professional and enthu-
siastic service personnel, an excellent variety of tenants, entertainment alternatives, and food
choices. This can effectively increase hedonic and utilitarian shopping value for customers,
which in turn shape hedonic and utilitarian shopping value, and finally results in customers’

higher patronage intentions.
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Developing a Value Chain for Fashion Retailers: Activities for Competi-
tiveness

Julie McColl and Christopher Moore

Abstract

It is recognised within the branding literature that strategic and operational activities associ-
ated with the development and portrayal of the fashion retailer brand are essential to creating
value and maintaining its competitiveness. The literature, however, is fragmented and brand
building activities are rarely considered as a coherent process. These activities are proposed
within this paper to be essential to the creation of value for fashion retailing companies. A
model of value chain activity for fashion retailers, based upon Porter’s value chain, has been
developed. The model is theoretical and the concepts drawn from the literature. For future
research, empirical studies may consider its application in the fashion retailing sector.
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1 Background and Introduction to Brand Management

In the past decade there has been a significant reappraisal of the role, function, form and
strategic value of the brand, from the perspective of both the brand as a business asset
expressing the company’s core values and beliefs, previously articulated in the academic
domain of strategic management and in terms of the impact of the brand upon consumer
behaviour (Balmer/Grey 2003). Additionally, a move towards globalisation, such as that
which has occurred in fashion retailing (Moore/Fernie/Burt 2000) has led to a shift in
emphasis from product brands to corporate brands, that is the brand as a company, as central
to the creation of brand value and a focus for the communication of corporate ideology and
image (Ind 1997; de Chernatony 1999; Aaker/Joachimstaler 2000; Knox/Malkan/Ryals 2000;
Olins 2000; Balmer 2001; Harris/de Chernatony 2001; Hatch/Schultz 2003; Kapfer 2004;
Cornelissen/Christiensen/Kinutha (2012). Although there is a paucity of literature, the brand
is particularly pre-eminent in fashion retailing, as measured by brand physicality and
visibility, investment costs and consumer awareness (Grime/Diamantopoulos/Smith2002;
Hines/Cheng/Grime 2007). Furthermore, in the fashion sector, the clear interplay between the
brand at corporate level with that of brand manifestations at the level of the product, marketed
and defined as the private label brand is pronounced and is strategically critical
(McColl/Moore 2011a; McColl/Moore 2011b). Brand credibility, value and survival are each
inextricably dependent upon the level at which the corporate and the private label brand are
inter-created, inter-positioned, inter-controlled and inter-managed (Ailawadi/Keller 2004;
Burt/Davies 2010).

In retail marketing terms, it is proposed that value is added through the chain of activities
which occur in the operationalisation of the brand strategy, implemented in retail stores
through the interface of the retail mix of merchandise strategy, trading format, customer
communications and customer service (Cook/Walters 1991). These elements are portrayed
through the image of the store (Kent 2003; Kerfoot/ Davies/Ward 2003) and conceptualised in
the store image literature. It is this chain of activities therefore, and the effective operation and
control of these activities, which are critical in the implementation of corporate brand strategy
and which create strategic and competitive advantage for fashion retailers. Despite the promi-
nence of Porter’s (1985) value chain analysis in the corporate strategy literature, analysis of
value chain activities for fashion retailers is rare (Richardson 1996; Swoboda/Foscht/Cliquet
2008). The aim of this paper therefore, is to propose a chain of management processes for
fashion retailers developed from the existing literature, the implementation and control of
which are critical in adding value to fashion retailer activities. This research provides direc-
tion for empirical research in the general retail and fashion retail sectors and offers practitio-
ners a model of value adding activities to be applied in the industry.
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2 Porter’s Value Chain Model

Brand management activity is conventionally based upon the theories and concepts proposed
in the marketing literature. Porter’s competitive strategies and value chain activities have tra-
ditionally been the means of analysis for competitive strategic development and have, in this
sense, made a valid contribution to the development of the marketing (Hooley/Greenly/Fahey
2001; Blankson/Kalafatis 2004) and retail marketing (Cook/Walters 1991) literature. They
have also had a noticeable impact upon the branding literature (Keller 1993), in terms of the
need to differentiate, position and create value for the brand in a highly competitive market.
Indeed, Zinkhan/Pereira (1994) consider Porter to have been “the first to take a comprehen-
sive approach to the issue of competitive advantage”, and responsible for establishing its cen-
trality in strategic planning.

Porter’s (1985) value chain model is a chain of activities for a company operating in a specific
industry. It consists of nine value adding activities of which five are primary activities and
four are considered to be secondary activities. These are what Porter considers as the value
adding activities through which the product passes, gaining value at each stage. The execution
of the value chain activities therefore contributes to the successful or unsuccessful implemen-
tation of the corporate strategy.

Table 1 illustrates the value adding activities proposed by Porter. The primary activities are
the operational aspects of the strategy concerned with supply chain and manufacturing proc-
esses as well as marketing, sales and service activity. These activities are enabled by a number
of secondary activities which support primary activity and influence their success in adding
value. These are in a sense providing the necessary infrastructure for the primary activities to
take place. The secondary activities are those of procurement, human resource management,
technological development and infrastructure, that is functions which service the needs of

activities across the company.

Grundy (2006) proposes that Porter’s work “propelled strategic management to the heart of
the management strategic agenda” (p. 213) in providing models which have been highly in-
fluential in academic fields, providing a powerful set of concepts for practice, which are pro-
posed by Karagiannopoulos/Georgopoulos/Nikolopoulos (2005) to be focused on profit
maximisation. Accordingly, a large number of companies have successfully adopted the use
of Porter’s framework (Wheelen/Hunger 1998) and Porter’s competitive strategies continue to
be the subject of empirical studies to the present day (Dess/Davies 1984; Bonn/Christodoulou
1996; Kumar/Subramanian  1998;  Darrow/King/Helleloid 2001; Grundy 2001;
Kim/Nam/Stimpert 2004; Akan/AllenHelms/Spralls 2006) in terms of their applicability in
current markets and in different industry situations.



50

European Retail Research Vol. 26, Issue 11, pp. 47-75

Table 1: Porter’s Value Chain Activities

Primary activity

Description

Inbound logistics

Operations

Outbound logistics

Marketing and sales

Relationships with suppliers including all activities necessary to receive, store and dissemi-
nate inputs

Activities required to transform inputs into outputs
Activities required to collect, store and distribute the input

Activities which inform buyers about products and services, induce buyers to purchase
them and facilitate their purchase

Activities required to keep the product or service working effectively for the buyer after it is

Service sold and delivered
Secondary activity
Procurement Acquisition of resources for the firm

Human resource management

Technological development

All activities involved in recruitment, hiring, training, developing, compensating and dis-
missal

Equipment hardware, software, procedures and technical knowledge brought to bear on the

firm’s transformation of inputs and outputs

Serves the company’s needs and ties its various parts together, consisting of functions or
departments such as accounting, legal, finance, public affairs, government relations, quality
assurance, and general management

Infrastructure

Source: Porter (1985).

Porter’s value chain model examines the activities performed in the company and offers a
means of examining the sources of competitive advantage. As such, it helps provide a concep-
tual basis for the evaluation of strategic brand management activity in the fashion retailing
sector.

3 Overview of the Fashion Retailer Value Chain

The fashion retailer value chain is based upon the activities, drawn from the literature, which
form the basis of fashion retailer brand strategy (McColl/Moore 2011a; McColl/Moore
2011b), and add competitive value to fashion retail operations. The value chain proposed con-
sists of four primary and four secondary activities. As proposed by Porter (1985), the primary
activities are those concerned with the delivery of brand strategy at store level, those activities
concerned with the design, sourcing and delivery of brands sold in the stores, the communica-
tion and delivery of the brand image and customer service. The secondary activities, the func-
tions which serve the needs of actions across the company, support the primary activities and
influence their success in adding value are proposed to be those of visionary leadership, cor-
porate blueprint and positioning development, central support functions and evaluation and
control. Figure 1 suggests the value chain activities.
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Figure 1: Fashion Value Chain
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It is further suggested in this paper that the value added to the fashion retailer brand is through
the successful interactivity and co-ordination of these activities. An analysis of the literature
shows commonality among fashion retailers in the development and delivery of brand strat-
egy and evidence of the value added at each stage through the interactivity which occurs
(McColl/Moore 2011a; McColl/Moore 2011b). Table 2 offers a characterisation of each activ-
ity. Evidence which supports the contribution of the activities to fashion retailer competitive-
ness is drawn from the literature. It is a descriptive model which aims to provide a basis for
the evaluation of fashion retailer brand strategy. This paper will analyse each of the primary
and secondary activities which exist in the successful implementation of value chain activi-

ties. The concluding section discusses the potential of future research.
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Table 2: The Fashion Retailer Brand Value Chain Model

Primary activity

Description

Private label identity and personality devel-
opment

Compatible manufacturer brand selection and
procurement

Store/brand environment and communication

Customer service

Design and delivery of the fashion retailer private label based upon the princi-
ples of the corporate brand

Procurement and delivery of manufacturer brands consistent with corporate
and private label philosophy. Goodness of fit with private label identity

Delivery and communication of store brand image consistent with corporate
and private label image

Adding value to brand image particularly through employee behaviour

Secondary activity

Visionary leadership

Corporate brand blueprint and positioning

Central support functions

Evaluation and control of performance

Strong, centralised and visionary leadership

Corporate strategy which considers the brand to be pivotal to company suc-
cess

Marketing, product design and buying, supply chain management, human
resource management to allow for quality of brand delivery

Consistently assessing the value of the brand and redeveloping as necessary

3.1 Primary Knowledge Based Activities

3.1.1 Private Label Identity and Personality Development

The significance of private label development to corporate brand strategy in the retail sector is
addressed in the literature (Ailawadi/Neslin/Gedenk 2001; Ailawadi/Harlam 2004; Chan
Choi/Coughlan 2006; Whelan/Davies 2006; Haelsig et al. 2007; Zielke/Dobbelstein 2007). It
is suggested that because of a lack of differentiation in retail markets, the strategic signifi-
cance of private labels has increased dramatically in recent years (Laforet 2007;
Zielke/Dobbelstein 2007; Esbjerg/Bech-Larsen 2009; Massa/Testa 2012). Of particular im-
portance is the use of the corporate brand name in the creation of private label brand identity
and personality (Martensen 2007) in transferring the existing trust and values (Laforet 2007),
in portraying the corporate brand image aspects of retailer brand strategy (Burt/Sparks 2002)
and in contributing to store differentiation (Sudhir/Talukdar 2004). According to Martensen
(2007), retailers following a corporate branding strategy will use their own name across their
own, private label brands, the important issues being the quality of the product and the credi-
bility of the types of product sold.

The success and development of private label brands in the retail sector is therefore conceptu-
ally (Burt/Sparks 2002; Burt/Davies 2010) and empirically (Richardson/Jain/Dick 1996;
Richardson 1997; Massa/Testa 2012) apparent. A small body of literature has evolved which
emphasises the importance of private labels in the fashion retailing sector, particularly in car-
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rying the corporate brand name into the store and onto the high street (Moore 1995; Carpen-
ter/Moore/Fairhurst 2005; Forney/Park/Kim 2005; Vahie/Paswan 2006; McColl/Moore
2011a; McColl/Moore 2011b). These studies have established the centrality of private label
development to corporate identity as a means of differentiation in the fashion retail sector, and
serve to highlight the extent of private label production in the fashion retailing sector (Carpen-
ter 1989; Birtwistle/Freathy 1998; Forney/Park/Kim 2005; Vahie/Paswan 2006).

A small number of empirical studies have emerged which highlight the disadvantages of pri-
vate label development in the retail sector. The function of these studies is not to discourage
the development of private labels but to make academics and practitioners aware of these is-
sues. The key points to emerge are that negative perceptions of the corporate brand may be
generated by failure of the private label (Vaidyanathan/Aggarwal 2000). Damage can also be
caused if there is a poor fit in terms of customer perceptions of quality with existing brand
(Ambler/Styles 1997). Private labels offer higher profit margins (Ailawadi/Harlam 2004;
Sudhir/Talukdar 2004), however, they are often sold at lower prices (Zielke/Dobbelstein
2007), an issue that they propose needs to be considered when deciding upon a private label
strategy. Finally, customer perception of private labels has, at times, been found to be lower
in terms of quality than perceptions of manufacturer brands, that is which are sold independ-
ently of retail companies (Richardson/Jain/Dick 1996; Sheinin/Wagner 2003; Laforet 2007),
which can affect in turn, perceptions of product performance and ultimately customer loyalty
(Erdem/Zhao/Valenzuela 2004). A recent study by Juhl et al. (2006) found that if customer
perceptions of the private label were poor, it would affect perceptions of the corporate brand.
Consumers who prefer private labels are proposed by Baltas/Argouslidis (2007) to be price
sensitive and value conscious, indicating strategic issues for companies in terms of pricing.
Examples of private label brand activity are common and fashion retailers such as Zara, H&M
and GAP amongst others sell only private label products which carry the corporate brand
name and through the use of corporate brand image dimensions, represent the corporate brand
philosophy and personality in the store. Additionally, stores such as Top Shop have been able
to develop a brand personality for private label products by using for example celebrities such
as the model Kate Moss to represent them (McColl/Moore 201 1b).

3.1.2 Compatible Manufacturer Brand Selection

Other researchers have identified the brands carried by the store and the images these portray
(Baker/Grewal/Parasuraman 1994; Porter/Claycomb 1997; Collins-Dodd/Linley 2003; Car-
penter/Moore/Fairhurst 2005; Broyles et al. 2011; Aurier/Sere de Lanauze 2011) as major

influences upon consumer behaviour, attitudes and loyalty and store image, proposing this as
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an important area of study because of the priority given to merchandise in consumer evalua-
tions of store image. Porter/Claycomb (1997) propose:

“The images associated with the brands a store carries influences a stores image, which
in turn influences consumer’s decision making processes.” (p. 373)

They stress the importance of an “anchor brand” or a main brand as offering opportunities to
build positive consumer store image attitudes by using packaging, merchandising and adver-
tising strategies to reinforce the links between these.

Porter/Claycomb (1997) propose that the stronger the anchor brand and the more recognisable
brands the store carries, the more favourable the store image perception carried by consumers.
In addition, they propose that brand name is a particularly important cue when evaluating
merchandise quality, and the merchandise they propose projects an image of the brand itself,
and of the store as a whole. Overall, they propose that the image of the brands sold through
the store has a major influence on consumer perceptions of store image. Additionally, accord-
ing to Juhl et al. (2006), a company strategy may become confused and the company may
“cannibalise” the sale of its manufacturer brand name products, if private label production
becomes a more dominant element of company strategy, and where different names are used,
there may be confusion over the ownership of the products sold and confusion in terms of
corporate image. It is easy to control the image portrayed through the private label, however,
it is essential that where fashion retailers carry both manufacturer and private label brands that
these are consistent with the corporate brand image and if fashion retailers sell only manufac-
turer brands, as is the case with some department stores, that these again are consistent with
the image portrayed by the corporate brand. For example, department stores such as Harrods
and Selfridges in the UK carry manufacturer brands which represent their luxury brand image.
Where these stores carry private label products, these are of a similar price, quality and design
standards to the manufacturer brands sold (McColl/Moore 2011b).

3.1.3 Store Brand Environment and Communication

Store image is the means by which the retailer positioning strategy is portrayed to the cus-
tomer in the store (Cook/Walters 1991), and the means by which the brand is portrayed, rein-
forced and managed in the store (Kent 2003; Kerfoot/Davies/Ward 2003; Davies/Ward 2005).
For retailers it offers an opportunity to positively influence in-store behaviour and build store
loyalty, and in contrast to the literature on retailer brand strategy, retail store image is an area
which has received considerable research attention (Martineau 1958; Kunkel/Berry 1968;
Jolson/Spath  1973; Doyle/Fenwick 1974; Lindquist 1974; Marks 1976; Schiff-
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man/Dash/Dillon 1977; Sirgy 1982; Mazursky/Jacoby 1986; Zimmer/Golden 1988; Gagli-
ano/Hathcote 1994; Lee/Johnson 1997; Thompson/Chen 1998; Birtwistle/Clark/Freathy 1999;
Kumar/Karande 2000; Leszczyc/Timmermans 2001). A summary of store image attributes
identified from the literature are outlined in Table 3.

A small, but valuable, body of literature has emerged which evaluates store image and brand
image congruency from the perspective of the retailer (Baker/Grewal/Parasuraman 1994;
Doyle/Broadbridge 1999; Kent 2003; Davies/Ward 2005; Kent 2007; Kent/Stone 2007) and
the consumer (Porter/Claycomb 1997; Collins-Dodd/Linley 2003; Kerfoot/Davies/Ward
2003; Carpenter/Moore/Fairhurst 2005; Vahie/Paswan 2006). These studies propose that re-
tailers draw not only upon the traditional elements of brand identity, those of name, symbol,
packaging and advertising, but also from the dimensions identified in the study of store im-
age. Thus they carry the brand image and logo onto the facade of the store into the store itself
through the signage, in store photography, packaging and labelling of private labels, store
layout and staff behaviour, stressing the importance of creativity as store appearance and in-
store experience become integral to the core brand values (Backstrom/Johansson 2006; Kent
2007).

Retailers, they propose therefore, have a wide range of issues to consider and manipulate
when developing the retailer as one coherent brand, particularly the design elements of mer-
chandise, visual merchandising, display and packaging, in-store promotion, location, envi-
ronment and atmosphere and space which have been given prominence in recent studies
(Doyle/Broadbridge 1999; Kent 2003; Kerfoot/Davies/Ward 2003; Davies/Ward 2005) as
methods of communicating and managing the retailer brand strategy. Other researchers have
identified the brands carried by the store and the images these portray
(Baker/Grewal/Parasuraman 1994; Porter/Claycomb 1997; Collins-Dodd/Linley 2003; Car-
penter/Moore/Fairhurst 2005) as major influences upon store image and consumer behaviour,
attitudes and loyalty, proposing this as an important area of study because of the priority

given to merchandise in consumer evaluations of store image.
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Table 3: Store Image Attributes
Attribute Author
Advertising Berry (1968), Stephenson (1969), Jolson/Spath (1973), Marks
(1976)
Delivery Jolson and Spath (1973), Lee/Johnson (1997)
Displays Jolson /Spath (1973), Bawa/Landwher/Krishna (1989), lyer (1989)

Dressing rooms

Mazursky/Jacoby (1986), Grise/Harver (1990), Lee/Johnson
(1997)

Design and communication of brand image

Baker/Grewal/Parasuraman (1994), Porter/Claycomb (1997),
Doyle/Broadbridge (1999), Collins-Dodd/Linley (2003), Kent
(2003), Kerfoot,/Davies/Ward (2003), Carpenter/Moore/Fairfirst
(2005), Davies/ Ward (2005)

Fashion ability and appropriateness of merchandise

Fisk (1961), Rich/Portis (1964), Dommermuth/Cundiff (1967),
Berry (1968), Stephenson (1969), Jolson/ Spath (1973), Bearden
/Woodside (1976), Marks (1976), Bearden (1977), Schiff-
man/Dash/Dillon (1977), Mazursky/Jacoby (1986), Schim/ Kotsio-
pulos (1992), Stanforth /Lennon (1997)

Merchandise information

Mazursky /Jacoby (1986)

Merchandise quality

Berry (1968), Mazursky / Jacoby (1986)

Store appearance

Marks (1976), Sirohi/Kotsiopulos (1992)

Parking

Jolson /Spath (1973), Bearden /Woodside (1976), Bearden
(1977), Mazursky/Jacoby (1986), Leszczyc/Timmermans (2001)

Post transactional satisfaction

Fisk (1961)

Pricing strategies

Fisk (1961), Berry (1968), Jolson/Spath (1973),
Bearden/Woodside (1976), Bearden (1977), Mazursky/Jacoby
(1986), Bawa/Landwher/Krishna (1989), lyer (1989), Sirohi/ Kot-
siopulos (1992), Stanforth /Lennon (1997), Leszczyc / Timmer-
mans (2001)

Rest rooms

Berry (1968)

Returns policies on adjustments

Berry (1968), Jolson/ Spath (1973), Mazursky/Jacoby (1986),
Dotson /Patton (1992), Schim/Kotsiopulos (1992), Lee/Johnson
(1997)

Sales personnel

Fisk (1961), Rich/ Portis (1964), Berry (1968), Stephenson (1969),
Jolson/Spath (1973), Marks (1976), Bearden (1977), Mazursky
/Jacoby (1986), Dotson/Patton (1992), Schim/Kotsiopulos (1992),
Sirohi/Kotsiopulos (1992), Lee/Johnson (1997), Reynolds/Beatty
(1999), Leszczyc/Timmermans (2001)

Store atmosphere

Berry (1968), Stephenson (1969), Jolson/Spath (1973), Bearden
(1977), Mazursky/Jacoby (1986), Schim/Kotsiopulos (1992)

Store hours

Jolson /Spath (1973), Mazursky/ Jacoby (1986)

Store layout

Mazursky /Jacoby (1986)

Store location

Fisk (1961), Berry (1968), Stephenson (1969), Jolson/Spath
(1973), Bearden (1977), Schiffman/Dash/Dillon (1977), Mazursky /
Jacoby (1986)

Source: adapted from Paulins/Geistfield (2003).

Vahie/Paswan (2006) propose that private labels in the fashion retail sector not only attract

more customers and build store loyalty, but also that private label image and store image are

intrinsically linked to fashion retailer differentiation strategy. They propose that in terms of
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customer perception, private label quality is strongly linked to the quality of the store in terms
of store ambience and employee presentation. If these are appealing, customer perception of
private label quality is likely to be higher, thus creating congruence in the customer’s mind.
Carpenter/Moore/Fairhurst (2005) propose of the retailer private label, that the consumer
tends to associate it with an element of exclusivity because the unique shopping experience
and the merchandise are only available at a particular retail store or chain of stores. They rec-
ommend that retailers using the store name as the brand name should invest in creating a
unique shopping experience for their target customer. In creating that shopping experience,
Carpenter/Moore/Fairhurst (2005) propose that while the trend towards retail branding con-
tinues to penetrate the clothing sector, it is critical that industry practitioners understand the
hedonic values i.e. fun, excitement, and escapism that their target market values when shop-
ping for fashion brands, and use these in creating an exclusive shopping experience for the
consumer, whilst stressing the importance of the marketing mix to consumer decision making.

3.1.4 Customer Service

Particular emphasis in the corporate branding literature is placed upon the role of employees
and their commitment in delivering the brand as brand ambassadors, and in supporting the
brand image in their interface between the internal and external environments (Bickerton
2000; Hatch/Schultz 2003; King/Grace 2005; Morsing 2006; Chun 2007). According to some
(de Chernatony 2001; Aurand 2005; Morsing 2006), the successful enactment of the brand
will only occur where corporate brand values are aligned to employees values, as a means of
delivering a consistent and coherent brand message. Customer service is a key element of
store image in retailing (Timmerman 2001), and in fashion retailing (Birtwistle/Freathy
1998), and is a significant issue in brand choice (Chun 2007). It is clearly necessary therefore
to address the issue of customer service, in terms of staff training and motivation, which
according to de Chernatony/Segal-Horn (2003), Chun (2007) and Gilani (2007) are central to
the success of the corporate brand. A growing body of literature highlights the need for
retailers to evaluate their brand strategies to allow for improvements to dimensions such as
product, store image and customer service policies (Arnett/Laverie/Meiers 2003; Mohd
Yasin/Nasser Noor 2007). The importance of customer service to the success of the retailer
private label is highlighted in the literature (de Chernatony/Segal-Horn 2003;
Carpenter/Moore/Fairhurst 2005; Vahie/Paswan 2006), while a number of authors (Ind 1997,
de Chernatony/Segal-Horn 2003; Morsing 2006; Chun 2007) stress the need for effective
customer service and staff training in promoting the retailer as a brand. As proposed by
Birtwistle/Clark/Freathy (1999), customer service is an important dimension of fashion

retailing. It is recognised therefore that improving employee ability to fulfil their roles is the
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key to company success (Hatch/Schultz 2003; Chun 2007). British based companies such as
Marks and Spencer and John Lewis, conscious of the importance of individual staff members
in representing the brand, include customer service as one of their core brand values and have
rigorous staff training and development policies (McColl/Moore 2011a).

3.2 Secondary Activities

3.2.1 Visionary Leadership

Recent developments in the branding literature extend beyond the philosophy of marketing to
the incorporation of the brand image and identity into the strategic process, adding value to
the brand as an embodiment of the strategic vision, values and mission of the company,
developed as a result of strong and directional leadership, inherent in the culture of the
organisation, and expressed in employee behaviour and marketing communications (King
1991; de Chernatony/Dall'Olmo Riley 1998; Ind 1997; McEnally/de Chernatony 1999;
Harris/de Chernatony 2001; McDonald/de Chernatony/Harris 2001; Van Riel 2001;
Balmer/Grey 2003; Knox/Bickerton 2003). The leadership literature focuses on strategic
decision making and strategy formulation as a vision which is often the responsibility of a
single leader (Schumpeter 1950; March/Simon 1958; Druker 1970; Mintzberg 1973;
Pettigrew 1977). This literature proposes that strategy formulation is based upon the visionary
leadership of the chief executive rather than as a precise design. Planning therefore is a
visionary process, based on the intuition of the chief executive, and internalised in his or her
own behaviour. By its very nature, it is deliberate in its vision and emergent in how the details
unfold, and reflects a full knowledge of the organisational situation allowing for flexibility
and adaptation because of the need for only one person to take the initiative (Schumpeter
1950; March/Simon 1958; Druker 1970; Mintzberg 1973; Pettigrew 1977; Mintzberg/Lampel
1999). In the redevelopment of the Marks and Spencer brand in the early years of the new
millennium, hierarchical management structures were flattened so that key individuals were
able to make decisions rapidly and successfully in response to environmental developments
(McColl 2011a).

3.2.2 Corporate Brand Blueprint and Positioning

Researchers in the body of corporate branding literature propose that branding strategy and
corporate strategy are a single entity, portrayed in the strategic vision and mission statement
of the company, thus allowing marketers to use vision and culture as their unique selling point
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and providing a vision driven approach (Balmer/Soenen 1999; Hatch/Schultz 2003;
Knox/Bickerton 2003; Urde 2003). Corporate brands, it is therefore proposed, have become a
strategic issue rather than simply a marketing management issue, and rather than simply tar-
geting customers, they contribute to images formed by various stakeholders such as investors,
partners and suppliers as well as organisational members (Ind 1997; de Chernatony 1999;
Aaker/Joachimstaler 2000; Knox/Malkan/Ryals 2000; Olins 2000; Balmer 2001; Harris/de
Chernatony 2001; Hatch/Schultz 2003).

According to Tollin (2007), however, there remains considerable uncertainty over the mean-
ing and complexity of corporate branding. To this end, Balmer/Grey (2003) suggest a sym-
biosis of thought in the corporate branding literature and propose a growing consensus as to
the basic tenets of the concept. In an analysis of the corporate branding literature therefore
they have attempted to reflect the distinctive attributes of the corporate brand, presenting the

similarity of thought in the literature. These are outlined in Table 4.

Table 4: Characteristics of the Corporate Brand

Characteristics Of Corporate Brands Referred To In The Literature By

Cultural: corporate brands tend to have strong cultural
roots. An organisation’s distinctiveness invariably finds one
of its sources is the mix of subcultures found in organisa-

Balmer (1999), de Chernatony (1999), Hankin-
son/Hankinson (1999), Johansson /Hirano (1999), Mitchell
(1999), Bickerton (2000), Balmer (2001), Hatch/Schultz

tions. These consist of corporate, professional, national
and other types of culture.

(2003)

Intricate: inherently intricate in nature, it is multidisciplinary
and multidimensional in that it impacts your many stake-
holder groups and methods and is made known via multi-
ple channels of communication.

King (1991), de Chernatony (1999), Keller (1999), Mitchell
(1999), Schmitt (1999), Urde (1999), Olins (2000), Balmer
(2001), Balmer/ Grey (2003), Hatch/Schultz (2003), Urde
(2003)

Tangible: includes product/service quality, business
scope, geographical coverage, performance-related issues,
profit margins, pay scales etc. Also includes architecture,
logos etc.

King (1991), de Chernatony (1999), Johansson/Hirano
(1999), Schmitt (1999), Urde (1999), Balmer (2001)

Ethereal: includes elements such as lifestyle and style of
delivery. Also encompasses brand associations. For in-
stance, there are often emotional responses to elements
associated with the brand such as country of origin.

de Chernatony (1999), Johansson/Hirano (1999), Keller
(1999), Mitchell (1999), Schmitt (1999), Urde (1999),
Balmer (2001), Hatch/ Schultz (2003)

Commitment: from all personnel. Senior management
need to devote sufficient in resources, such as on-going
financial and communications support. An important aspect
of this characteristic is that a corporate brand should elicit
commitment from a variety of stakeholder groups and
networks.

King (1991), de Chernatony (1999), Johansson/Hirano
(1999), Urde (1999), Bickerton (2000), Balmer (2001),
Harris/de Chernatony (2001) Hatch/Schultz (2003), Aurand
(2005), King/Grace (2005), Morsing (2006), Chun (2007)

Source: updated and adapted from Balmer/Grey (2003).

According to Roberts/Dowling (2002), the corporate brand becomes a valuable intangible
asset which is difficult to imitate. This is because the organisational associations, such as
those proposed by Balmer/Grey (2003), provide a value proposition for the customer and help
to build relationships with internal and external stakeholders (Aaker 1991). Balmer/Grey
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(2003) propose, firstly, that the corporate brand is rooted in the corporate culture, making it a
distinctive entity which requires a multidisciplinary approach to its enactment. According to
Noble et al. (2002), organisations who have developed successful brands have done so by
creating a culture of commitment throughout the organisation, aligning the organisational
culture with the brands values (Harris/de Chernatony 2001) and by ensuring that the culture is
appropriate, adaptive and attentive to the needs of all stakeholders (Kotter/Heskett 1992).
Secondly, it is evident in the literature that the corporate brand is intricate in that it is
multidimensional and multidisciplinary in its enactment, relying on the skills, not just of the
marketing function, but those of all employees in delivering and portraying the brand to the
internal and external environment (Balmer/Grey 2003; Hatch/Schultz 2003; Aurand 2005; Yu
Xie/Boggs 2006). For example, it relies upon the skills of the human resource function in
recruitment and selection of the appropriate staff, and in the training and development of
those staff members (Aurand 2005).

Thirdly, Balmer/Grey emphasise the importance of the tangible aspects of the brand, that is
those portrayed in the generic branding literature, as well as those of pay scales, profit mar-
gins, and performance related issues, important to the motivation of staff (Aurand 2005). This
involves uniform delivery across stakeholder groups (Harris/de Chernatony 2001). Fourthly,
they propose that the corporate brand is composed of ethereal dimensions, such as lifestyle,
which are portrayed in brand communication and which help to form brand associations in the
mind of the customer (Keller 1993). Recent examples of this are the American Abercrombie
and Fitch and Hollister stores where the brand becomes an experience for the customer por-
trayed through the atmospherics such as music, scents, merchandising and activities such as
photographing customers with attractive members of staff, which are designed to appeal to the
target market. Additional associations may be found by ethereal elements such as brand heri-
tage and country of origin (de Chernatony/Dall'Olmo Riley 1998), and brand mantras, short
three to five word phrases that capture the essence of the brand positioning (Keller 1999). For
example, Marks and Spencer’s “Your M&S” campaign which personalises the brand for the
customer. Finally, they propose that a characteristic of the corporate brand is the level of nec-
essary commitment from all personnel and a variety of stakeholders and other relevant part-
ners (Bickerton 2000).

A strong and well defined brand offers strategic opportunities for companies in the creation of
value through the development of private labels and brand extensions (Davies 1992; Moore
1995; Fernie/Moore/Burt 1997; McDonald,de Chernatony/Harris 2001; Grime/Diamantopou-
los/Smith 2002; Martinez/de Chernatony 2004), corporate brands adding economic value to
the products and services offered by the company (Olins 1995; Ind 1997; Knox/Bickerton
2003) through their contribution to value chain activity. Recently, an increasing number of

studies have evolved which focus on the corporate brand in the retail sector (Helman/De
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Chernatony 1999; Burghausen/Fan 2002; Davies/Chun 2002; Girod/Mitchell 2003; Girod
2005; Papasolomou/Vrontis 2006), particularly in terms of the organisational and social
construction of the retailer as a brand (Girod 2005) and the role of employees in delivering
and in building the strength of and adding value to the corporate retail brand (Girod 2005;
Papasolomou/Vrontis 2006). Whilst only a small number of studies have sought to identify
the importance of corporate branding in the fashion retail sector (Moore 1995;
Grime/Diamantopoulos/Smith 2002; Hines/Cheng/Grime 2007), others have suggested that
fashion retailers must translate their core values into a coherent brand positioning strategy in

order to establish their competitive advantage (Birtwistle/Freathy 1998).

According to Grewal/Levy/Lehmann (2004), the evolution of the retailer as a brand is one of
the most important trends in retailing in recent years. They propose that many retailers have
such a strong brand name that most customers make no distinction between the store and the
brands sold in the store. According to Martensen (2007), some of the most successful corpo-
rate brands in the world are retail brands and an important part of their branding strategy is to
launch private label brands, the type and range of which is, according to Ailawadi/Keller
(2004), directly related to the retailer’s overall brand image. Further empirical studies of re-
tailer branding provide evidence to suggest that the development of private labels is implicit
to the strategic development of the retailers corporate brand (Moore 1995; Burghausen/Fan
2002; Burt/Sparks 2002; Martensen 2007), however, this is an emergent area of research, de-
serving of further research attention. Despite this paucity of research, Mitchell (1999) and
Burghausen/Fan (2002) suggest that retailers face greater challenges and complexities in
terms of corporate branding than those expressed in the generic corporate branding literature.
Retailers, they suggest, are extending and utilising the corporate brand at a decidedly higher
level than companies in many other industries. Similarly, Burt/Sparks (2002) propose that
retailing is different from other sectors because of the need to manage a wider range of corpo-
rate components. Additionally, they suggest that retailer power has increased dramatically in
the past few decades and that retailers engage with a greater variety of stakeholders, particu-
larly in their relationships with customers, which are developed not just through the brand but
through the store, the service delivery and employee interactions. It is suggested in the litera-
ture therefore, that retailers are managing and deepening their relationships, often in a more
complex and efficient manner than companies in other industry sectors (Mitchell 1999;
Burt/Sparks 2002).
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3.2.3 Central Support Functions

For fashion retailers, the development of private labels offers opportunities to capitalise on the
corporate brand name and reinforces the brand position, allowing for standardisation and
transferability of communications, merchandising, distribution and pricing to develop a
distinctive corporate image, as a basis for market differentiation. Clearly, the development of
private labels offers opportunities for retailers to differentiate themselves, not only through
the merchandise design (Davies 1992; Moore 1995; Ailawadi/Neslin/Gedenk 2001;
Sheinin/Wagner 2003; Juhl et al. 2006), but also in terms of carrying the corporate image into
the store onto the merchandise, and the packaging and labelling design (Burt 2000;
Wells/Farley/Armstrong 2007). It also allows for control over strategic issues such as pricing
levels (Burt 2000; Davies/Brito 2004; Carpenter/Moore/Fairhurst 2005), quality (Burt/Sparks
2002; Davies/Brito 2004) and advertising (Richardson/Jain/Dick 1996; Ambler/Styles 1997;
Juhl et al. 2006), as well as operational issues such as store image (Burt 2000;
Sheinin/Wagner 2003; Juhl et al. 2006), inventory control, use of technology, involvement in
fast fashion (Ko/Kincade 1997; Guercini 2000) control of fashion and design (Moore 1995),
manufacturing capability and quick response (Ko/Kincade 1997; Guercini 2000). As such,
retailers have greater control over aspects of positioning in the market place (Davies 1992;
Burt 2000) and are in a better position to build customer loyalty (Corstjens/Rajiv 2000;
Ailawadi/Neslin/Gedenk 2001; Erdem/Zhao/Valenzuela 2004; Labeaga/Lado/Martos 2007).
The development of private labels therefore offers a number of key dimensions, which Moore
(1995) proposes serve to guide their successful management and offer them strategic

advantage in the market place.

Effective support strategies therefore can help with sourcing and production opportunities,
and economies of scale in production in for example China and the Far East where employ-
ment costs are low (Mintel 2010), allowing for price control and premium price opportunities
(Moore 1995). Ultimately, given the importance of fast fashion and the lack of differentiation
in the high street imitation styles can be introduced more quickly (Birtwistle/Clark/Freathy
1999).

3.2.4 Evaluation and Control of Performance

The strategic planning literature highlights the need for environmental scanning, competitor
analysis, formal planning and market positioning to the successful implementation of com-
pany strategy and the continual evaluation and control of that strategy to assess the potential
effectiveness of future strategic decisions (Ansoff 1965; Porter 1980, 1985; Mintzberg 1985).
A body of literature has evolved on the evaluation of brand and retailer brand strategy (Aaker
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1991; Keller 1993; de Chernatony/McDonald 1998; de Chernatony 2000; Yoo/Donthu 2000;
Kapfer 2004; Pappu/Quester 2006; Mohd Yasin/Nasser Noor 2007; Cuneo/Lopez/Yague
2012). This body of literature proposes that the measurement of brand success and ultimately
brand value, allows companies to review and improve their marketing strategy according to
consumer needs. From a review of the retail store image literature, Ailawadi/Keller (2004)
propose five key dimensions of retailer image which will build brand value and are key to the
evaluation of retailer performance. These are location, store atmosphere, price and promotion,
cross category assortment and in category assortment, a particularly important aspect of mer-
chandise assortment being private label products in engendering retailer loyalty, providing
higher gross margins and emerging as a key business asset.

4 Conclusion

In the current economic climate and in the face of price deflation in fashion retailing (Mintel
2010), high street fashion retailers must maintain and increase their competitiveness through
not only their sales activity, but also through the activities which support the operationaliza-
tion of their brand strategy. Fashion retailers strive to differentiate themselves in an increas-
ingly homogenous market, and can only do so successfully when they are able to implement a
brand strategy which offers consumers a unique brand experience, not only through the design
and choice of private label and/or manufacturer merchandise but also through the store envi-
ronment and customer service experience. This demands strong and visionary leadership
which can react quickly to changing consumer preferences and volatile environmental forces.
It also requires efficiency and effectiveness of centralised policies and functions in delivering
the brand experience in a coordinated and efficient manner to an audience who have a wealth
of choice, as well as requiring a willingness by managers to make both short and long term
changes in the face of any negative or positive evaluation which may occur. Indeed, the fash-
ion retailing environment offers fertile opportunities for innovative management practices in
creating a brand experience and in the short term, brand loyalty for what is often a young and
impressionable customer who will purchase a variety of high street brands and will develop
new brand preferences over a sustained period of time. Such a model highlights areas of nec-
essary development and coordination and helps prevent the management myopia which can

occur for a large variety of reasons, when evaluating strategic effectiveness.

This paper has presented a model of eight value chain processes or activities which contribute
to the competitiveness of fashion retailers and are the building blocks of their brand strategy.
The model contends that the interactivity of these processes is a major contributory factor in
the design implementation of value chain activity. In bringing together fragmented aspects of
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the retailing and fashion retailing literature, the model provides a structure for researchers and
practitioners and offers areas of competitive advantage. That is not to say that these are the
only areas that fashion retailers must consider. Fashion retailers are subject to dynamic envi-
ronmental and resource based influences which have a vital effect on the success of any stra-
tegic processes Future research should include empirical studies which apply the model in the
retailing and fashion retailing sector and test the concepts in the context of fashion retailer
brand strategy. The model can also be used by practitioners to evaluate their brand manage-
ment activities and as a measure of potential improvement to brand strategy. Additionally the
model can be used over time to identify best practices for fashion retailers in brand manage-
ment and value creating activity.
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Abstract

Based on the analysis of trade promotion and motivation activities targeted to various types of
channel members by suppliers in 14 industries between 1990 and 2010, this paper aims to
draw a picture of the evolution of trade promotion practice. We find that “loyalty” promo-
tions, i.e. loyalty schemes and clubs that have literally flourished in consumer markets, have
been adopted in B2B contexts. This has the potential for aligning supplier and distributor ob-
jectives and improve channel performance. In fact, non-price channel promotions such as the
above act on attitudes, not only on behaviour, differently from price incentives that literature
has found to determine mere short term compliance. We also find that loyalty programs in
channel relationships can act as “frameworks” to provide and engage channel partners with
the most-advanced, highly promising opportunities offered by web 2.0 developments, such as
prediction markets and group/social buying.
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1 Introduction

A vast body of research (see Lugli 2009a, for an overview) has pinpointed the fact that the
evolution of distribution channels - modernisation, concentration, format proliferation - and
the parallel changes in consumer habits have pushed manufacturers to take action to orient
channel players to support their brands. At the same time, distributors have developed an in-
creasingly autonomous marketing mindset that makes them less ready to accept manufactur-
ers’ proposals.

According to Narus/Anderson (1996), firms are constantly busy finding new and creative
ways to motivate intermediaries by way of direct or indirect sales force activities and other

initiatives for distributors.

As far as the sales force is concerned, the topics of motivation and incentivation, are widely
covered in organisational and sales management literature and have gained even stronger
momentum today, when the challenge of the market requires development of sales personnel

roles and responsibilities (Guenzi 2002).

As far as intermediaries are concerned, the rise of trade marketing activities and departments
within suppliers’ organisations is a demonstration in itself of a growing need to manage
channel relationships (Fornari 2000).

In this area, management practice and academic attention have mostly focused on contractual
incentives and instruments: discounts, street money, free goods, bill-back, inventory financing
and slotting allowances, calendar marketing agreements, display allowances, co-op advertis-
ing and co-marketing. Gilliland’s (2003) analysis of standard contracts offered by manufac-
turers to independent resellers identified 173 different incentives in the IT industry alone.

Kasulis et al. (1999) categorize trade promotion incentives according to the distributor’s in-
terest and their effects. They note that price incentives (also referred to as “monetary incen-
tives” in this paper) determine short-term compliance with supplier demands, but do not bring
about an attitudinal change."!

Price incentives are welcomed by resellers because they can be easily put to the service of
their own objectives, in that they result in higher margins to utilize. However, like
Frazier/Sheth (1985) before them, Kasulis et al. (1999) point out that channel partner
initiatives need to produce attitudinal, not only behavioural results. In industries where the
distribution landscape is fragmented and where, because of the nature of the goods sold or the
purchase process, assisted sales rather than self-service is the rule, manufacturers have
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adopted non-price, brand-image-developing promotional activities that involve distributors
and their personnel: such promotions can result in internalization or long-term cooperation
through the alignment of common goals (“behaviour and attitude consistency”). However, it
is clear that power is shifting towards retail and distribution as modernisation advances; as
increasingly powerful retailers push for price incentives, is non-price trade promotion
destined to disappear?

Reflection is needed regarding the choice of channel promotion tools, especially in the light
of opportunities for innovation brought about by B2C loyalty marketing practices and Web
2.0 applications.

We decided to focus our attention on promotional activities directed at resellers/distributors
and sales people alike. Although to a different degree, both categories are targets for manufac-
turers’ efforts to control and manage the channel. In recent years, moreover, channel promo-
tions tend to involve several players at a time, as the following example illustrates: Brembo, a
car brake manufacturer, invites garages to join the Professional Club: in return for a minimum
purchase obligation the garage owner, mechanics and end customers receive gadgets and
gifts. Garages also earn points with their purchases and by setting up special Brembo brand
displays. Garage owners can check their points, claim premiums from a catalogue and convert

points into discounts on future orders, all online on the scheme website.

Table 1 shows the classification of channel partners targeted by promotional activities that we

employed for the study.

Table 1: Classification of Recipients of Channel Promotion Activities adopted in the Study

Level 1 Level 2 Examples (see also activity examples in Table 2)
Normal Trade Pharmacy, travel agent, tyre fitter, café...
Trade Wholesalers Electrical equipment, tyres, heating...
Chain stores Grocery, electronics, restaurant chain stores
Direct sales force Salespeople, mechanic, hairdresser...
Sales Force Agents For suppliers, for wholesalers...
Third party sales people Perfume shop sales assistants, wholesaler sales desk clerk...

In management, the words “motivation” and “incentives” usually refer to the targeting of
sales staff, while “trade promotion” (marketing jargon) refers to targeting of retail or whole-
sale distribution. All terms are derived etymologically from the idea of “pushing someone
towards” (in Latin pro-muovere “showing the way to” and in-centivum deriving from “set the
tone for singing”). In this paper the expression “channel promotion” or simply “promotion” is
used to encompass non-monetary promotion directed to players in the channel, both compa-
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nies and people. As for the channel activities to include in the study, we identify the following

categories:

e immediate gifts or premiums (also known in the business as “trade loaders”),

e sales competitions,

e sweepstakes and draws,

e Jloyalty schemes (based on a point or proof-of-purchase collection mechanism, “clubs”
entitling members to privileges or special services, offering just one prize or a wide range
of redemption options. See Section 3.3),

e Games and other activities.

The above activities are categorized as “premium and prize promotion” by Mullin/Cummins
(2008) and are characterized by the award of non-monetary benefits.

As stated above, compared to discounts, price promotion and monetary compensation, this
non-price, non-monetary aspect of channel promotion has received little attention in literature.

So the present paper has the following goals:

a) Put forward a classification of channel promotional activities based on goals rather than
technique, in order to clarify the variety of purposes served by trade promotion. The final aim
— that will be addressed in a separate research paper — will be to investigate how non-price
incentives are used to control channel partners and motivate their behaviours, according to
channel relationship theory, with a specific focus on retention and loyalty goals.

b) Put forward a classification of different promotional approaches to channel management,
based on the number and type of different targets of promotional activity, in order to
appreciate the complexity of firms’ approaches to channel relations and the existence of a

systemic view.

¢) With reference to loyalty schemes, explore their adoption in B2B and contrast it with find-
ings for B2C (Ziliani 2008), in the frame of a discussion of the numerous opportunities that
loyalty marketing holds for B2B.

d) Stress changes that have taken place in recent years, with the onset of the economic crisis.
The overall aim is to stimulate reflection among trade promotion decision makers and help
them exploit promotional strategies, particularly loyalty marketing, in order to give brands

distinctive and durable advantages.
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2 Methodology

This paper is based on the methodology and results of a previous research effort conducted in
2008 (Ziliani 2011) that has been extended with the construction of a new sample (see below)
to be added to the 2008 database, to obtain a full twenty-year dataset that we utilise in order to
better address research questions a), b), c) that were also the focus of the earlier work, and
address question d) for the first time.

Following a review of academic literature, and a review of industry press and online sources
(Section 6), in 2008 we conducted in-depth semi-structured interviews with four experts and
managers of promotion agencies expert in sales promotions and incentives, in order to verify
the hypothesis of an evolution of trade promotion parallel with the modernisation of retail and

distribution systems.

A database of promotion/incentive campaigns was set up using secondary sources. It first con-
tained data on 149 activities carried out in Italy between 1992 and 2009 by 111 different
companies in 14 sectors. In May 2011 a new set of 70 campaigns relative to the years 2009
and 2010 was added: the resulting data set contains 220 promotional campaigns relative to 14
sectors and 137 different companies.™

Promotion agencies interviewed during the early phase of the research, keep detailed records
of campaigns, but confidentiality agreements prevent third party access. We thus turned to
secondary sources, particularly the archive of the trade publication “Promotion Magazine”
that regularly features promotional campaign case studies in B2B and B2C. The “Promotion
Magazine” archive accounts for 50 % of the cases in our research database. However, most of
these case studies were produced by marketing agencies, keen to advertise their own success.
But there are differences between outsourced and in-house incentive programs, with

outsourced programmes usually more structured and innovativel™

, so internally developed
campaigns were needed to complete and balance the database. In Italy companies running a
premium promotion (sweepstake, prize promotion, point-based scheme, customer club etc.)
are required to inform the Ministry of Industrial Activity by submitting a form online, and we
retrieved a substantial number of these. The same “trade publication plus online” approach
was followed in May 2011 to cover the last three years. The database thus covers evenly all
types of channel activities and can be compared with previous similar data sets!!.

In order to address the first research objective (Section 1) we could have employed an
existing framework referring to distribution channel incentives, (Heide 1994; Gilliland 2003),
or referring to sales force management (Challagalla/Shervani, 1997; Eisenhardt, 1985;
John/Weitz, 1989; Krafft 1999). But instead, we adopted a “grounded theory” approach
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(Corbetta 2005). The reason for this was that it allowed us to examine promotional activities
close to reality, in great detail, reflecting their breadth and variety/creativity, rather than
forcing them to fit a given classification framework, which was preferable, given goal a) of

the work.

We examined qualitative data from the 220 campaign records as described above in order to
derive a classification scheme inductively. The author and two researchers searched the re-
cords to identify relevant information. A record card for each campaign was drawn up, as

shown in Appendix 1.

To derive the classification framework we adopted an open coding procedure or constant
comparative method (Glaser/Strauss 1967). The description of each activity was analysed,
conceptualized and labelled with a code. Each activity was compared with the previous, and if
similar, received the same label. Otherwise, it was classified as different. It is important to
note that codes were not predetermined; they were determined item by item. Once all activi-
ties had been labelled, they were grouped around similar phenomena.””! The goals of the 220
campaigns were grouped into 13 subcategories, which in turn were clustered into three main

categories, as discussed below and shown in Table 2.

3 Results
3.1 Channel Promotion Objectives

The first goal of the paper was to propose a classification of channel promotions based on the
objective. The methodology yielded the following classification: 13 goal subcategories (Table
2, second column) which can be grouped around three main goals (Table 2, first column): sel/

in, sell out, relationship.
Below, we briefly discuss channel promotion goals as they emerged from the analysis:

e sell in: partners are enticed to purchase a product, a range of products, larger volumes
compared to past purchase history. Any promotional technique can serve this goal: trade
loaders, competitions, sweepstakes, scratch and win, point collections, loyalty cards (See
examples in third column of Table 2);

e sell out: partners are rewarded for sales volume, and also for selling slow moving items,
whole ranges, selling above a certain % threshold over previous year etc.;
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e relationship: mainly loyalty schemes, clubs and point collection mechanisms that encour-

age repeat purchase/repeat sales. We develop this point in Section 3.3.

Table 2: Classification of Channel Promotion Goals

Goal Goal
Category Subcategory

Examples Of Campaigns

Sell out

Campari: wholesalers increasing sale volumes of the drink by 10 % or more can win a
Porsche car.

Helena Rubinstein awards points redeemable for gifts to shop assistants who improve
sales of slow moving products.

Marangoni Tyres rewards tyre fitters with points for purchases and extra points for
meeting sales targets. Points are accumulated in an online account and can be re-
deemed for POP items, overalls, gadgets

Facilitate part-

Soco rewards hair salons and perfume shops that order and display Cielo Alto hair
product POP window dressing, and hairdresser personnel who answer mystery shop-

SELL OUT ner's sales per questions and engage consumers with scratch cards for Soco products
Imerove gan- Kuwait Petroleum (Q8) runs a contest for teams of gas station workers who accumu-
ner’s service to . . .
product late points redeemable for gifts from a catalogue for best service to mystery shoppers
Support new Nestlé supported the launch of new premium cat food “Gourmet Diamant” with a gift

product launch

of a real diamond to each of the first 100 pet shop owners who reached sales targets

Improve prod-

Philips ran a contest, without purchase obligation, for electricians aimed at improving

uct/brand K led ¢ ing

awareness nowledge of a new energy saving lamp
Coca Cola: scratch card to win an exotic holiday offered to bar and restaurant owners
purchasing two cases of “Burn” energy drink

Sellin Conserve ltalia: loyalty card with point collection for any case of fruit juice purchased:

points can be redeemed for hi-tech gifts
Vaillant offers ready-to-collect trade loader gifts of different value for purchases of 3, 7
or 10 boilers in one order

SELLIN Product listing

Pharmacies ordering POP display of a chocolate product with a name similar to “aspi-
rin” can win a weekend for two at the Perugia chocolate fair offered by snack pro-
ducer “Costruttori di Dolcezze”

Enrol new part-
ners

Galbani dairies offers a catalogue of trade loaders to deli shops that purchase a
certain quantity of products over the first quarter of their being new customers

New channel
development

Infostrada telephone company rewards small-scale national lottery agents for selling
telephone contracts

Relation-
ship/retention

La Roche-Posay invites pharmacy owners and employees to participate in a team-
based online game. Prizes include an in store event for consumers, holidays, visits to
La Roche laboratories, product kits.

Lexmark launched (2001) its Channel Value Programme, offering three membership
levels with benefits based on different sales thresholds. The programme is completely
online.

Bocchiotti awards a re-chargeable Visa card to installers of electrical panels based on
sales.

Conserve lItalia developed two separate clubs (Granchef Royal and Granchef Privée)
for retailers and restaurants offering training and management tools etc. to foster
relationship

RELA

TION

SHIP
Acknowledge
best perform-
ance

IBM launched a competition for the best video illustrating the benefits of IBM middle-
ware products. Winners are rewarded with a TV set and upload of their video on You
Tube. Most viewed videos entitle their authors to a free holiday

Partner qualifica-
tion

Epson Best Seller loyalty program provides retailers with access to discounts, training
courses, technical support, consumer referral. Requires commitment to purchase.

Enrich database

Conserve ltalia rewards bars and restaurants that report detailed sales information, in
order to create a file of loyal purchasers of Derby and Yoga brands
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Goals other than the above were also recorded, but were less frequent:

e acknowledgement of best performance. Typically achieved by means of sales contests.
Used for the sales force and franchisees. E.g. Carrefour ran a contest for franchisee stores
to increase sales of own label Carrefour brand products;

o facilitate partner’s sales by providing a sales pitch; examples are competitions and sweep-
stakes for end customers advertised in store with POP material, rewarding the partner as
well as the winning customer;

e improve partner’s service to product, typically the case with premiums awarded to per-
sonnel responding to mystery shopper enquiries, e.g. the Kuwait Petroleum (Q8) promo-
tion (third column of Table 2);

e support product listing. To gain access to pharmacy ranges, cosmetics manufacturers re-
ward pharmacy owners with gifts and premiums for the purchase of special displays con-
taining the product;

e support new product launch. Nestlé supported the launch of new premium cat food
“Gourmet Diamant” with the gift of a real diamond to each of the first 100 pet shop own-
ers who reached sales targets;

e improve product/brand awareness: Philips held a contest for electricians, with no purchase
obligation, aimed at improving knowledge of the features of a new energy-saving lamp;

e partner qualification, by rewarding them for participating in training courses or taking
advantage of support and marketing services devised by the manufacturer;

e enrol new partners, to expand the number of stores in existing channels carrying the prod-
uct or to gain a foothold in new channels. E.g. telephone company Infostrada rewarded
small-scale national lottery agents for selling telephone contracts (third column of Table
2);

e enrich database: rewards for providing names of potential new partners or uploading sales
data.

As the objectives of supporting product listing, enrolling new partners and developing new
channels all result in more purchases from partners, it makes sense to include these goals in
the general category of “sell in” (Table 2, first column).

In the same way “improving partners” service to product, supporting a new product launch
and facilitating partners’ selling activity are sell out goals, in that they translate into greater
end sales, and are thus grouped in the general “sell out” category (Table 2, first column).

Lastly, relationship goals, acknowledgement of best performances, partner qualification and
database enrichment are different sides of the same coin: a company’s orientation to foster a
lasting relationship with partners.
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The three-category classification contributes to a better understanding of the role of non-price
channel promotion in channel partner management. It can be argued that manufacturers em-
ploy promotions to motivate and stimulate commitment to activities corresponding to various
phases in the evolution of channel relationships. Several authors (See Fornari 2000 for an
overview) identify an evolution from a sell-in to sell-out and then to a relationship orientation,
as trade autonomy from suppliers gains momentum. As mentioned in Section 1, the above
classification will form the basis for a discussion of the connection between campaign goal
and channel power, that will be addressed by new research. The 2008 interviews in fact put
forward the idea of a link between promotional goal and channel dynamics. In fact, respon-
dents confirmed that their channel promotion investments were influenced by the following
factors: trade concentration, brand substitutability, competition for listing, expansion of resel-
ler ranges, industry specific factors such as leader moves or legislation. Here, however, we
will proceed with a focus on loyalty marketing and its adoption for channel promotions.

In the 2009-2011 period it emerged that relationship-oriented campaigns were more frequent
than in the past and new activities have emerged whose purpose is solely supporting the rela-
tionship with channel partner(s), whereas in the period up to 2008 relationship goals were
never pursued “for themselves”, but always came alongside the sell in or sell out straightfor-

ward goals.

The research methodology does not allow for generalisation across sectors, but it would
nonetheless be interesting to investigate if a correlation exists between goal and sector. For
instance, in the electrical equipment and plumbing & heating sectors, where manufacturers
are mostly concerned with making their way into wholesaler ranges and tradesman stocks, all
campaigns were geared towards sell in goals. And in consumer electronics, a sector that is fast
following grocery retailing in modernisation and competition, suppliers are strongly
promoting sell out. The 2009-2011 campaigns indicate that more emphasis is being put on sell
out in the pharmaceutical and plumbing & heating industries. On the other hand, sell in
prevails in consumer electronics and gardening, two retail sectors severely hit by recession. A
new direction for research is therefore apparent that we hope to be addressing in the future.

3.2 Channel Promotion Targets

The most frequent targets of channel promotions in the database are in the “trade” category as
shown in Table 1. Specifically, it is “normal trade”, i.e. independent retail stores, that is most
often targeted. Even more so in the last three years. In the words of a sales manager who
responded to our interviews: “the chance of influencing chain stores decisions has almost
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vanished, the same can be said for third party salespeople: as a consequence, we all flock to

channels where some margin for manoeuvre is left”.

The majority of campaigns are aimed at only one type of channel partner, but some target
more than one. For instance, promotions aimed at wholesalers, where sell in goals such as
getting wholesalers to list a product do not translate into end sales unless the sales personnel
are directly involved, are often structured to incentivize both the company and its sales force.

Kasulis et al. (1999) suggests that the supplier promotions to retailer or wholesaler employees
are a sign that the wholesalers are willing to allow suppliers to influence the employees. And
Burnett/Moriarty (1998) posit that they can result in lasting goodwill when the initiatives
successfully cement ties between employees and supplier. Employees involved in
promotional activity become more effective and successful in selling the product, and
acquired competences and rewards reinforce the relationship with the supplier brand so that
promotion results in supplier-favourable behavioural and attitudinal changes.

Observation of our database suggests that channel promotions can be classified by number
and type of targeted partners into three categories, hence responding to research goal b):

e promotions focussed on one target only, that we labelled “unique target”;
e promotions focussed on two players in the channel: “dual target”;
e and a handful of promotions working simultaneously on all channel levels, especially con-

sumers: “comprehensive” promotions.

An example of the latter is the campaign run by Campari which offered wholesalers who in-
creased Campari sales by 10 % the chance to win a Porsche sports car. Wholesaler sales staff
could win safe driving courses, their customers - bar and restaurant owners - could win car
stereos, and end consumers could win the same prizes through lucky bottle tops. Competitions

are usually used to add a “consumer side” to a channel partner promotion.

3.3 Promotion Type and Role of Loyalty Programs

The different types of promotions analysed in the paper are used interchangeably to support
any objective, and some campaigns combine more than one type of promotion. As noted
above, contests/draws are most versatile as far as goals and targets are concerned, and Internet

and smart phones make them easier to launch and manage.

“Loyalty promotions” (Castaldo/Mauri 1993), i.e. repeat-purchase/relationship techniques, are

also versatile and increasingly simple to run. These occur across all industries and in the last



Ziliani, C. 87

three years have gained in popularity, moving from second place to most frequent promotion
technique in our database. We are inclined to see this as a reflection of the popularity enjoyed
by loyalty schemes in consumer markets, on the one hand, and of managers’ adoption of rela-
tionship building goals in channel activities. Over the past twenty years, in fact, consumers
have become familiar with loyalty schemes and strategies adopted by large and small brands
in manufacturing and retailing. From groceries to mortgages, from petrol to prescriptions to
insurance, any shopping trip today is a chance to earn points, be recognised through a loyalty

card, choose a gift, or take part in a game or contest.

In B2B, loyalty promotion target independent retail stores and their sales force or both, as in
the cited case of Brembo (Section 2). The following types of loyalty promotion were identi-
fied:

e Joyalty programmes, sometimes “clubs” promoting a sense of belonging to a group that
lasts over time, e.g. Lexmark’s “Channel Value Club”. These programmes may be ac-
companied by a loyalty card (See examples in Table 2) and/or by point collection mecha-
nisms;

e point collection to redeem premiums from a catalogue;

e single premium redeemable by means of point collection, usually a trip or holiday
package, or an item;

e premiums awarded for cumulative purchases or sales, calculated by the supplier, with no
need for point collection.

The last two loyalty activities differ from “trade loaders™ in that prizes are awarded after some

time and a cumulated volume of sales.

The differences between the above four types of promotion are relevant in that they may be
evidence of different strategic orientation. All are based on encouraging repeat behaviour
(purchases or sales), but a one-month “free gift for cumulated purchase” campaign is a differ-
ent proposition from a multi-year club. The number of prizes ranges from one up to 400, rang-
ing from gadgets to vouchers and travel, and total prize value ranges from 15.000 to 400.000
EUR.

Loyalty campaigns can be classified by duration; almost half last less than six months, and
many less than three months. These short term promotions focus on a single objective in the

sell-in area (Table 2), and tend to be variations on trade loading in supporting repeat purchas-

ing.
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However, one third of campaigns last a year or more, often two or three, and clubs, which aim
to represent a durable strategy, have no closing date at all. These longer promotions go
beyond mere tactical goals and seem to aim to build up relationships and qualify channel
partners.

The first appearance of a loyalty promotion in our database was in 1992 when FIAT, the car
manufacturer, pioneered incentives for the distribution of lubricants. The next appearance was
only in 1999, when national airline Alitalia launched Volare Club, an annual points scheme.
In 2001 Epson and Lexmark introduced channel programs that are still operating today, and
all other loyalty programs date from between 2007 and 2008.

A historical perspective shows that over the years the basic mechanism of proof of purchase
supporting sell in has evolved to incorporate new tools. These include points schemes, pre-
mium catalogues, loyalty cards, member accounts, “clubs”, longer durations, and a shift from
changing the program claim every year towards an ‘umbrella brand’ for channel promotion
which has strengthened since 2000. B2B loyalty marketing appears to be undergoing a
“branding revolution” following the path in B2C described by Mauri (Castaldo/Mauri 1993).

Two cases make interesting examples: Vaillant in plumbing and heating and Heineken in
drink distribution. Vaillant took part in channel promotion as far back as 1995, when a yearly
“tradition” of trade loaders offered to wholesalers’ customers purchasing boilers began. It was
only in 2007 that Vaillant changed approach with the launch of a bi-annual “Vaillant Club”
point collection scheme. More recently, points are earned when boilers are installed, not sim-
ply bought: a simple tweak of the program that unveils a new orientation away from sell in

towards sell out goals.

Heineken’s wholesaling division Partesa first introduced channel promotion in 2002 when a
six-month point collection scheme for ho.re.ca. customers tied to customer specific sales tar-
gets was linked to agent incentivation. Partesa agents were rewarded for the number of
ho.re.ca. customers who reached their targets, with credit accumulated on a payment card ac-
cepted for purchases in 65.000 affiliate stores. Six years later, building on its 2002 experience,
Heineken launched its Horeca Street Club. Bars and restaurants pay a small annual fee for the
Partesa Card and gain access to discounts on utilities, finance, furniture and fittings, pay-TV
and other services of interest. Store managers receive the HS magazine containing product
information, targeted promotions, and information about training courses for wine, beer and
spirits tasting and catering skills etc.. In 2010 a point collection campaign was added tempo-
rarily to the club proposition: an interesting example of the degrees of freedom available
when an “umbrella brand” — the Horeca Street concept — is developed around the company’s
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loyalty marketing activity. Under the club “roof” new activities can be added and substituted
over time providing novelty and excitement without interrupting the dialogue with customers.
Both the Vaillant and the Heineken campaigns show a commitment to positive, lasting rela-
tionships with channel partners by means of loyalty promotions.

The following features of B2C loyalty schemes could effectively be transferred to a B2B con-
text:

e points, the “currency” of loyalty schemes, are extremely versatile and can be used for
prizes differentiated by time, type of intermediary, product(s) sold etc.;

e premiums (gift, services, privileges) offer status and recognition, which are the building
blocks of motivation; rewards can be offered in partnership with other companies, thus re-
ducing costs and enhancing program value;

e B2B schemes could benefit from availability of customer-specific data, resulting in better
targeted and more relevant and effective activities;

e channel loyalty programs can reduce partners’ costs: for example virtuous behaviour, e.g.
timely sharing of sales data through the loyalty program online platform, can be rewarded;

o their medium to long term horizon distract from the immediate goal of price reduction and
help familiarize with the product, thus influencing preferences and skills of sales staff
(Castaldo/Mauri 1993);

e last but not least, channel partners are also individuals, who have after all been familiar
with loyalty schemes for years. They may well have grown to expect the same benefits in
the channel context.

It is interesting to note that among the very few activities run exclusively online, a third are
“clubs”. Internet has many advantages for channel loyalty activities. An online loyalty scheme
enables cheaper, faster communication and delivery, and allows for better control of elements
such as data entry, personalized communication, offers and prizes; digital premiums e.g.
vouchers, can be awarded online and continuous monitoring of participation, results and costs
is possible. Participants can interact with the program at their convenience and check their
progress towards rewards. Research published by channel marketing organisations'® shows
that there is a higher level of participation in online schemes thanks to the frequency of com-

munication and interaction.

Points can be awarded creatively in support of other objectives, as well as those shown in Ta-
ble 2; it is possible to test recipients’ responsiveness to different objectives and different point
thresholds and adjusting according to results. Rewards can be substituted with more appealing
ones, thresholds raised when redemption is higher than expected, and goals can be tailored for

each partner and time frame, etc.



90 European Retail Research Vol.26, Issue II, pp. 77-95

New digital technologies will probably help channel promotion adopt more interactive and
customized designs, reducing costs and raising effectiveness. At the same time, short term

tactical actions like temporary “add ons” to an on-going loyalty scheme will still be possible.

In the 1992-2008 dataset only 20 % of campaigns employed the web to reach the target group,
and another 20 % was entirely run online. In the 2009-2011 sample the web and e-mail are
gaining momentum as optimal channels for partner contact and interaction: 30 % of recorded
activities are online-only, and these are exclusively loyalty schemes. Internet and its tools are

promising to drive trade promotion evolution.

4 Limitations and Directions for Future Research

The first limitation of the present work is inherent in the methodology, in that the classifica-
tion of channel promotions is a function of the data set and does not necessarily conform to

other frameworks put forward in the literature (Section 2).

A second limitation is that although every attempt was made to cover as wide a variety of
sectors as possible, some sectors are represented by too low a number of cases, or are not
represented at all.

A third limitation is that promotional activities were analysed separately from other incen-
tives, notably contractual incentives, and from other marketing mix decisions. Trade promo-

tion, in fact, is just one area of impact of the evolution of channel relationships.

Last but not least, research needs to investigate participation in channel promotions, the qual-
ity of participation, medium and long term effects, in a word...their effectiveness. Along the
path set by Gilliland (2004), this could help to develop guidelines for designing promotions
with a better chance of attracting participation.

The rapid evolution in the field of B2C promotions, especially in loyalty marketing and in
distribution channels (Ziliani 2008) means that it is important to continue monitoring the
situation.

Future research will draw from the classification of channel promotion goals presented hereby

to put it in perspective with a channel power framework, as anticipated in Section 1.
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5 Conclusions and Managerial Implications

The channel promotion market in Italy was estimated to be worth 1700 million EUR in 2009
(Dinamiche Ricerche — Marcam, 2007). It has been established that during economic
recession more companies resort more frequently to trade promotion and sales force
motivation (IPC 2008).

Gilliland (2004) argues that product ranges at different levels in the channel of distribution are
expanding and becoming crowded, making it difficult for suppliers to be listed and main-
tained in the range. Products that do not enjoy effective promotional support suffer and are at
a disadvantage compared to others.

At the same time, increased reseller power in numerous sectors is forcing suppliers to shift
channel promotion budgets to monetary incentives, which are preferred by partners because of
their versatility, as discussed in Section 1. In the future, it could be argued that it may become
difficult to provide incentives to third party sales personnel, because employers may resist

supplier interference with their own targets.

Kasulis et al. (1999) point out that contractual price incentives, such as discounts, have differ-
ent effects from non-price channel promotions like those analysed in this paper. Contractual
price incentives tend to determine mere compliance, while non-price channel promotions,

which act on attitudes, are probably effective in aligning different goals.

For suppliers, who are not the dominant party in terms of market power, survival of non-price
channel promotion could be vital. And an analysis of best practices could help introduce new
relationship building tool with long term beneficial effects on channel relationships. We
therefore believe that our findings will be useful for management decision-making in this

area.

Our analysis shows that non-price channel promotion is common across sectors, employs a
variety of techniques and supports not only sell in goals but also a range of sell out, brand
support and relationship objectives. However, until just before the crisis of 2008, campaigns
tend to be simple and short term, and there appeared to be a great deal of untapped potential,
in terms of combining goals, more partner types, customising rewards, goals, time frames and

communication.

The analysis of promotional activities carried out from 2009 to 2011, during economic down-
turn, suggests the following:
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a) the practice of channel partner promotion has spread, with companies registered for the first

time as active in this area;

b) polarisation emerges as far as promotional activities are concerned: on the one side short
term, simple tactical actions abound, as testified by the “trade loader explosion”; on the other,
companies that were familiar with channel promotion take a “quantum leap” forward by re-
sorting to longer, more structured loyalty programs;

c) the above has been made possible also thanks to online management of promotional

activities.

Loyalty programs today are more and more commonplace in the Italian B2B scenario, but

they still have to evolve to exploit the following:

o versatility of points, as discussed above and in Section 3.3;

e collective intelligence potential. Channel partners can be encouraged via loyalty schemes
to participate in “prediction markets” offering knowledge and forecasts to the benefit of
the whole channel (Lugli 2009b; Surowiecki 2005; Wolfers/Zitzewitz, 2004), overcoming
the obstacles of low participation in collective prediction mechanisms reported by Daven-
port (2008);

e Web 1.0 and 2.0 and digital media potential for two-way communication and customisa-
tion of the promotion interface and for collective activity. The phenomenon of social buy-
ing exemplified by services such as Groupon could be leveraged by manufacturers to offer
the same service internally, i.e. enrolling partners in proprietary group buying services,
branded by the manufacturer, to exploit price discrimination and get rid of stock;

e partnerships for the management of channel loyalty programs. Horizontal partnerships or
“coalition” loyalty schemes where non competing firms at the same level in the channel
cooperate to reduce costs and pool customers and resources (e.g. Nectar and AirMiles) are
now commonplace. Vertical partnerships are still unexplored but promising. In these, the
supplier allows distributors who already have access to an online platform, an information
sharing portal or the loyalty scheme website itself, to use it for launching and managing
their own loyalty schemes aimed to their own customers or direct sales force (Oxley
2008). The supplier and distributor fosters a relationship for the sharing of data, services,
knowledge, and even finance for promotion money, co-creating loyalty in profitable rela-
tionships.

In the past Electronic Data Interchange platforms for order information were the terrain for
dialogue and relationships; we argue that tomorrow it will be loyalty platforms that add new
opportunities and value for channel performance.
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Notes

[1] Incentive effects are categorized as follows:
a) compliance, or short-term behavioural acquiescence;
b) identification or cooperation only in the context of direct association;
¢) internalization or long-term cooperation through the alignment of common goals
(behaviour and attitude consistency). See Kasulis et al. 1999, p.323.

2] A list of companies has not been added for space reasons. The author is willing to pro-
vide it upon request. 36 companies result to be active in both analysed periods.

[3] See “Outsourced vs. in-house incentive program management”, research conducted by
the Online Incentive Council, 2006

[4] Four research reports on the topic of channel promotions were examined and their
databases compared: ASSaP, 2002 and 2004 Research Reports on Promotions, avail-
able online: www.assocomunicazione.it; Mark, 2002, Incentive market survey 2002,
research report for Motori Mentali srl, confidential; Dinamiche Ricerche (Marcam),
2007, “Ricerca sul mondo dell’incentive”, research conducted for SodexoPass.

[5] For instance, the chance of taking part in a sweepstake, depending in one case on the
purchase of n boxes of product y, and in another on the purchase of minimum quanti-
ties of m different products, serves in both cases a sell in intent. The promotions are of
course different in that the latter also serves a portfolio turnover goal (bundle selling).

[6] See reports available on www.incentivecentral.org, www.incentivemarketing.org and
www.useonlineincentives.org
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Appendix: The Campaign Record Card

company

sector

product/service involved in the promotional activity (single SKU, group of products, one or more brands)

channel level (some promotional activities involve consumers as well as intermediaries)

primary target (Table 1), i.e. trade or sales force, or both

secondary target (Table 1), i.e. type(s) of intermediary(ies) and/or sales force

year

duration of activity in months

claim (campaign name: present/absent and exact transcription)

description of activity (rules, mechanism) (See Section 3)

type of activity (competition, sweepstake, loyalty scheme, trade loader, etc.) (See Section 1)

number of different premiums

nature of premiums (items, services, vouchers or other) (See Section 3)

total value of jackpot (in euros)

means of communication to target

means/channel available to target for participation
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This is the first study to systematise the “buzzables” in retailing that drive word of mouth
(WOM) and to compare the argued relationship between WOM and sales growth with the
relationship between customer satisfaction and sales growth. The results build on data from
27 retail chains in seven categories in the Scandinavian retail market, panel data from 3000
households and 1000 customer interviews. The results show that satisfaction and WOM are
equally important for growth. Contrary to the previous literature, which has maintained that
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1 Introduction

Since the beginning of the 1980s, the understanding and handling of customer satisfaction has
been one of the most important strategic tools for achieving financial success for chain stores
and other organisations (Westbrook 1981; Fornell 1992; Anderson/Fornell/Rust 1997;
Johnson/Fornell 1991; Fornell/Johnson 1996; Johnson/Nader/Fornell 1996).

New and rather controversial findings show that customer satisfaction as a means to achieve —
and an indicator of — financial success is not, in all situations, relevant and decisive. Quite the
contrary, it can be misleading, — particularly if a company is aiming for growth and profitabil-
ity (Reichheld 2003, 2006; Reichheld/Markey 2006). According to Reichheld (2003), the
chain store K-Mart presented their best results ever in the American Customer Satisfaction
Index (ASCI) in the same year they filed a petition for bankruptcy. Instead, Reichheld showed
that WOM (word of mouth (WOM)) and the willingness to recommend a brand, a product or
service to a friend, colleague or family member are more decisive factors behind success in
terms of sales growth. Despite a number of attempts (e.g. Morgan/Rego 2008), nobody has
thus far succeeded in proving or disproving Reichheld’s rather controversial statement about
the great importance of recommendation and the lesser importance of customer satisfaction

for growth and financial success (Keiningham/Aksoy/Cooil 2008).

Apart from Reichheld’s controversial observations and statements, the financial advantages of
WOM have been pointed out in a number of scientific studies. For example, Villanueva et al.
(2008) found that Customer Lifetime Value was higher when the customer was recruited
through WOM rather than by traditional communication. Dinesh/Minakshi/Dhruy (2008),
who studied the decisive attributes of online retailing and repeat purchases, demonstrated that
WOM was the single most important factor compared with the attributes of traditional store
profiles such as easy to find, relative prices and choice.

Originally, Reichheld suggested that companies should understand the reason for growth by
means of a simple index based on a single question (e.g. Net Promoter Score (NPS)) as a re-
sponse to a critique of the extensive indexing, abundant questions and black box analyses of
customer satisfaction. However, he was subsequently criticised for oversimplifying the matter
somewhat (Grisaffe 2007). However, companies do need to understand why they are heading
in a certain direction as well as why customers recommend them and why they do not: “Cer-
tainly Reichheld’s NPS can reveal something about the company’s overall health. However,
that single score cannot provide all the information needed to guide targeted strategic im-
provement actions” (Grisaffe 2007, p. 40).
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Research on satisfaction regarding retailing and stores offers exactly the degree of informa-
tion Grisaffe (2007) asks for, and it has discovered a number of general dimensions that seem
to drive satisfaction. Westbrook (1981) developed the best-known and used scale, or instru-
ment, to identify the dimensions and sources of satisfaction concerning retail stores. By han-
dling these resources, or sources of satisfaction, the store or retail chain can understand how
to satisfy their customers. If it were possible to find the equivalent for the sources of customer
recommendations (i.e. the aspects of store marketing such as products, prices, location, adver-
tising and personnel that drive recommendations and NPS), then companies would gain a bet-
ter understanding of how to drive sales growth and financial success, and not only keep pace
with customers’ expectations and satisfaction.

There are several articles stressing the importance of WOM for retail stores (Bolen 1994;
Murphy 2006, 2007; Srinivasan/Anderson/Ponnavolu 2002), but again with little reference to
how a buzzworthy offering is created in a store. The factor usually found to influence WOM
in the literature is customer satisfaction (Wangenheim/Bayon 2007; Anderson 1998;
Swan/Oliver 1989; Naylor 1999). Studies consistently show positive WOM as a result of
high-ranking customer satisfaction (Sudaraman/Mitra/Webster 1998; Swan/Oliver 1989;
Westbrook 1987). It is thus clear that there is a link between satisfaction and WOM, but satis-
faction cannot explain WOM itself, and probably not all satisfaction factors driving WOM.
Such explanations and sources may be in line with Pine/Gilmore’s (1999) experiential frame-
work based on entertaining and educating experiences or that unique and visible products and
offerings have greater buzz value than others, as Dye (2000) maintains.

There is widespread research and literature about why people talk about personal motives but
thus far no systematic research about what is said during a conversation and what it is about a
store’s offering that triggers a recommendation. The question we ask ourselves is whether
there are general dimensions in such offerings to which people relate. Must the store’s con-
cept be extreme, surprising or visually extraordinary in order to drive WOM, or is it just about
performing well on the basic and traditional satisfaction attributes?

One of the main purposes of this study is to explore and identify the customer values and
store attributes contained in customers’ evaluations that influence people to speak about and
recommend a retail store or retail chain as well as to engage and relate to likeminded consum-
ers. Such knowledge could be valuable for strategic and tactical store management when de-

veloping new or already established store concepts.

Reichheld (2006) proposed that in 12 out of his studied 14 industries, WOM was the most
important or second most important factor that drove growth. However, neither in Reichheld’s
articles nor in those of others dealing with the connection between WOM and growth is any-



100 European Retail Research Vol.26, Issue II, pp. 97-128

thing said about retail marketing. The second purpose, therefore, concerns the clarification of
the connection between recommendations and growth within retailing. In other words, is there
a measurable and empirical connection, how strong is it and is it stronger than the link be-
tween customer satisfaction and growth?

2 Literature Review

2.1  Customer Satisfaction

Customer satisfaction has always been one of the main pillars of the marketing concept
(Kotler 2003). Theoretically, most scholars regard satisfaction as a post-purchase evaluation
and a result of the comparison between perceived product performance and expectations (e.g.
Anderson/Sullivan 1993; Veloutsou et al. 2005), generally referred to as confirmation theory
(Oliver 1980). In spite of general agreement at a conceptual level, Churchill/Surprenant
(1982) stated that if the experience does not differ greatly from expectations, disconfirmation
or expectations are not involved in the evaluation process. As a result, they concluded, that
satisfaction with consumption over time is explained by experiences alone. They also found
that customers re-evaluate their expectations if they do not match performance and thus adapt
their expectations to performance over time. Later empirical studies confirmed that purely
performance-based models are better at explaining why customers are satisfied than so-called
gap models that compare experience and performance.

Most research on satisfaction in the services industry differentiates between two types of sat-
isfaction: transaction-specific satisfaction and general satisfaction (Dabholkar 1993, 1995;
Dabholkar/Shepherd/Thorpe 2000). The former refers to the level of satisfaction of a single
experience and service encounter (Jones/Suth 2000), in this case, a store visit. General satis-
faction represents satisfaction as the sum of all previous encounters with the service company,
updated after each transaction (Jones/Suth 2000). It is thus a fundamental indicator of the
company’s previous, present and future performance (Anderson/Fornell/Lehmann 1994).
Transaction-specific customer satisfaction, by contrast, is more relevant in connection with
tests of new products or in so-called critical encounters where the whole relationship might be
at stake. Satisfaction has also been described as the feeling that results from the individual
subjective evaluation of different results and experiences associated with the purchase or use
of a product (Babin/Griffin 1998).

The link between customer satisfaction and recommendation is usually described as recom-
mendation being a consequence of satisfaction (Heskett/Jones/Loveman 1994; Bitner 1990;

Reichheld 2003). The relationship between satisfaction and recommendation has been found
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to be non-linear in the sense that only very dissatisfied or very satisfied customers tend to
recommend (e.g. Anderson 1998; Hart/Johnson 1999).

Customer satisfaction within service and retail stores can lead to loyal customers and thereby
profitability (Hallowell 1996; Gilbert/Veloutsou 2006); thus, it is of great concern for most
companies. The greater the satisfaction among customers, the greater is the possibility that
they will return and participate in positive WOM behaviour (Hallowell 1996). This gives sat-

isfaction an important role in retaining and attracting customers.

Westbrook (1981), in perhaps the most recognised retail satisfaction model, showed that
customers engage in a number of activities in a retail store, which lead to a variety of
experiences when they visit the store. He maintained that customers’ satisfaction with a chain
store is based on a number of characteristics. Westbrook (1981) also compiled a list of store
attributes (24 in total) from previous research and tested them as sources of satisfaction with
chain stores among their customers. He found the following eight underlying and significant
factors: satisfaction with 1) store salespersons, 2) store environment, 3) merchandising, 4)
service orientation, 5) products/service, 6) the store’s clientele, 7) the value/price relationship
and 8) special sales.

Huddleston et al. (2009) found similarly functional factors in a study of grocery stores and
customer satisfaction, namely service, price, product assortment and quality, which all had
positive effects on satisfaction. Further/Burns/Neisner (2006) established that such emotions
as delight, happiness, joy and enthusiasm were of importance, even though the cognitive

evaluation of various attributes had a greater effect on satisfaction.

22 WOM

Apart from a few articles on WOM and online retailing (Dinesh/Minakshi/Dhruy 2008), there
is very little to be found on WOM and retailing (for an exception, see Brown et al. 2005;
Gauri/Bhatnagar/Rao 2008; Paridon 2004). WOM, in general, can be perceived as the earliest
and most established term of research that encompasses an informal mode of communication
between non-commercial parties concerning the evaluation of products and services (e.g.
Brooks 1957; Dichter 1966; Arndt 1967). Within this field, a number of approaches
contemplate the person engaging in WOM. One such, and perhaps the most used, regards
opinion leadership and the suggestion that WOM primarily is spread through influential and
well-connected opinion leaders (Katz/Lazarsfeld 1955). By identifying, understanding and
motivating such, companies may fire up WOM and sales. Often, terms such as influentials

and hubs are used.
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The alternative point of view is the focus of this paper, which is more related to the marketing
concept that argues that anyone can recommend and does so by free will, often as a result of
satisfaction (Hart/Johnson 1999). Here, we see terms such as promoters (Reichheld 2003,
2006), evangelists, advocates and accidental influencers (Watts/Peretti 2007) rather than opin-
ion leaders or influencers. The terms promoters (Reichheld 2003, 2006) and accidental influ-
encers (Watts/Peretti 2007) stress that anyone — a friend or family member — can be a sender
and influencer. In both cases, this concerns a person who is enthusiastic about a product and
recommends it to a friend or acquaintance without having the motives or characteristics of an
opinion leader. The receiver listens to the sender because he/she has a relationship with the
latter, implying that he/she knows and relies on the sender (Schiffman/Kanuk 1995; Arndt
1967).

The number of general and formal studies of WOM is considerable. Although closely related
fields of research, such as satisfaction and adoption/diffusion, have an interest in the attributes
and characteristics in offerings and innovations that generate customer satisfaction, very little
has been explored on the driving characteristics of WOM. The field of adoption/diffusion has
identified five generic attributes that cause innovations to successfully spread: Big Relative
Advantage, High degree of Compatibility, Low degree of Complexity, Trial ability and
Observability (e.g. Rogers 1995). However, there is no reason to accept that these five
dimensions are transferable to WOM, as a high degree of complexity and low degree of
observability are factors assumed to stimulate WOM in such a manner that it creates
situations in which a buyer asks for advice and relies on friends and their recommendations
(Brooks 1957; Bristor 1990).

Much research borders on opinion leadership and focuses on the sender’s personal motives
(e.g. Paridon 2004; Engel/Kegerreis/Blackwell 1969; White/Argo/Dahl 2005; Richins/Root-
Shaffer 1988). However, some research on the personal motives of WOM does not draw upon
opinion leadership. Even though personal motives are not the focus of this study, a brief
summary of those that can get the sender to talk might help us interpret and understand the
results of the present study.

Satisfaction or dissatisfaction — in several studies, customer satisfaction has been pointed out
as most important factor for WOM in general and for positive WOM in particular
(Swan/Oliver 1989; Anderson 1998; Richins 1983; Bone 1992).

Gaining attention means that products or services replace other topics of conversations and
that involving a product in a conversation is a way of ‘having something to say’ (Dichter
1966). Similar suggestions can be found in Rosen (2002).



Johannson, U.; Anselmsson, J. 103

Showing connoisseurship, namely talking about specific products or brands, functions as
proof that you are following the right trends and have refined taste in certain categories that
you value (Dichter 1966). Silverman (2001) argued that one of the reasons for giving WOM is
that experts in certain subjects enjoy showing their expertise; in other words, they like to in-
fluence non-experts.

Feeling like a pioneer, namely the novelty of a specific product or brand, can provide a per-
son with a feeling of being part of what they stand for and with an opportunity to identify
him- or herself with a certain group (Dichter 1966; Bone 1992).

Suggesting status, namely talking about products in a higher social status segment, makes it
possible for the speaker/consumer to improve his or her social status (Dichter 1966). Liu
(2006) found similar motives around cultural products and entertainment.

Altruism and ‘spreading the gospel’ means the speaker wants to help out, almost like a kind
of modern type of grooming, and can persuade the listener into using a product by enlisting a
“good cause” (Dichter 1966; Rosen 2002).

Seeking confirmation of own judgment — people tend to need other people (followers) to jus-
tify or reassure their buying decisions by listening to the another person’s advice (Dichter
1966; Brooks 1957). A few of the most frequent objectives of giving WOM can be found
within self-confirmation theory.

Asserting superiority means that the speaker gives WOM in order to exercise power or to
assume leadership over the listener, but also to test if the listener respects the speaker by
noticing if the advice is taken into consideration (Dichter 1966).

Personal relevance and commitment comes from involvement and loyalty to a brand or prod-
uct (Reichheld 2006; Brown et al. 2005; Dick/Basu 1994).

Economic motives — for one’s own economic gain (Rosen 2002). For example, if you can
convince a friend to join your telephone operator, you can receive a bonus or make low-priced

calls.

Figure 1 summarises the different parts of the study and their relationship to each other.
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Figure 1: Model showing the Relationship between Marketing (Experience of the Store), Cus-
tomer Satisfaction, Recommendations and Sales Growth

Customer Satisfaction

The store's Marketing

(procuct, price, place and Revenue growth

promotion)

Willigness to recommend

3 Methods

The data were collected in Sweden, where this project concerning recommendations and
stores — in a unique cooperation between the university and international market research
company GfK — has been in progress since 2006. This means that the project has had access
to valuable market and household panel data. Roughly speaking, within the frame of this pro-
ject we have used all existing market data from the summer of 2006 to the summer of 2009.
Apart from the access aspect, Sweden is, from an international retail perspective, a very inter-
esting and successful country with a long marketing tradition. Here, concepts and chain stores
such as IKEA and H&M have been conceived, which have subsequently conquered the world.
Both these concepts are included in the data from which our conclusions are drawn. From a
satisfaction theoretical perspective, the Swedish market has been studied in several prominent
articles (Anderson/Fornell/Lehmann 1994; Fornell 1992; Magi 2003).

The report is founded on three investigations: (a) a pilot study — an explorative investigation
of 200 consumers who have been given the opportunity to write freely about their favourite
stores and which they would recommend; (b) a survey — a standardised attitude measurement
among 300 consumers in order to find which store characteristics drive recommendations; and
(c) a market study — a survey of 900 consumers divided into nine categories who have been
asked to state how satisfied they are and how willing they are to recommend three different
stores in a given category. The attitude measurement is then compared with the growth of the
chain stores from August 2006 to July 2009.
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3.1 Pilot Study

Parts (b) and (c) were limited to individuals in Sweden’s largest cities: Stockholm, Gothen-
burg and Malmo. Together 20 % of Sweden’s population lives in these three cities. These
cities were chosen because it is here that new shops and concepts are established first and in
competition with international retail chains. This should create the best conditions for explor-
ing recommendations as well as providing international relevance for the research results.

The explorative interviews were carried out using the same web panel but new respondents by
means of a random selection of participants aged between 16 and 65 years. After naming the
store, they were asked to recommend to a friend with a lifestyle similar to themselves, who is
visiting their town to buy clothes and other goods. The respondents were then given the op-
portunity to say why they would recommend this store and what they would say. Altogether,
there were 400 recommendations furnished with different reasons. These were completely
open and on average consisted of 10 words. A proposed method in order to understand a
company’s strengths in a recommendation context can be found in Reichheld (2006) and
McConnell/Huba (2003):

1. Imagine that a friend, acquaintance or relation, preferably of the same sex and age as
yourself, is visiting the town where you live for a few days. If this person asks you where
he or she should go to buy clothes, which shop or chain store (not a shopping mall or de-
partment store) would you recommend?

2. Why would you recommend this store and what would you say? Please give your reasons
in full.

3. Is there any other store that does not sell clothes that you would recommend this person
visit during their stay?

4. Why would you recommend this one and what would you say? Please give your reasons

in full.

3.2  Survey

This second and more standardised study takes over where the explorative study ends, i.e. it
sets out to test the degree of the generality of each of the spontaneous answers. The analysis
builds primarily on explorative factor analysis to see how the different attributes recom-
mended interact and on regression analysis to see how these attributes and factors in turn in-
fluence the willingness to recommend. Traditional multivariate analyses were necessary and
structural equations were not possible because the most important variable, in this case the
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degree of recommendation, must build on one question according to Reichheld. Structural
equations require that each of the constructs build on more than one questionnaire item in the
dependent variable. Moreover, the study is, considering that the research in this field is very
limited, explorative in character, and this conflicts with structural equations, which prefer a
certain test of established frameworks and deductively generated hypotheses (Diamantopou-
los/Siguaw 2000).

Each respondent was asked to answer 60 questions about two different stores in the categories
of women’s wear or interior decorating, or stores selling household appliances/electronic arti-
cles. These three categories were selected because they were the most commonly referred to
in the pilot study (results not presented here). They were asked to answer questions concern-
ing stores in the respective category they were most engaged in. The two stores consisted of
the one they would most want to recommend and the one they would least want to recom-
mend. In this way, we obtained the greatest possible variation in the degree of recommenda-

tion.

3.2.1 Customer Satisfaction Measurement

The most established scale to measure overall customer satisfaction is the one used in well-
known national customer satisfaction indices (Anderson/Fornell 2000). The scale was adapted
to a retail setting in Magi (2003).

Four questions concerned general customer satisfaction and recommendations: 1) How satis-
fied are you with store xxx? (very dissatisfied — very satisfied); 2) How well does store xxx
match your expectations? (not at all — completely); 3) Imagine a perfect yyy store. How close
to this ideal is store xxx? (not at all close — very close); and 4) How likely is it that you would
recommend retailer xxx to a friend or colleague? (not at all likely — extremely likely). Alto-
gether, 24 of the 60 questions were taken from Westbrook (1981) and his “sources of retail
satisfaction index” (see ibid, Appendix). The remaining questions (32) concerned the unique
characteristics of the store that emanated from the qualitative interviews. In the first round of
analysis, all variables that had a bivariate correlation to intention to recommend under 0.40
were removed. That meant that 18 out of the 24 Westbrook items and seven (not presented in
the report) out of the 32 unique questions were removed, leaving 31 questionnaire items for

the further analysis of the sources of recommendations.



Johannson, U.; Anselmsson, J. 107

3.3  Market Study

The first introductory study aimed at clarifying the connection between NPS and sales growth
in retailing; in other words, is there any connection, if so how strong is it, and whether it is
stronger than the connection between customer satisfaction index (CSI) and growth? GfK,
which together with AC Nielsen supply most sales data to European retail industries, was
used for collecting the market as well as survey data.

The database was built on household panels consisting of 3000 Swedish households that re-
port their purchases every week. Here, we bought data concerning nine categories (books,
women’s wear, menswear, children’s clothes, DVD/CD/games, sport articles, groceries,
building materials and DIY merchandise) for the period 2006 to 2009. For each category,
three brands were randomly chosen for the survey. The stores’ penetration rates (proportion of
Swedish households that visited them during the past 12 months) in August 2006 varied from
2.5 % to 54 %. In all, we looked at 27 retail store chains.

The attitude questions were also collected with the help of GfK and its web panel. A total of
1000 randomly chosen individuals were interviewed and for each store brand 100 respondents
were interviewed. The connection between CSI, NPS and sales growth was analysed with the
help of simple regression analysis and the determination coefficient, which measures the ef-

fect of NPS and CSI on changes in revenue growth over the three-year period.

4 Results

4.1 Connection between Recommendations, Customer Satisfaction and Sales
Growth

A total of 1,900 individuals were interviewed about nine categories and 27 retail chains. Each
respondent had to answer questions with regard to three different brands within that specific
category. Respondents’ demographic profiles correspond with those of Sweden as a whole;
the percentage of men was 51 %, with an average age of 46 years and an average annual in-
come of 250,000-300,000 SEK. The answers to the questionnaire concerning the brands were
then linked to the development in sales growth between 2006 and 2009.

Fornell (2006) suggested that a 10-point scale should be used for measuring satisfaction and
Reichheld (2003) suggested an 11-point scale. However, as different scale structures for the
two constructs can directly impact on the result, a neutral and more traditional seven-point

scale was used (Table 1). The correlation to sales growth was instead studied using three ways
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of assessing customer satisfaction and recommendation. Using the clean seven-point scale,
recommendation had a slightly higher correlation to sales growth than customer satisfaction
had (0.48 vs. 0.42). However, when we used the approach suggested by Reichheld to calcu-
late NPS (taking the top box responses and subtracting them from the lower box values, the
tables were turned: the satisfaction index had the highest correlation to sales growth (0.49 vs.
0.44). Using the two top box scores as the basis for the subtraction recommendation had a
slightly higher correlation to growth (0.50 vs. 0.46). The conclusion is that the two constructs
are very even and that the way one executes the subtraction in order to measure NPS and cus-

tomer satisfaction can influence the results.

Table 1: Corrections between Growth and different Ways to measure Recommendations and

Satisfaction
1. 2. 3. 4. 5. 6. 7.
1. Change in sales 2006-2009 1,00
2. Likely to recommend 0,48* 1,00
3.Csl 0,42* 0,71 1,00
4. NPS (7 = Promoters) 0,44 0,94  0,76* 1,00
5. CSS (7= Very satisfied) 0,49** 0,77  0,88* 0,86** 1,00
6. NPS (7+6 = Promoters) 0,50  0,99* 0,70 091" 0,74* 1,00
7. CSS (7+6= Very satisfied) 0,46* 0,77** 0,86** 086* 0,99* 0,73** 1,00

Figure 2 is a scatter plot where the sales growth or decline as a percentage between 2006 and
2009 was plotted against the clean seven-point scale (answering the question “How likely it is
that the customers of each brand would recommend it to friends and family?”). A single linear
regression shows that recommendation score in the matrix can explain 23 % (R-square linear
0.23) of the growth during the latest three-year period. Although this is not a high coefficient,
it is nevertheless a significant relationship, showing that there is a link between the degree of

recommendation and sales growth in retailing.

Figure 3 shows that there is a significant and similar, but somewhat lower, correspondence
(R-square linear 0.23) between CSI and sales growth between 2006 and 2009 among the 27
retail companies included in the study.
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Figure 2: Matrix showing the Degree of Recommendation in Relation to Growth in Market
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Figure 3: Matrix showing Customer Satisfaction in Relation to Sales Growth in Market
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Finally, a multiple regression analysis where satisfaction and recommendation were compet-
ing towards sales growth during the three-year period was carried out. The results (see Table
2) show that although they independently have significant correlations to sales growth, when
used in the same regression model, recommendation is the only significant variable, showing
that satisfaction has little contribution to add into the equation.

Table 2: Multiple linear Regression Analysis (dependent Variable of Sales Growth, independ-
ent Variables Satisfaction and Recommendation)

St. Beta coeff. Sign.
Recommendation 0.48 0.00
Satisfaction 0.09 0.77
Adj. R? 0.23
F-value 7.58
Sign. 0.01

4.2  What is Said — The Pilot Study

The 200 respondents were then given the opportunity to speak freely about the stores they
would recommend, and among the clothes stores 50 % of the answers were distributed over
five of the largest retail chains: H&M (Swedish), followed by Dressman (Norwegian), MQ
(Swedish), KappAhl (Swedish) and Lindex (Swedish). The responses provide a good reflec-
tion of the turnover and development in this industry. All five are international chains. Among
the non-clothes stores, the responses were more dispersed and distributed among smaller and
slightly more specialised chains, such as interior design shops, home appliances/electronics
and so forth. Twenty % went to large international chains such as IKEA and Media Markt,
30 % to local unknown chains and the rest to smaller national chains.
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Table 3: Percentage of Respondents that spontaneously mentioned each Aspect

Fashion/clothing (N=200) Other retailing (N=200) Total (N=400) Rank total
Selection and range 31 % 49 % 40 % 1
Price 25 % 40 % 33 % 2
Quality and performance 17 % 37 % 27 % 3
Personnel and service 9% 17 % 13 % 4
Exploration 21% 3% 12 % 5
Unique and different 15 % 7% 1% 6
Specific product or brand 4% 10 % 7% 7
Atmosphere 6 % 0% 3% 8
Personal relevance 0% 5% 3% 9

Table 3, which is an explorative summary of the spontaneous answers, shows that the most
common reason for recommending a certain store is “Selection and range” (31 % in fashion
and clothes, 49 % in other retail), followed by “Price” and some aspect of “Quality or per-
formance”. The table shows that for stores selling other things than clothes and fashion (Other
retailing), “Exploration” advances from eighth place to third, thus winning over the quality
and performance aspects. “Unique and different” tends to be more important for other stores,
just as for the store’s atmosphere. Below are respondents’ quotes that relate to each of these

nine dimensions.

Selection and range are expressed in terms of wide range, variation in price, style and quality,
everything one needs, suits everyone, for all occasions and can always find something. This
seems to be an expression for assurance and that customer would visit the store for nothing.

Examples of what consumers say include:

>

“Good choice”, “Good selection”, “They have a lot to choose from and in different
sizes”, “There is a good mix of clothes at different prices”, “Because they have a wide
range and many different kinds of clothes”, “There is something for everyone”, “It is
the only large and well-stocked bookstore”.

Price can imply cheap, good prices, value for money and so on. An aspect of price is that
some individuals think that it should be cheap, but for most it seems to be a question of value
for money or that, in a certain store, one can find the same goods but at a better price than in
other stores that sell the same kinds of products and brands. Most often, the price is men-
tioned in combination with another attribute, such as value for money. When the respondents

speak of prices, they say, for example:
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“Good clothes at a good price”, “Good prices for good products”, “Good products at

reasonable prices”, “Good and cheap designer clothes”.

B

Quality and performance concern quality, style, coolness and relevance. Here, the recom-
mendations concentrated on what was sold and offered, rather than the actual refinement

value. Examples of consumer quotes are:

“Smart and well-chosen garments”, “They usually always have something nice regard-
less of the kind of garment you are looking for”, “Beautiful handcraft, personal and of
good quality”, “Things that make impression”.

Personnel and service implies competence, customer treatment and service. Thus, it concerns

both employees’ attitudes and competencies as well as how this is delivered. Examples of

what was said about the staff include:

“Pleasant, welcoming, knowledgeable staff”’, “In this store you have competent and
knowledgeable staff who can suggest...”, “Because they are knowledgeable and do not
try to push goods that you don’t need, on the contrary they can sometimes advise
against a product and suggest something cheaper”, “It feels as if it is unusual to be

treated in this way nowadays when most shops only want to push their goods”.

Exploration implies that something is fun, interesting, inspiring or brightens one’s day. If we
perform a content analysis of exploration, it is more a matter of learning and inspiration in
relation to what is offered than issues within retailing that are usually associated with enter-

tainment/events. Some of the responses included:

“You feel happy there”, “There are really exclusive goods there that are fun to look
at”, “Many well-known people shop there”, “It’s fun to go and look and they often have
campaigns and cheap films”, “Because they have a lot of nice things to look at and

there is almost always something you want to buy”.

Unique and different means that something can be unique, be one of few in Sweden, own

label, different appearance or unusual. The most common terms used were, for example,

unique and different:

“Different and cool products”, “Often have individual clothes that are fun”, “They
have very original clothes”, “Quite a unique shop in Sweden”, “Smart and unique
clothes”, “Slightly more exclusive shops (the other chains are everywhere)”, “You can
find unique and smart things there”, “They have more different interior decoration de-
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tails”, “Many small, nice and different things that suit my style...they have very original

P

clothes”, “They have different and nicer useful things from new designers”.
Special products and labels can be about satisfying certain exclusive segments and specific
needs — a certain brand, size or age segment. The latter two often indicate that a store special-

ises in offering special labels, special sizes and products for specific segments. Those who
have recommendations say:

DT

“Good clothes for larger and older men”, “For people like us”, “Because it is a super
toyshop that specialises in wooden toys and other environmentally friendly, educational
and unusual toys”, “They have brilliant interior design stuff and jewellery, and the

cosmetics department is super cool”.

Atmosphere seems to include such aspects as nice and cosy, newly constructed buildings and
fresh interior. This feature does not occur particularly often but, when mentioned, seems to
have something to do with recently built, bright and clean interiors, i.e., a dimension that can
be costly for the store or chain in question. Examples of what is said:

“The store is bright and clean with very nice products”, “Because of its atmosphere”,
“The atmosphere is absolutely fantastic”, “You feel nice and calm and can browse
around as long as you like”, “A bright and cosy store”, “Exciting environment, exotic

and good food/restaurants” .

Personal relevance is about the store suiting precisely the person who is going to make the
recommendation or his/her friend or acquaintance. It shows how the recommending customer
carries out a segmentation and matching profile for the store. It is clear that the customer does
this job for the store:

“I would recommend this store if it matches the style of the person who asks about it,
and nothing else”, “It depends on what kinds of stores the person is looking for”, “It
stocks clothes that I like and that I think this person would have liked”, “They have nice

clothes, a good collection for you”.
4.3  How the Characteristics are Linked and how they Drive Recommendations
— The Survey

In this section, the results are presented and the quantitative investigation based on 300
respondents in the three cities of Gothenburg, Malmé and Stockholm analysed. A total of 300
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respondents (100 from each city) were included in the investigation: 54 % were women and
the mean age was 38 years. Eighty-six respondents chose to give their opinions on fashion
and clothes stores, 82 on interior design stores and 134 on stores selling home
appliances/electronic products. Each respondent was asked to give his/her opinion on two
stores, namely one they would definitively recommend and one that they would not
recommend. Thus, the investigation was built on a basis of 600 observations.

Based on the explorative and qualitative investigation and the nine dimensions, 34 concrete
questions were generated for the questionnaire — about three to five questions per dimension.
In the next stage of the investigation process, 58 single (24 from Westbrook and the 34 from
the qualitative searches) store attributes were correlated using Pearson’s one-tailed test of
correlation against the degree of recommendation with the aim of sifting out the attributes that
had the least impact. All attributes (without any regard to whether they were found in West-
brook’s study or the pilot study) that correlated with a recommendation that was lower than
0.45 were removed from further analysis. The value 0.45 was chosen because we tried to
make a simple model with as high a degree of explanation as possible, and this particular
value meant that we ended up with 32 variables. Six of the total number of 32 variables came
from Westbrook’s CSI. Then, the remaining store characteristics were correlated against each
other by means of an explorative factor analysis. The aim of the factor analysis was both to
create a simpler picture and to identify the basic dimensions. The results are shown in Table
4.
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Table 4: Factor Analysis — Principal Component Model — Varimax Rotation

Experience Prices and  Personnel  Atmosphere Unique
and quality goods for and se-
everyone lected
1a. Has fabulous products (.74) 0.76
1b. It's fun to shop here (.80) 0.74
1c. You can always find something interesting 0.74
here (.79)
1d. To shop here makes a good impression on 0.71
others (.61)
1e. | am often positively surprised (.75) 0.69
1f.  Inspires me (.73) 0.61
1h. *Carries merchandise of good quality (.77) 0.61
1j.  The different departments of the store have 0.57 0.47
good assortments (.72)
1k. Is different and stands out from others 0.57
(.74)
1l.  The store looks after its staff (.69) 0.55 0.47
1m. They are confident and reliable (.77) 0.49 0.46
2a. *The general price level of the store is good 0.80
(.58)
2b. Have attractive price offers and campaigns 0.74
.60)
2c  It's easy to shop here (.60) 0.73
2d. Everyone is welcome here (.53) 0.67
2e. *You get value for your money (.69) 0.67
2f. Has a selection that meets all needs (.66) 0.49 0.64
3a. Has interested staff (.61) 0.77
3b. *Has friendly salespeople (.60) 0.75
3c. *Has helpful salespeople (.64) 0.73
3d. Here the staff enjoy their work (.62) 0.70
4a. s newly built and bright and clean (.65) 0.76
4b. Has a nice and stylish assortment (.75) 0.57 0.67
4c. *The store has an attractive interior (.71) 0.64
4d. Has a lot of new goods and the latest 0.63
trends (.57)
4e. Here you can see there is a thought behind 0.56 0.50
everything (.65)
5a. When you shop here you feel you are part 0.80
of a community (.60)
5b. There is at least one area where this store is 0.64
a specialist (.47)
5c. Here you can find more than you would 0.61
expect of a store like this one (.63)
5d. Represents hospitality (.62) 0.47 0.59
5e. | can daydream here (.62) 0.50 0.56
Cumulative degree of explanation in % KMO 0.93; 23 % 40 % 54 % 66 % 78 %

Significance 0.00

*= Included in Westbrook’s CSI. The figures within brackets are the correlations with the recommendation question. The

figures in the columns are the correlations with each respective factor 1. All values under 0.45 are omitted from the table.
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The factor analysis shows that the attributes can be divided into five dimensions or factors: F1
“Exploration and quality”; F2 “Prices and something for everyone”; F3 “Personnel”; F4
Atmosphere”; and F5 “Unique and selected”. Taken together, these capture 78 % of the
variation in the material, which is an accepted threshold value (Hair et al. 1995). The structure
is logical, possibly with the exception of the first factor “Exploration and quality”, which is
rather scattered. However, it is, even so, not entirely illogical that the quality of an assortment
makes it exciting and fun to go shopping in a certain store, particularly as the judgments with
regard to exploration from the qualitative investigation were actually related to merchandise
and quality. Relating to the qualitative and explorative study and the nine initial dimensions,
we see that “Quality and performance”, “Exploration”, and “Specific product or brand” lands
under F1, “Selection and range”, “Price” and “Personal relevance” lands under F2, “Personnel
and service” is basically F3, “Atmosphere” is F4 and “Unique and different” is basically F5.
In conclusion, a correlation analysis of the relationship between each item and
recommendation followed by a factor analysis narrowed the initial nine dimensions found in

the explorative study down to only five dimensions.

Table 5: Regression Analysis showing the Impact of the Recommendation Factors on the De-
gree of Recommendation and Customer Satisfaction

Recommendation

Satisfaction: St. Beta coeff. Sign. St. Beta coeff. Sign.
Exploration and quality 0.60 0.00 0.61 0.00

Prices and something for everyone 0.40 0.00 0.39 0.00

Personnel 0.26 0.00 0.25 0.00

Atmosphere 0.29 0.00 0.23 0.00

Unique and selected 0.22 0.00 0.28 0.00

Adj. R? 0.71 0.70

F-value 42.55 42.19

Sign. 0.00 0.00

The regression analysis in Table 5 shows that the five factors are significant and can explain
71 % of the variation in the degree of recommendation. At the same time, the same factors

can explain 70 % of customer satisfaction in a store.
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Table 6: Regression Analysis showing the Impact of Customer Satisfaction Factors on the
Degree of Recommendation and Customer Satisfaction

Recommendation SAT
St. Beta coeff. Sign. St. Beta coeff. v

Personnel 0.34 0.00 0.37 0.00
Assortment and premises 0.49 0.00 0.56 0.00
Prices and complaints 0.32 0.00 0.30 0.00
Advertising and offers 0.36 0.00 0.28 0.00
Adj. R? 0.57 0.60

F-value 38.86 44.7599

Sign. 0.00 0.00

Table 6 shows the corresponding regression analysis that was carried out by a factor solution
(see Appendix) that was only based on Westbrook’s CSI. The results show that Westbrook’s
CSI could explain 57 % of the variation in willingness to recommend and 60 % of the varia-
tion in customer satisfaction. This implies that this recommendation index is 14 % and 10 %
better than Westbrook’s CSI in explaining customer satisfaction recommendation and cus-
tomer satisfaction, respectively.

Table 7: Summary of the Regression Results and Determination Coefficients for each Cate-
gory of Stores included in the Study

Women'’s Fashion Interior Design Home Appliance/
Electronics
St. Beta Sign. St. Beta Sign. St. Beta Sign.
coeff. coeff. coeff.
Exploration and quality 0.57 0.00 0.69 0.00 0.54 0.00
Prices suiting everyone 0.27 0.01 0.66 0.00 0.24 0.04
Personnel 0.34 0.00 0.15 0.24 0.28 0.01
Ambience 0.44 0.00 0.17 0.19 0.20 0.07
Unique and selected 0.23 0.03 0.23 0.07 0.31 0.01
Adj. R? 0.77 0.65 0.68
F value 17.51 11.18 14.89
Sign. 0.00 0.00 0.00

Table 7 shows that the questionnaire is best at explaining what drives recommendations for a
fashion store (77 % of the variation in degree of recommendation could be explained by the
five factors) followed by stores selling home appliances/electronic products (0.68) and
interior design stores (0.65).

“Exploration and quality” are the most important for triggering recommendations, whatever

the kind of store. “Personnel” and above all “Atmosphere” are more important for a women’s
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fashion store than for the other stores. “Price suiting everyone” is a very important factor for
the interior design store, but not for the clothes or electronics stores. “Uniqueness” is

significant but not decisive for any of the stores.

5 Discussion

The first, and perhaps most basic insight, gained from this study is the result that shows that
for 27 of Sweden’s best-known retail chains — varying from —40 to +80 % in sales growth —
there is an equally statistically significant link between customer satisfaction and sales growth
as there is between recommendation and sales growth. This does not support Reichheld’s con-
troversial assertion from 2003 where recommendation is described as a far better determinant
of sales growth than customer satisfaction. By contrast, when the two compete in the same
equation model, satisfaction adds nothing to the explanatory power. With the approach of this
study, we would instead argue that satisfaction and recommendation are so closely related and
instead it could be the idea that recommendation is closer to purchase and sales in the evalua-
tion process of the customer (see Figure 1) that explains the result. The relationships are sig-
nificant but not very strong between either of the measurements and their relationship with
sales growth. One explanation for the low correlation in a retail context could be that growth
in retailing sometimes means that satisfaction cannot follow the pace of rapid growth. In con-
trast to product sales growth, retail sales growth means that retailers need to start up many
new stores. It can take several years before a new store is adapted to customer expectations.
Furthermore, studying the results in detail shows that it is not only new fast-growing concepts
that cannot keep up with customer satisfaction. Common to the declining brands with high
customer satisfaction is that they are 30- to 50-year-old national chains losing sales to interna-
tional price- and value-positioned retailers such as the American retailers Amazon or Toys
‘R’ Us or the German retailer Lidl.

An interesting conclusion is that the study participants speak about rather traditional matters.
Neither the explorative nor the quantitative measurement supports the notion that, in the first
place, it concerns “outrageous things” (Dye 2000). Instead, it is quality, entertaining shopping
experience, price and range of assortment that is involved.

If we compare the sources of WOM that have emerged from this investigation with West-
brook’s (1981) traditional sources of customer satisfaction, we see that there are a number of
added features such as fun, interesting, exciting, inspiring and brightens your day. However,
in the main study we see that these attributes also influence customer satisfaction. Similarly,

we see that uniqueness is an aspect that plays a significant role in making recommendations.
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However, uniqueness is a unusual attribute with regard to customer satisfaction (it is more

common in brand research; Keller 1993).

The results of the main study demonstrate large differences in those attributes that drive rec-
ommendations in different categories. It can, therefore, be difficult to draw any general con-
clusions about the order of priority in which different store attributes drive recommendations.
In all three categories, however, it was shown that the diversity of the goods on offer is abso-
lutely the most important factor. Here, it can be whether the products are good, special, of
high quality or trendy. The store’s exploration factor, namely that it is fun to shop there, inter-
esting, educational and so on, seems to be firmly linked to the merchandise rather than to ser-
vice or atmosphere.

Price is very important for creating recommendations. This study shows clearly that it is about
being price-worthy not cheap. Previous research suggests that when we find something that is
worth its price, we are naturally willing to pass this information on to friends and acquaintan-
ces. What is surprising, in light of previous research, is the importance of price. In practically
every other qualitative statement, we find price included in the equation, such as “They have
quite a lot of clothes I think are nice and not too expensive”. During the 1980s and 1990s (see
for example Parasuraman/Zeithaml 1994), much of the research on customer satisfaction was
closely linked to quality and service quality, which in turn was negatively correlated with
price. The range of goods and that there is something for everyone seems to be a dimension of
the recommendation that takes into consideration the probability that the person we give our
recommendation to will also find something in the store. Thus, it does not need to be a matter
of the actual range of goods; we believe that the greater the range, the greater the probability

is that you can match the needs of an acquaintance with the goods in the shop.

Personnel is a debated subject. Many researchers and consultants (see for example,
Béckstrom/Johansson 2006; Heskett/Jones/Loveman 1994) propose that personnel represent
the main route to competitiveness, differentiation and success. However, the results from the
present study show that their impact is average and that in interior design stores the staff are

the least important reason for driving recommendations.

5.1  Managerial Implications

The study shows that merchandise is central to creating recommendations. Although there is
nothing new about this, it can easily be forgotten when the on-going discussion concerns the
importance of competing with service, creating added value, events and even entertaining

happenings. It is usual for stores to use instruments such as buzz marketing, competitions,
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shows or guerrilla marketing to create conversations and entertaining shopping experiences.
Other things are also important triggers but the merchandise on offer is absolutely the most
important. In concrete terms, an interesting and entertaining store would first be created by
means of an attractive and interesting assortment. This also seems feasible if we assume that

recommendations correlate with sales — purchases.

The assortment in a shop seems to be a central feature in this connection. It seems that the
greater the assortment, the higher is the degree of relevance for the shop, namely the greater
the chance that a customer succeeds in matching the shop’s assortment with the friend’s de-

mands/needs.

In the qualitative measurement, there seemed to be an attribute that the store ought to suit or
match the receiver’s needs or personality. Segmenting and matching a heterogeneous
assortment against heterogeneous demand is a basic function in marketing. The results on this
point show that recommendations work as a segmenting tool where customers with an insight
into what is offered and an awareness of another person’s needs work as a connection

between a selection of goods and demand.

Table 8 shows the results in the form of a detailed checklist of attributes that drive
recommendations for stores. These are divided into six main dimensions and the list can be
used as a scorecard or checklist, and possibly converted into a questionnaire. It is important
that the chosen attributes agree with the chain store’s brand strategy, namely what we are

known for today and what we want to stand for.
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Table 8: Summary of what drives Recommendations and WOM for Stores

Dimensions Attributes Examples

- Has attractive products

- Itis fun to shop here

- You can always find something interesting
here

- Gives me inspiration

- Often makes me positively surprised

Concerns entertainment, inspira-
Exploration and inspiration: tion and unusual surprises where
the assortment is central.

- When | shop here it makes a good impres-

Concerns quality and prestige, sion on others
Status and exclusivity: which also puts the sender in a - Has good quality merchandise
good position. - Has a good assortment

- Is different and stands out from others

- Has a good assortment

- In general has a good price level

- Has attractive price offers and campaigns
- Gives value for money

- Itis easy to shop here

- Everyone is welcome here

- Has an assortment that covers all needs
- Is safe and reliable

Here it is a matter of reliability and
there being something for every-
Price and value for everyone: body and for all needs. It is also a
matter of being able to find every-
thing in one and the same place.

Concerns not only that the staff is - Has enthusiastic staff
capable and willing, but also that - Has friendly shop assistants
Personnel and service: they seem to like their jobs and - Has helpful shop assistants
are enthusiastic, i.e., “living the - The staff like their jobs here
brand”. - The store looks after its employees
Concerns the appearance of the - Is newly built and nice and clean
premises both regarding what is - Has a nice and stylish assortment
Atmosphere and style: there and what is on offer in the - The shop has an attractive appearance
premises that should preferably be - Has a lot of new goods and the latest trends
modern and trendy. - Here there is a thought behind everything

- To shop here makes you feel part of a com-

munity
The customer should feel that - There is at least one area that this store
. he/she is a unique and chosen really specialises in
Unique and selected: L
person, but this is equally true - Here you can find more than you expect
regarding the merchandise. from a shop like this one

- Stands for hospitality
- Here | can daydream

The attributes shown in this list are practically identical to those in the analysis; however, we
have chosen to place them in a more social context as discussed by Dichter (1966). They are
connected with what is within the control of the store or chain or with social and self-
corroborating motives. It is important that we understand both of these phenomena. It can be a
matter of talking about the exquisite quality of a store’s merchandise with the aim of
increasing one’s own status, for example showing that one buys, or has experience of, certain
items and qualities. It can also be a matter of showing that one is smart and knows where the
best or most price-worthy items can be found. Another social aspect is the altruistic one,
namely that you want to help and recommend places with all price levels or places you know
have something for everyone.
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5.2 Limitations and Future Research

Although this study is limited to nine categories, naturally recommendations and issues that
drive recommendations should be relevant for other categories. Future studies should be able
to validate the results in order to see to what extent it is the same attributes and dimensions in
the store’s offerings that drive recommendations.

The main points of studying theoretical concepts and their relationships with growth and fi-
nancial performance are not only that it is possible to explain growth, but also that should be
used as a prediction for future growth. In this study, the attitude measurement was made at the
end of the measuring period, but it is possible to carry out this measurement at the start of a
three-year period with the aim of comparing its relevance in relation to CSI or other accepted

measures such as intention to buy, preference or loyal attitude.

When one reads the open responses, there also seems to be a difference in who initiates the
conversation — is it the sender or the receiver? If the receiver asks the question, then the
attributes can to a greater degree be directed towards the receiver. These might also be less
connected with status and self-corroboration. It is rather a matter of altruistic motives and thus
other attributes, in the line of he/she “Has clothes I like and which I think that this person
would have liked”. The fact that satisfaction and recommendations were so similar might be
that the approach of the study was receiver-initiated. Perhaps unique is something that more
relates to sender initiatives, whereas quality and wide range are triggered when asked for
advice. This distinction between sender- and receiver-initiated WOM has not been put
forward in previous research. Future studies could thus analyse the differences between

discussions initiated by the receiver and by the sender.
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Appendix

Personnel

Assortment +
premises

Prices + com-
plaints

Advertising +
offers

Has helpful salespeople

Has available salespeople to help you

Has polite salespeople

Has friendly salespeople

The store is clean and tidy

Easy to find what you are looking for

Has a good assortment

Has a wide selection of merchandise

Has modern and fashionable merchandise
Has a good layout and location of different
departments

Is a spacious store

The quality level of the merchandise is good
Is well stocked

Is fair in making adjustments when you have
problems with products you have bought

Is willing to exchange products you do not
want

Has convenient opening hours

The general price level of the store is good
You get value for money

The store is conveniently placed

Other customers and visitors do not spoil the
shopping experience

Runs good sales

The store’s advertising is good

Has a good charge account and credit poli-
cies

The store has an attractive interior
Cumulative explanation value in %

KMO 0.93; Sign. 0.00

0.81
0.80
0.79
0.76
0.68
0.57

0.42

0.48

0.42

0.41

20 %

0.51
0.83
0.71
0.70
0.69

0.68
0.49
0.45

0.47

0.55
39 %

0.42

0.75

0.74

0.72
0.70
0.49
0.46

0.47

55 %

0.43
0.45

0.74

0.72
0.68
0.64

0.57
70 %

Factor analysis Westbrook's scale

References

Anderson, E. W. (1998): Customer satisfaction and word-of-mouth, in: Journal of Service
Research, Vol. 1, No. 1, pp. 5-17.

Anderson, E. W.; Fornell, C. (2000): Foundations of the American Customer Satisfaction In-

dex, in: Total Quality Management, Vol. 11, No. 7, pp. 669-714.

Anderson, E. W.; Sullivan, M. W. (1993): The Antecedents and Consequences of Customer
Satisfaction for Firms, in: Marketing Science, Vol. 12, No. 2, pp. 125-143.

Anderson, E. W.; Fornell, C.; Lehmann, D. R. (1994): Customer Satisfaction, Market Share,
and Profitability: Findings From Sweden, in: Journal of Marketing, Vol. 58, No. 3, pp.

53-67.



124 European Retail Research Vol.26, Issue II, pp. 97-128

Anderson, E. W., Fornell, C.; Rust, R. T. (1997): Customer Satisfaction, Productivity, and
Profitability: Differences between Goods and Services, in: Marketing Science, Vol. 16,
No. 2, pp. 129-145.

Arndt, J. (1967): Role of Product-the Diffusion of a New Product, in: Journal of Marketing
Research, Vol. 4, No. 3, pp. 291-295.

Babin, B. J.; Griffin, M. (1998): The nature of satisfaction: An updated examination and
analysis, in: Journal of Business Research, Vol. 41, No. 2, pp. 127-136.

Bitner, M-J. (1990): Evaluating Service Encounters: The Effects of Physical Surroundings and
Employee Responses, in: Journal of Marketing, Vol. 54, April, pp. 69-82.

Bolen, W. H. (1994): The role of word-of-mouth ‘advertising’ in retailing, in: American Busi-
ness Review, Vol. 12, No. 2, pp. 11-15.

Bone, P. F. (1992): Determinants of Word-of-Mouth Communications During Product Con-
sumption, in: Sherry, J. F.; Sterndal, B. (eds.): Advances in Consumer Research, Vol.
19, No. 1, pp. 579-583, Provo, UT: Association for Consumer Research.

Bristor, J. M. (1990): Enhanced Explanation of Word of Mouth Communications: The Power
of Relationships, in: Hirschman, E. C. (ed.): Research in Consumer Behavior, Green-
wich, CT: JAI Press, pp. 51-83.

Brooks Jr., R. C. (1957): Word-of-mouth advertising in selling new products, in: Journal of
Marketing, Vol. 22, Issue 2, pp. 154-162.

Brown, T. J.; Barry, T. E.; Dacin, P. A.; Gunst, R. F. (2005): Spreading the Word: Investigating
the Antecedents of Consumers’ Positive Word-of-Mouth Intentions and Behaviors in a
Retailing Context, in: Journal of the Academy of Marketing Science, Vol. 33, No. 2,
pp. 123-138.

Burns, D. J.; Neisner, L. (2006): Customer satisfaction in a retail setting: The contribution of
emotion, in: International Journal of Retail & Distribution Management, Vol. 34, No.
1, pp. 49-66.

Béckstrom, K.; Johansson, U. (2006): Experiencing retail stores of today: Comparing the ex-
periences retailers strive to induce with the ones sought by retail customers, in: Journal
of Retailing and Consumer Services, Vol. 13, No. 6, pp. 417—430.

Churchill, Jr. G. A.; Surprenant, C. (1982): An Investigation Into the Determinants of Cus-
tomer Satisfaction, in: Journal of Marketing Research, Vol. 17, No. 4, pp. 460—469.

Dabholkar, P. A. (1993): Customer satisfaction and service quality; Two constructs or one?,
American Marketing Association, Vol. 27, Summer, pp. 10—18.

Dabholkar, P. A. (1995): The convergence of customer satisfaction and service quality evalua-
tions with increasing customer patronage, in: Journal of consumer satisfaction, dissat-
isfaction and complaining behavior, Vol. 8, No. 1, pp. 32-43.



Johannson, U.; Anselmsson, J. 125

Dabholkar, P. A.; Shepherd, C. D.; Thorpe, D. L. (2000): A comprehensive framework for ser-
vice quality: An investigation of critical conceptual and measurement issue through a
longitudinal study, in: Journal of Retailing, Vol. 76, No. 2, pp. 139-173.

Diamantopoulos, A.; Siguaw, J. A. (2000): Introducing Lisrel, London: Sage.

Dick, A. S.; Basu, K. (1994): Customer Loyalty: Toward an Integrated Conceptual Frame-
work, in: Journal of the Academy of Marketing Science, Vol. 22, Spring, pp. 99-113.

Dinesh, K. G.; Minakshi, T.; Dhruv, G (2008): Understanding the Determinants of Retail
Strategy: An Empirical Analysis, in: Journal of Retailing, Vol. 84, No 3, pp. 256-267.

Dye, R. (2000): The buzz on buzz, in: Harvard Business Review, Vol. 78, No. 6, pp. 139-146.

Engel, J. F.; Kegerreis, R. J.; Blackwell, R. D. (1969): Word-of-mouth Communication by the
Innovator, in: Journal of Marketing, Vol. 33, No. 3, pp. 15-20.

Fornell, C. (1992): A national customer satisfaction barometer: The Swedish experience, in:
Journal of Marketing, Vol. 56, No. 1, pp. 6-22.

Fornell, C.; Johnson, M. D. (1996): The Americans customer satisfaction index: nature, pur-
pose, and findings, in: Journal of Marketing, Vol. 60, No. 4, pp. 7-19.

Gauri, D. K.; Bhatnagar, A.; Rao, R. (2008): Role of Word of Mouth in Online Store Loyalty,
in: Communications of the ACM, Vol. 51, No. 3, pp. 89-92.

Gilbert, G. R.; Veloutsou, C. (2006): A cross-industry comparison of customer satisfaction, in:
Journal of Services Marketing, Vol. 20, No. 5, pp. 298-308.

Grisaffe, D. B. (2007): Questions about the ultimate question: Conceptual considerations in
evaluating Reicheld’s net promoter score (NPS), in: Journal of Consumer Satisfaction,
Dissatisfaction and Complaining Behavior, Vol. 20, No. 1, pp. 36-44.

Hair, J. F.; Anderson, R. E.; Tatham, R. L.; Black, W. C. (1995): Multivariate data analysis
with readings, Englewood Cliffs: Prentice Hall.

Hallowell, R. (1996): The relationships of customer satisfaction, customer loyalty, and profit-
ability: an empirical study, in: International Journal of Service Industry Management,
Vol. 7, No. 4, pp. 27-42.

Hart, C. W.; Johnson M. D. (1999): Growing the relationship, in: Marketing Management,
Vol. 8, Spring, pp. 9-10.

Heskett, J. L.; Jones, T. O.; Loveman, G. W. (1994): Putting the Service-Profit Chain to Work,
in: Harvard Business Review, Vol. 72, No. 2, pp. 164-171.

Huddleston, P.; Whipple, J.; Mattick, R. N.; Lee, S. J. (2009): Customer satisfaction in food
retailing: comparing specialty and conventional grocery stores, in: International Jour-
nal of Retail & Distribution Management, Vol. 37, No. 1, pp. 63—80.



126 European Retail Research Vol.26, Issue II, pp. 97-128

Johnson, M. D.; Fornell, C. (1991): A framework for comparing customer satisfaction across
individuals and product categories, in: Journal of Economic Psychology, Vol. 12, No.
2, pp. 267-286.

Johnson, M. D.; Nader, G.; Fornell, C. (1996): Expectations, perceived performance, and cus-
tomer satisfaction for a complex service: The case of bank loans, in: Journal of Eco-
nomic Psychology, Vol. 17, No. 2, pp. 163-182.

Jones, M. A.; Suth, J. (2000): Transaction-specific satisfaction and overall satisfaction: an
empirical analysis, in: Journal of Services Marketing, Vol. 14, No. 2, pp. 147-159.

Katz, E.; Lazarsfeld, P. (1955): Personal Influence, Glencoe, IL: The Free Press.

Keiningham, T. L.; Aksoy, L.; Cooil, B. (2008): Net Promoter, Recommendations, and Busi-
ness Performance: A Clarification on Morgan and Rego, in: Marketing Science, Vol.
27, No. 3, pp. 531-533.

Kotler, P. (2003): Marketing Management, 11" Ed., New Jersey: Pearson Education Inc.

Liu, Y. (2006): Word of Mouth for Movies: Its Dynamics and Impact on Box Office Revenue,
in: Journal of Marketing, Vol. 70, July, pp. 74-89.

Magi, A. W. (2003): Share of wallet in retailing: the effects of customer satisfaction, loyalty
cards and shopper characteristics, in: Journal of Retailing, Vol. 79, No. 2, pp. 97-107.

McConnell, B.; Huba, J. (2003): Creating Customer Evangelists: How Loyal Customers Be-
come Evangelists, Dearborn Publishing Company, US.

Morgan, N. A.; Rego, L. L. (2008): Can Behavioral WOM Measures Provide Insight into the
Net Promoter Concept of Customer Loyalty?, in: Marketing Science, Vol. 27, No. 3,
pp. 533-535.

Murphy, S. (2006): The Word-of-Mouth Method, in: Chain Store Age, Vol. 82, No. 9, p. 52.

Murphy, S. (2007): Influencing the Influencers, in: Chain Store Age, Vol. 83, No. 3, p. 62.

Naylor, G. (1999): Why do they whine? An examination into the determinants of negative and
positive word-of-mouth, in: Journal of Consumer Satisfaction, Dissatisfaction &

Complaining Behavior, Vol. 12, No. 1, pp. 162-169.

Oliver, R. L. (1980): A Cognitive Model of the Antecedents and Consequences of Satisfaction
Decisions, in: Journal of Marketing Research, Vol. 17, No. 4, pp. 460-470.

Parasuraman, A.; Zeithaml, V. A. (1994): Reassessment of expectations as a comparison stan-
dard in measuring service quality: Implications for future research, in: Journal of Mar-
keting, Vol. 58, No. 1, pp. 111-125.

Paridon, T. J. (2004): Retail opinion sharing: conceptualization and measurement, in: Journal
of Retailing and Consumer Services, Vol. 11, No. 2, pp. 87-93.



Johannson, U.; Anselmsson, J. 127

Pine, J. B.; Gilmore, J. H. (1999): The Experience Economy, Boston: Harvard Business
School Press.

Reichheld, F. F. (2003): The one number you need to grow, in: Harvard Business Review, Vol.
81, No. 12, pp. 46-54.

Reichheld, F. F. (2006): The Ultimate Question: Driving Good Profits and True Growth, in:
Boston: Harvard Business Press.

Reichheld, F. F.; Markey, R. (2006): Blowing the Whistle on Bad Profits, in: Strategic Fi-
nance, Vol. 88, No. 2, pp. 8-11.

Richins, M. L. (1983): Negative Word-of-Mouth by Dissatisfied Customers: A Pilot Study, in:
Journal of Marketing, Vol. 47, Winter, pp. 68—78.

Richins, M. L.; Root-Shaffer, T. (1988): The Role of Involvement and Opinion Leadership in
Consumer Word-of-Mouth: An Implicit Model Made Explicit, in: Advances in Con-
sumer Research, Vol. 15, No. 1, pp. 32-36, Provo, UT: Association for Consumer Re-
search.

Rogers, E. M. (1995): Diffusion of Innovations, New York: The Free Press.

Rosen, E. (2002): The Anatomy of Buzz: How to Create Word of Mouth, Doubleday Busi-
ness, USA.

Schiffman, L. G.; Kanuk, L. L. (1995): Consumer Behavior, 9th ed., Upper Saddle River, NJ:
Prentice Hall.

Srinivasan, S. S.; Anderson, R.; Ponnavolu, K. (2002): Customer loyalty in e-commerce: an
exploration of its antecedents and consequences, in: Journal of Retailing, Vol. 78, No.
1, pp. 41-50.

Sudaraman, D. S.; Mitra, K.; Webster, C. (1998): Word-of-mouth communications: a motiva-
tional analysis, in: Arnoud, E. J.; Scott, L. M. (eds.): Advances in consumer research,
Vol. 25, pp. 527-531. Provo, UT: Association for Consumer Research.

Swan, J. L.; Oliver, R. L. (1989): Post-purchase communications by consumers, in: Journal of
Retailing, Vol. 65, No. 4, pp. 516-533.

Veloutsou, C.; Gilbert, G. R.; Moutinho, L. A.; Goode, M. M. H (2005): Measuring transac-
tion-specific satisfaction in services: Are the measures transferable across cultures?,
in: European Journal of Marketing, Vol. 39, No. 5/6, pp. 606—628.

Wangenheim, F. V.; Bayon, T. (2007): The chain from customer satisfaction via word-of-
mouth referrals to new customer acquisition, in: Academy of Marketing Science, Vol.
35, No. 2, pp. 233-249.

Watts, D. J.; Peretti, J. (2007): Viral Marketing for the Real World, in: Harvard Business Re-
view, Vol. 85, No. 5, pp. 22-24.



128 European Retail Research Vol.26, Issue II, pp. 97-128

Westbrook, R. A. (1981): Sources of Consumer Satisfaction with Retail Outlets, in: Journal of
Retailing, Vol. 57, No. 3, pp. 68-86.

Westbrook, R. A. (1987): Product/consumption-based affective responses and post-purchase
processes, in: Journal of Marketing Research, Vol. 24, August, pp. 251-270.

White, K.; Argo, J. J.; Dahl, D. W. (2005): Motives for Deception in Consumer Word-of-
Mouth Communication, in: Advances in Consumer Research, Vol. 32, No. 1, pp. 237—
239, Provo, UT: Association for Consumer Research.

Villanueva, J.; Yoo, S.; Hanssens, D. M. (2008): The Impact of Marketing-Induced Versus
Word-of-Mouth Customer Acquisition on Customer Equity Growth, in: Journal of
Marketing Research, Vol. 45, No. 1, pp. 48-59.



Retailing in Lithuania — Market Overview and Future Challenges

Jurgita Sekliuckiene and Neringa Langviniene

Abstract

The article presents an overview and development of the retail trade services sector in Lithua-
nia. The investigated period is from the beginning of 1990, when Lithuania regained its Inde-
pendence from the Soviet Union, to the end of 2010. The main structural changes in retailing
until 2000 when Lithuania passed through a transition economy and later, when a market
economy started, are presented. The Lithuanian retail market is characterised by high concen-
tration, market regulation and strong national retail players. The Lithuanian retail sector re-
cently has encountered increasing competition not only due to sharp competition between
local players, but also because of entries of foreign companies to the market. The impact of
internationalization on the retail trade sector in Lithuania is a relatively new phenomenon. A
comprehensive overview of internationalization development in the Lithuanian retail trade
sector is presented and future challenges are pointed out in the article.
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1 Introduction

The Lithuanian sector of retailing services plays a great role in the growing economy.
Retailing on a global scale is one of the large sectors of services, which has been expanding
considerably in recent years. Since the Act of the Re-Establishment of the State of Lithuania
was adopted in 1991, the sector of retailing services in the country has changed a lot. Some
structural changes of retailing are distinct (Zitkiene/Sekliuckiene 2004). The transformation
from planned to market economy brought structural changes not only to Lithuanian retailing
services economy. Previous research on retailing points out that recent twenty years were a
period of changes in retailing services sector in the UK, Romania, Russia or even New
Zealand, Australia (Bates/Bates/Johnston 2003; Lorentz/Hakkinen/Hilmola 2006; Fels 2009;
Burt/Sparks/Teller 2010). Retailing market becomes more saturated as retailers from
developed countries react rather quickly and start business in the emerging economies
(Lorentz/Hakkinen/Hilmola 2006). In Lithuania as in other countries the sales growth has
remained affected by the all-pervading trend towards discounting and everyday low prices,
accompanied by the greater popularity of private label (Moreau 2006). Internationalization in
retailing services economy, as well as the influence of internationalization on structural or
other changes in retailing has attracted interest of a lot of researchers in the 21st Century
(Doherty 2007; Eren-Erdogmus 2010; Alexander/Rhodes/Myers 2011). Starting from 2004,
when Lithuania entered the market of the European Union, the Lithuanian retailing market
opened its gates to foreign retailers. Lithuanian retailers got an opportunity to become full
member of the retailing market in the EU. The research on retailing in Europe (Colla 2003;
Wortmann 2011) shows that internationalized retailers gain some competitive advantage. The
largest companies engaged in retailing services started their internationalization activity in the
Lithuanian market in 2000: a few years before entering the common European market, some

processes of internationalization were initiated.

With reference to the situation of retailing services sector internationalization in the
Lithuanian market from 2000 to the beginning of the financial crisis, some
internationalization activities were very pronounced and were developing together with the
growth of retailing in Lithuania. Similarly to the economies in other countries, the Lithuanian
economy felt the negative effects of economic decline, decrease in consumption and
purchasing power of customers. Customers were encouraged to revise their shopping lists, to
refuse more expensive products and services and to buy products of primary necessity that are
usually less expensive. The changing demand of consumers forces retailers to change retailing
strategy and to take quick actions in order to survive and to get profit. The sector of retailing
services in Lithuania has encountered such problems in the recent years for the following
reasons: emigration to other European countries, a large difference between urban areas and
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rural areas; different levels of purchasing power that is influenced by growing prices for
heating, housing, water, electricity, etc., and the high level of unemployment. The costs of
primary necessity goods and services have reached about 80.5 % of the income (Average
disposable income per capita per month in 2012; Average consumption expenditure per capita
per month 2012). Only in the middle of 2011 consuming demand started to grow, which
highly affected the growth of retailing services sector, too. As statistics of Economic and
Social Development in Lithuania (2012) shows, the trend of retailing has been positive
starting from 2010, even retail trade confidence indicator started to grow only in the middle of
2010.

The following research questions can be formulated with reference to the relevant issues in
retailing: What structural changes in the Lithuanian market of retail services can be defined
until and after 2000? What are the major players in the Lithuanian market of retail services?
What are specific features of internationalization of Lithuanian retailing services sector and

challenges for future?

The aim of this article is to identify the changes in the Lithuanian sector of retailing services,
focusing on two main aspects: the retrospect of this sector on the view of retailing changes
and the challenges we can expect in the future: is the retail sector already saturated, can we
predict any changes evaluating the internationalization and competition between main play-
ers, also other macro regulations concerning the retailing?

Some limitations of the research should be identified. The object of the research is retail trade
sector except for motor vehicles and motorcycles, trade of automotive fuel. Lithuanian retail
trade classification (Retail and Wholesale Trade’ 2009-2010) includes retail trade; retail trade
and repair of motor vehicles and motorcycles; retail trade of automotive fuel. The authors of
this article focus on two main sub-classes of retail trade: 1) retail trade of food products, alco-
holic beverages and tobacco; and 2) retail sale on non-food products. According to the Statis-
tics of Lithuania (Lithuania in Figures 2012), the retail trade brought 25,819 million LT (VAT
excluded) in 2010. The retail trade of motor vehicles generated 4,659 million LTL and ap-
proximately the same amount was generated by the retail trade of fuel (4,352.4 million LTL).
In addition, the retail trade of motor vehicles more relates to purchasing power and is more
sensitive to fluctuation of economy (Langviniene/Vengriene 2005). Also the retail trade of
automotive fuel could not reflect the clear position of retail, as prices for fuel during the past
two years increased very fast and reached inconceivable level because of some acts on taxes
for fuel (excise duty), as well as other laws concerning the trade of fuel at the retail market.
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2 The Retrospect of Retailing Services Market in Lithuania

2.1  Period from 1990 to 2000

The evolution of Lithuanian retailing can be divided into two phases. Balniene/Vaitkuniene
(2005) suggest distinguishing the following phases in the development of Lithuanian retailing
after 1990: 1) transition economy period; and 2) development of retailing in Lithuania. These
phases do not necessarily have clear start and end dates; they tend to merge into each other.
The retailing in Lithuania met the majority of challenges shared by the rest of retailers in the
former Soviet Union. Thus, the retailing industry in Lithuania as in the majority of the Eastern
and Middle European countries was affected by privatisation and liberalisation from a cen-
trally planned economy to market economy, too. A lot of transition economies were repre-
sented the fastest growing markets in the world. McKenzie (2010) notes that Lithuania as two
other Baltic States, Latvia and Estonia, represents the most overt change from the Soviet
planned economics system to the capitalist one of the free market. In the Post-Soviet period
Lithuania as other countries entered a long way of transition from planned to market econ-
omy. In contrast to free market countries, the Lithuanian market of retailing services has not
had a priority in the country’s economy, as the rest of services. The government policy was
focused on economy created by agriculture and after that — by production.

Zitkiene/Sekliuckiene (2002), Sekliuckiene/Zitkiene (2003) discussed that after privatisation a
lot of small private retailing enterprises were established. This concerned various reforms: the
growth of prices for products and services, introduction of national currency Litas (LTL),
changing of property shapes, etc. All these circumstances had an impact on the drop of state
and consumers cooperative society. This period can be described as rather chaotic, as a lot of
small shops were opened. They supplied everything — from food items to bicycles. Later inef-
fective shops suffered bankruptcy and were closed, more and more specialized shops found
their niche in the retailing market.

In the period from 1990 to 1994, when privatisation process was started in Lithuania, one
third of enterprises (421) of all 1,227 privatised large and medium enterprises were
enterprises of retailing; 47.1 % of them were private, 21.5 % — state and 21.5 % of them were
owned by consumers’ cooperation in 1993. The total number of private enterprises increased
to reach 91.9 % until the end of 1996. State owned retail trade enterprises made 1.3 %,
cooperation — 6.8 % in the same year (1996). One more trend during 1990-1994 was
observable: one fifth of the retail trade enterprises was made by established kiosks). They
provided only very narrow assortment of goods. Starting from 1990 the total number of retail
trade enterprises was 8,189, 81.9 % of them were stores and 18.1 % — kiosks. In 1991, out of
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7,656 enterprises 82.7 % were stores and 17.3 % — kiosks. In the year 1992, there were 6,912
retail enterprises, 81.3 % of them were stores, and 18.7 % — kiosks. There was a visible
growth in the number of enterprises in 1993. Out of 11,126 retail enterprises 20.8 % were
kiosks and 79.2 % — stores (Retail Trade’ 1994: Statistical Collection 1995).

With reference to the retail trade changes in the period from 1991 to 2000, the increased num-
ber of enterprises is observable from 1991 to 1996. The number of enterprises increased three
times. Later the marginal drop of the number of enterprises could be identified. In 1998, in
comparison to the previous year, the number of enterprises increased by 4.8 %; and in 2000 —
by 5.1 %. However, the entire number of enterprises of stores is not able to reflect the devel-
opment of retailing services network. Thus, for evaluation of changes of retail trade network,
a comparison of trends in retail trade space in 1991-2000 is necessary. According to Zit-
kiene/Sekliuckiene (2002), the retail trade space is an index that better describes possibilities
to carry on retailing network functions. Bates/Bates/Johnston (2003) also point out that not
the size of a retail store is the most important index for evaluating the retail. The authors sug-
gest evaluating what services are provided inside the store, as if a sales space is limited — one
way to increase the turnover is to sell more related services under one roof. The emergence of
new retailing formats (supermarkets, hypermarkets, discount stores, etc.) determined im-
proved services for customers, as retailers of different goods shared one roof. The larger space
of retail trade hall is, the wider assortment of goods can be provided. In addition, various sup-
plementary services can be offered to customers and modern servicing methods implemented
too.

In relation to the change of retail trade space during 1991-2000, the increase of retail trade
space during privatization period is observable until 1995. The total space of retailing in-
creased twice. From 1995 to 1997 the retail trade space was decreasing and only starting from
1997, the space of retailing grew by 20.9 % (from 1,480,091 to 1,790,008 sq. m.). Table 1
presents the dynamics of the number of retail trade outlets and space from 1991 to 2000.

Drawing on the reports of Lithuanian Statistics (Retail Trade’ 1995, 1996; Annual Review’
1999, 2000), retail outlets in Lithuania were grouped according to the size of their stores. The
outlets were grouped to outlets with space of 100 sq. m. or less, space from 101 to 500 sq. m.;
from 501 to 1,000 sq. m. and more as 1001 sq. m. During the period from 1994 to 2000, small
retail outlets with sales space limited to 100 sq. m. dominated in Lithuania (71.7 % in 1994;
increasing to 89.6 % in 1995; and stable until 2000: 84.2 %). One may also note that from
1995 the increasing of number of medium (101-500 sq. m) and larger (501-1,000 sq. m.) out-
lets is observable, about 4 % in comparison to 1995 and 2000. Retailers in Lithuania in the
period from 1991 to 2000 were smaller (the average sales space was 80 sq. meters) comparing
to the retailers in the Check Republic, Hungary or Poland (Esbjerg/Skytte 1999).
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Table 1: The Dynamics of structural Changes in Lithuania from 1991 to 2000:
Main Indicators

Indicators 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 Change

l?:.lifé of 7656 6912 11126 15856 22112 19421 18275 19153 19401 19211  +151%
2
sfomtheall e 0p g9 114 134  17.3 150 161 155 169 171 -
enterprises
Number of -19%
employees  n.d. n.d. n.d. 1972 1826 1438 187.9 1861 1645 160 (1994
(thousand) 2000)
Turnover of +365 %
retailers n.d. nd. 3605 7307 9235 12039 14529 16202 15356 16752  (1993-
(million)* 2000)
Sale space of
retailers

6815 6329 8985 11955 1674.4 1523  1480.1 1632 17354 1790  +163%
(thousand
m?)
Average
sales space 89 915 807 754 757 784 809 852 894 932  +5%

of outlet (m?)

Notes: *The turnover is calculated by Lithuanian currency.
Source: Figured by authors with reference to the Retail Trade’1994: Statistical Collection; Retail Trade’ 1995, 1996; Statisti-
cal yearbook of Lithuania, 1997, Retail and wholesale trade, 2001.

When Lithuania joined the World Trade Organization in 2001, the aim to provide conditions
for a free market economy in the country had been achieved. Balniene/Vaitkuniene (2005)
notice that the main principles of economy were in action already: economic activities were
regulated by laws, private companies instead public were functioned, competition was in-
creasing. This illustrates the strengthening of the largest Lithuanian retail trade enterprises
during the analysed period.

2.2  Period from 2001 to 2010

The start of global economic crisis had an impact on the country’s economy. There was a
slowdown in the GNP, especially created in retail (Sustainable Development Indicators,
2010). The Lithuanian retail trade enterprises made more than one tenth of all enterprises of
the country (Economic Entities. Main Data’2010). The GNP created by the Lithuanian retail-
ers’ made about 14 % of all the GNP (Structural Business Statistics Survey Indicators 2010)
which allows us assuming the influence of retail trade services sector to all countries’ econ-
omy. With reference to other EU countries, the turnover of Lithuanian retailers is not very
high, but in relation to the Lithuanian market with the population just around 3 million citi-
zens it is rather urgent. E.g., retail trade services sector in the UK creates about 16 % of GNP
(Burt/Sparks/Teller, 2010). The total sales of leading retailers of the UK take more and more
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of the market. According to Burt/Sparks/Teller (2010), top 100 leaders of retailers in the UK
took approximately 80 % of the market in 2006. In comparison to 1998, top 100 leaders of
retailers took 65 % of the market. This confirms that the sector of Lithuanian retail services is
quite similar to other EU countries and develops in a similar way.

To present the trends of the Lithuanian retailing services sector nowadays, the main and de-
rivative indicators of retail sales drawing on the statistics will be pointed out. Starting from
2001, the number of retail trade enterprises was decreasing (see Table 2).

Table 2: The Dynamics of structural Changes in Lithuania:
Statistical Indicators (SI) of 2001-2010

Sl 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Change
?‘e;l;nilzfsr of 13234 12586 11673 11479 10835 11085 10870 10730 10355 9925 -25%

% from the

all enter- 19.5 18.4 17.1 16.4 14.9 14.3 14. 2 13.2 12.2 11.92 -
prises

Number of

employees 134.5 133.5 128.6 133.7 132.6 144.5 160.2 163.3 n.d. n.d. +21%
(thousand)

Turnover of
retailers 9824.3 10493 11414 12790 14665 16187 19129 21955 17944 16808 +71 %
(million)

Sale space
of outlet
(thousand
m?)

1481 1649.8 1783.5 1945 20334 2106.9 2647.5 28684 2518.2 2542 +72%

o sales
space of 92.2 102.3 111 122.2 125.8 133.7 158.3 170.3 167.6 169.6 +84 %
outlet (m?)

o sales
turnover of
one outlet
(million)

0.74 0.83 0.98 1.12 1.35 1.46 1.76 2.05 1.73 1.69 +128 %

Sales space
for 1000 424 474 515 566 585 621 784 854 754 773 +82 %
citizen (m?)

Number of
outlets for 3.8 3.6 4.6 4.6 4.6 4.6 4.9 5.0 4.5 29 -24 %
1000 citizen

Turnover for

o 2814 3018 3296 3723 4295 4769 7089 8215 6623 5048 +79 %
one citizen

* No data available

Source: Figured by authors with reference to the Retail and Wholesale Trade’ 2006, 2007, 2008, 2009, 2010; Structural Busi-
ness Statistics Survey Indicators’ 2008; Financial Indicators of Enterprises’ 2009; Economic Entities, 2010; Population’ 2011;
Number of economic entities in operation at the beginning of the year by economic activity (NACE 2)'2011; Labour force, em-
ployment and unemployment’ 2009; Lithuania in Figures’ 2011.

At the beginning of 2010, the number of retailers was 9925 which made 75 % of the number

of enterprises in 2001. The turnover of retail trade stores was increasing until the end of 2008.
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The global financial crisis had a large impact on the drop of turnover of all business, as well
as retail trade entities. The sales space of all retail trade enterprises also increased by the end
of 2008, as well as the number of personnel of retail trade enterprises. The total decrease of
the number of retailers was 25 % during the period from 2001 to 2010, but the turnover in-
creased by 71 % at the end of the period in comparison to the beginning.

Looking more deeply, the influence of the retail trade on the general Lithuanian economy was
also unequal. At the beginning of the period a retail trade enterprise made 19.5 % of the total
number of enterprises acting in Lithuania, which is almost one fifth of all of them. At the end
of period, the number of retail trade enterprises dropped and the influence on the total Lithua-
nian economy also dropped. The majority of Lithuanian retail trade enterprises were small
(Economic Entities 2010). Almost half (47 %) of the total number of retail trade enterprises
according to the data of Lithuanian Statistics were individual stores. More than half of retail
trade enterprises (5,703 enterprises, which makes 58 % of all retail trade enterprises) employ
4 or less employees. A quarter of retail trade enterprises (2,383 enterprises or 24 %) employ
5-9 personnel, whereas 11 % of retail trade enterprises employ from 10 to 19 personnel.
There are only 6 enterprises that employ more than 1000 and 11 enterprises — from 500 to 999
employees.

As derivative indicators of the dynamics of retail trade services sector in Lithuania show that
until the end of 2008 not only sale space of enterprises was growing. The average sales space
of one store was also increasing. The total growth was 84.7 % in comparison to the beginning
of the analysed period. During 2009, the average sales space of a store dropped by 1.6 %
comparing to 2008. The average sales of one retail trade store were growing until the end of
2008. The average sales in 2008 made 277 % of the sales in 2001. Other indicators as sales
space for 1,000 citizens also show that comparing to the beginning of the period, at the end of
it the sales space for citizens increased twice. Again, the situation in 2009 shows that it was
going worse, as the sales space for citizens dropped by 12 %.

The largest change in the sector of retail trade services could be indicated by retail sales turn-
over for one citizen, as seen in the last row of Table 2. In 2008, the turnover from retail trade
to one citizen reached 292 % of the turnover in 2001. Thus, purchasing of one citizen accord-
ing these data grew almost three times. And, as mentioned above, the turnover in 2009 did not
reach the level of 2008. But, comparing to 2001, the turnover for one citizen in 2009 was

higher more than two times (235 % of the turnover in 2001).

The change of the retail trade turnover during the past years directly relates to the change of
consumer confidence index. The turnover of retail trade enterprises grew by 14 % in 2008 in
comparison to 2007. During the most difficult period of the global financial crisis (2009) the
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turnover dropped by 19 % comparing to 2008. The same trend is visible with reference to the
change of consumer confidence index. The highest value of the index was identified in April
2007 (“+” was marked by 42 %) and the lowest during the investigated period in December
2009 (“-*“ marked by 58 %). The negative index of consumer’s confidence was observable
until May 2010. Starting from June 2010 the index was growing; and even at the beginning of
2012 consumer confidence index is negative, all indicators, as 1) changes in the financial
situation of the household over the next twelve months; 2) changes in the general economic
situation of the country over the next twelve months; 3) changes in the number of unem-
ployed over the next twelve months; and 4) possibility to make savings over the next twelve
months — are growing up (Economic and Social Development in Lithuania 2012). Even the
possibility to make saving at the households is evaluated worse comparing to other three indi-
cators of the confidence index. It is likely that this change indicates the growth of retail trade
sales in the nearest future.

In addition to the consumer confidence index, the retail trade confidence indicator showed a
better situation of Lithuanian retail economy. All 2009 and half of 2010 showed the negative
retail trade confidence indicator, but starting from the middle of 2010 index was growing and
indicator, including 1) assessment of the level of stocks; 2) change in business activity over
the past 2-3 months; 3) expected business activity for the next 2—-3 months — became positive
after evaluating the results of June 2010. The first months of 2011 and 2012 (Economic and
Social Development in Lithuania 2012) shows a negative index of retail trade, but the
majority of months are positive. Thus, evaluating the seasonality, the retail trade confidence

index has already been positive since the middle of 2010.

2.3  Recent Changes in Retail Sub-Sectors Market

The recent changes in retail trade depend on the sector of retail. Grocery sector is a sector
which was impacted mostly by the decrease of consumption. Otherwise, this sector has a large
impact on the development of all retailing. This sector is also very sensitive to changes of the
environment: changes of sectors’ structure, the largest enterprises were strengthening and a
lot of small or medium enterprises became bankrupt during the economic crisis in 2008-2009.
Ecological food and healthy life are fashionable and gain their own position in the market, as
a lot of specialized stores, small outlets in the market open and sell eco brand quite
successfully to specific segments. This trend follows the situation in the UK
(Burt/Barks/Teller 2010), as farmers’ markets have expanded enormously in number and local
community focused stores.
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Non- food sales decreased during 2010 (until September). As Trumpa (2010) notes, retailing,
except for retail of motor vehicles and automotive fuel, in comparison to the situation the year
before dropped by 0.1 % in September 2010. But with reference to the real price, retail in
September 2010 was already growing (+0.4 %). The largest depression was at the end of
2009, whereas the situation was going better starting from September 2010.

Fashion retailers (textiles, clothing and footwear) suffered large loses in the period of 2009-
2010. Even though this subsector was growing very fast from 2005 (the change of retail turn-
over 2005 to 2010 was +66,3 %), but the drop in 2010 comparing to 2009 was the largest in
comparison to others subsectors (-12.5 %).

Retail of furniture also felt the influence of credit crunch recession. The situation in furniture
retailing was regarded as the worst of all retail trade sectors in Lithuania.

Retail trade of DIY and electronics growing. The reasons for this are that consumers did not
buy computers in 2008, as the privilege to return taxes was cancelled. There were signs that
financing institutions already gave credits for DIY and electronics and other consuming items.
Decreased prices were stimulators to buy them. It should be noticed that even though
emigration from Lithuania is very high, the demographic trends shows that there are a lot of

young people in Lithuania who need DIY and electronics.

Retail of pharmaceuticals was stable and even growing until September 2010. Exceptions of
pharmaceutical retailers: cosmetics sold by pharmaceutical retailers was decreasing, the drop
was 25 % during 2009 (Retailing trade shrunk suddenly 2010). Also the turnover of food
supplementary medicaments and vitamins dropped. The Statistics of Lithuania shows a
decrease in the turnover of pharmacies from September to November in 2010 (Changes in
retail trade turnover 2010). Thus is it not likely that recovery of their turnover will grow very

quickly.

3 Internationalization, Competition and Regulation Issues
3.1 Internationalization Specifics in Lithuanian Market

Retail services are influenced by a number of structural changes due to internationalization
and increasingly globalized markets. Comparing foreign direct investment to Lithuanian retail
market and Lithuanian direct investment abroad in recent years, one may note than there are
different trends. The foreign direct investment (FDI) into Lithuanian retail trade services
sector during three years (2008-2010) was practically stabilized (Table 3). The number of
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enterprises that invested in the Lithuanian market during three years dropped by 1.2 %.
However, the total amount of FDI increased by 9.5 %. This confirms the trend of developing
internationalization in the major sectors in Lithuania. Investments into total whole sale and
retail trade (+1 %) and separately into retail trade except for motor vehicles and trade of fuel
(+20 %) increased.

Table 3: FDI to Lithuanian Retail Trade Services Sector 2008-2010

Sector 2008 2009 2010 Change
Total enterprises (all sectors, according NACE) 3013 3127 2977 -11.2 %
FDI, total LT (million) 32040 33695 35099 +9.5 %
Wholesale and retail trade, total enterprises 1044 1108 1059 +1.4%
FDI, total LT (million) 4491 4498 4537 +1.0 %
FDI, % from total FDI 14.0 13.3 12.9 -
::;Ti;;rtz(:;,ise:;:ept of motor vehicles and trade of fuel, 173 187 163 5.8%
FDI, total LT (million) 1112 1384 1324 +19.1 %
FDI, % from total FDI 35 4.1 3.8 -

Source: Figured with reference to the Foreign direct investment at the end of year by economic activity’ 2011; Lithuania in Fig-
ures’ 2011.

Lithuanian direct investments abroad during past three years also changed only marginally
(Table 4). Unfortunately, separate statistics for retail trade except for motor vehicles and trade
of fuel is not published. Conversely to FDI, Lithuanian direct investment upon the number of
enterprises also grew during the analysed three years period (19.5 %). In addition, the
investments grew from 4,877 million LT to 5,458 million LT at the end of the three years
period (+12 %). The number of investing enterprises grew by 8 %; the total amount of
investments grew from 610 million to 791 million LT (increase by 30 %).

Table 4: Lithuanian direct Investment Abroad 2008-2010

Sector 2008 2009 2010 Change
Total enterprises (all sectors, according NACE) 317 373 379 +19.6 %
DI, total LT (million) 4877 5557 5458 +11.9 %
Wholesale and retail trade, total enterprises 136 154 147 +8.1 %
DI, total LT (million) 610 939 791 +29.7 %
FDI, % from total FDI 12.5 16.9 14.5 -

Source: Figured on the ground of Lithuanian direct investment abroad at the end of year by economic activity’ 2011.

The sector of retail trade services in Lithuania starting from early 1990s was modernized very
quickly and successfully. By now new former nationally oriented retailers have become

global after a 10 year period. Modern retail formats like hypermarkets, supermarkets and
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discounter have been introduced by national owned retail chains. The total turnover of four
largest retail companies, that own different modern retail formats, made 61.9 % of the total
retail turnover in 2004. Because of high saturation of food market four largest retail chains
with their developed formats in 2009 made already 73 % of all turnovers in the retailing
sector of Lithuania. Conversely to the food sector, non-food sector developed in a different
way. The timelines of Lithuanian food and non-food internationalization respectively are
presented in Figure 1 and Figure 2 (Langviniene/Sekliuckiene 2010).

Table 5: Lithuanian Food Retail Trade Sector: Internationalization Timeline

Year  Milestone

1991 Market dominated by local small retailers

1992  First modern retail format IKI opened by Palink (first owner - brothers form Belgium / 3 shops opened by Maxima group
1995  Establishments of Rimii by local owners

1997  Establishments of local retail chain Norfos mazmena

1998  Establishments of local retail chain Maxima group

1999  ICA (Schweden) acquired 50% stake in Rimi

2000 Rapid expansion of domestic market

2001  Maxima group entered to Latvian and Estonian markets

2005 Maxima group entered to Bulgarian market / Paling entered to Latvian market

2007  ICA (Schweden) acquired 100% stake in Rimi, establishment of branch ICA Baltic AB
2008  Coopernic alliance acquired 80% stake in Palink

2009 S Group (Finland) entered to Lithuanian market

Intensive internationalisation activity was started by Lithuanian largest retailers in 2001, when
the Maxima group initiated a stirring activity in Latvia with “Maxima Latvia”. The interna-
tionalisation of Lithuanian retailers has had not only success in their history. The Maxima
group successfully entered Latvia, but were forced to close a few stores in Bulgaria, Estonia
and other countries. Foreign retailer networks do not enter Lithuania very easily either. The
famous retailer Lidl (Germany) suffered failure in Lithuanian market and closed their stores in
one or two years after opening. New entrants are more welcome in other countries.
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Table 6: Lithuanian Non-food Retail Trade Sector: Internationalization Timeline

Year Milestone

1991 Establishment of Iris, Sonex group (now Atea group), Camelia

1992 Priv?tization and reorganization of Ialrgest retail companies (Apranga, Levuo) to JSC / Establishment of
Armitana / Establishment of Senukai

1993 Establishment first Apranga shop / Baltika Group (Estonia) first shop in Lithuania

1994 Rapid expanding of different retail trade networks in Lithuania

1995 Topo Group establishment in Lithuania

1998 Eurovaistine chain establishment

2000 Mango (Spain) franchisee agreement with Apranga group

Levuo entered Latvia market / Hugo Boss (Germany) franchisee agreement with Apranga group / Jysk (Den-
2001 mark) first shop in Lithuania / Sonex entered Latvia market / Drogas first shop in Lithuania / Eurovaistine
launched branch company in Poland, Latvia, Estonia

2002 Senukai entered Latvia market / Establishmend of Elektromarkt

2003 Apranga group entered Latvia market / Rautakesko OY (Finland) acquired 50% stake in Senukai / Sonex
entered Estonia and Belorussian markets
Apranga group entered Estonia market / Inditex (Spain) and Georgio Armani Group (ltaly) franchisee agree-

2004 ment with Apranga group for several brands development / A.S.Watson Group (Honkong) acquired Drogas
stakes

2008 Deichman (Germany), Bauhof (Estonia) first shops in Lithuania

In the period of 20002010, all non-food retail services sectors were occupied by both local
and international retailers. The biggest internationalization performance was made by Lithua-
nian retailer Apranga group who responded quickly to the changing situation, had strong
brands, own retail infrastructure, capital and long term relationship with partners. Executives
of Apranga group as other leading companies’ managers distinguish themselves by strong
professional and practical background, whereas managers of micro and small enterprises in

Lithuania usually are “hands on” people.

3.2  Competition and Major Players in Lithuania

The industry structure is characterised by a number of common attributes including greater
store size increase in retailer concentration and adoption of a range of formats by retailers to
reach as large as possible customer base. The research in the United States this suggests that
when an increasingly diverse array of retail formats is developed, competition between all
types of retailer heightens (Morganosky 1997; Hollingsworth 2004). The basic changes of
competition in the Lithuanian retail sector can be described as 1) intensifying process of po-
larisation in retailing, manifested due to increasing buying of mass food goods and non-food
goods, which conditioned the popularity of supermarkets and specialized stories; 2) the inten-

sified fight for occupied market part; 3) the escalated competition of merchandise prices; 4)



142 European Retail Research Vol. 26, Issue 11, pp. 129-150

the increasing importance of marketing programs in the activity of trade companies; 5) the

expansion of market leaders activity not only in Lithuania, but also abroad.

The following competitive advantages obtained by the Lithuanian retailer from the economic
recession can be identified: larger capital companies (Maxima group, Apranga) that re-
sponded quickly to the changing situation, that had strong brands, own retail infrastructure
and capital; large retailers own by foreign retail chains (Rimi Lithuania, owned by the Swed-
ish company ICA; Palink, member of the European Alliance of Independent Trading Compa-
nies Coopernic). Popular formats in the Lithuanian retail sector are neighbourhood stores,
supermarkets, hypermarkets, cash& carry, discount stores and convenience stores. A descrip-
tion of the major grocery retailers in Lithuania is presented in Table 7. There is a lack of the
largest retailers’ networks of the UK, Germany, France, especially in the food sector (e.g.,
Asda (the UK), Spar (the Netherlands), Aldi (Germany)), that act quite successfully in the
majority markets of the EU Countries. This trend can be explained by a large concentration of
retailers in the market and small Lithuanian market which has a relatively small purchasing
power comparing to other countries of the EU. Non-food retailers as well are presented in
Table 8.

Table 7: Grocery Retail Services Sector in Lithuania: Major Players (2009)

Retailer (parent/ country  Operation(s) Foreign Stores Sales, million % of sales
of origin) markets Euro 2009 * from abroad

Stores names: Maxima X,  Latvia, Esto- 423 (incl. 214

Maxima group (parent) Maxima XX, Maxima XXX. nia, Bulgaria  in LT) 2237 386
Pall.nk (member of Goop- Stores names: Iki, Ikiukas, . 286 (incl. 216
ernic, acquired 80 % ki Express, Centas Latvia inLT) 591,3
stake in Palink in 2008) press,
Stores names: Norfa S, L,
Norfos mazmena (parent) XL, XXL, Hyper 119 380.8
RIMI Baltic (owner Swed-  Stores names: Rimi Latvia, Esto- 240 (incl. 61 in 1154.2 79.35
ish company ICA) Hypermarket, Supernetto nia LT) ) :

* VAT not included
3.3  Market Regulation

Together with increasing competition, an increased concentration of enterprises in the
services sector is also very often observable. This stimulates the Government to take actions
for regulating the market. The concentration of retail services industry becomes to be more
and more concentrated in the US and the largest national markets of the EU. Such countries as
France as well as Sweden according to their concentration level look monopolistic
(Lorentz/Hakkinen/Hilmola 2006) or at least oligopolistic; the dominance by largest players is

very clear. However, authorities of developed and emerging countries monitor retail services
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sector with special interest. Thus, concentration of retail trade sector and its limitation is one

of problems for majority of countries in the market economy.

Table 8: Non-food Retail Services Sector in Lithuania: Major Players (2009)

Retailer (parent/ country of origin) Foreign markets Stores (sr::ﬁison
Euro)
Major clothing, textiles and footwear retailers
Apranga (parent) Latvia, Estonia 109 (incl. 74in LT) 113.61
Levuo (parent) Latvia 63 (incl. 60 in LT) n.d.
Baltika Group (Estonia) bitr‘;::_"ep"'a"d’ Russia, 132 (incl. 36 in LT)  14.1
Armitana (parent) Latvia, Estonia, Germany 79 (incl. 63 in LT) nd.
Danbalt International (joint Lithuania - Denmark company) Latvia, Poland 100 (incl. 60 in LT) n.d.
Deichmann (Germany) 19 Europe countries, USA 2939 (incl. 8in LT) 340
Major electrical goods retailers
Atea group (parent) Egﬁnr:riaensd Baltic regions - 69.5
Topo Group (parent) Latvia, Russia, Belarus 40 61.8
Elektromarktas (parent) - 12 39.38
Major DIY (Do It Yourself), hardware and garden retailers
Senukai (50 % share to Rautakesko, Finland) Latvia 92 258
Bauhof (Estonia) Latvia, Ukraine 17 (incl. 5in LT) n.d.
Iris - 10 14.58
Major furniture retailers
Jysk (Denmark) f}‘;/‘f Europe countries, 1700 (incl. 9inLT) 215
SBA group (parent) Ireland 6 (incl. 5in LT) 203
Major pharmaceuticals, health and beauty retailers
Eurovaistine (parent) Latvia, Estonia, Poland i?_()) (incl. 235 in 163
Camelia (parent) - 286 119
Gintarine vaistine (Polska grupa farmaceuticzna, Poland) - - 23.45
Drogas (A.S. Watson Group, Honkong) Latvia 88 (incl. 27 in LT) n.d.

The same tendencies are characteristic of Lithuania. As Lithuanian Competition Law (Lithua-
nian Republic Competition Law (23" of March, 1999 No. VIII- 1099)) and its corrections (9"
of April, 2009, Law No. XI— 216) state, the following main points of concentration should be
developed: until 2010 — dominating retail chains (three biggest or less) that take about 70 %
of the market; from 2010 — retail chains are dominating if they take more than 55 % of the
market. There were also changes in relation to a separate retailer: until 2010, a retailer was a

dominating player in the market if it captured more than 40 % of market; from 2010, dominat-
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ing players are considered those retailers that capture more than 30 % of the market. This is a
way to control the expansion of large retailers, to regulate market concentration and to prevent
abuse. According to the Competition Council of the Republic of Lithuania, market domina-
tion as such is not prohibited, only abusive activities that affect sales. A retailer, who is al-
ready a dominator, should get permission from the Competition Council of the Republic of
Lithuania to buy or lease another retailer. However, a retailer does not need permission to

build new premises.

With reference to the division of the market between the largest Lithuanian retailers (on the
data of 2009), it should be clarified that Maxima LT ranked 38 % of all food and grocery
market; Palink — 16 % of all Lithuanian food and grocery market; Norfa — 11 % of all Lithua-
nian food and grocery market; Rimi Lithuania — 8 % of all Lithuanian food and grocery mar-
ket. The total sales of Maxima LT, Iki, Norfa, Rimi in 2004 made 61.9 % of all market. In
2005 it made 64.7 %, in 2006 — 68.3 %, in 2007 — 72.1 %, in 2009 — 73 % of all sales in re-
tailing sector of Lithuania (Competition Council of the Republic of Lithuania 2010).

4 Prospects for Lithuanian Retail Trade Market

Forecasting the prospects of retailing market in Lithuania some data of retail trade for 2012
can be evaluated. According to the data of Lithuanian statistics (Economic and Social Devel-
opment in Lithuania 2012), the turnover of the retail trade (except for the retail trade of motor
vehicles and their repair) eliminating the effect of the season grew by 2.7 % in January 2012
in comparison to December 2011. The growth was not high, but it should be taken into ac-
count that the turnover for food sector drop by 18.9 %, thus the growth is visible only for non-
food sector. The turnover of retail trade in January 2012, comparing to the year before, grew
by 16.4 %. Eliminating the effect of working days (difference of holidays in 2011 and 2012),
the growth of the food and non-food turnover is 17 %: 10.2 % for food sector and 24.9 % for
non-food sector.

Large stores of retail trade showed resistance to economic fluctuations (Retail and Wholesale
Trade’ 2010, 2011). Even a number of retailers, except for the motor vehicle and motorcycles,
was decreasing starting from 2008; the average retail trade store area is growing (except in
2009). Comparing 2010 and 2001, an average store area in sq. meters increased by 84 %. Ap-
proximately four fifths of retail trade enterprises (82 %) employed more than 50 employees in
2010. Small (1049 employees) and micro (1-9 employees) retail trade enterprises in total
made 18 % of enterprises (accordingly, small —13.3 % and micro — 4.7 % of retailers).
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The increased size of the Lithuanian retail trade actors plays a larger role in limiting the en-
trance of foreign retailers. This is why foreign direct investment to Lithuanian retail trade ser-
vices sector encounters some difficulties and general dynamics of total enterprises which were
supported by FDI is a negative one. However, the results of FDI to retail trade market of
Lithuania shows that the turnover of FDI is growing starting even from 2008, which is the
year of the beginning of the financial crisis (Table 3).

The Lithuanian retail trade is looking for possibilities to enter foreign markets (Table 4). Both
the number of enterprises and their turnover in FDI starting from 2008 were growing. This
confirms that Lithuanian retailers start to compete in the international retail market, even
though it includes the nearest countries as Poland, Latvia, Estonia or such developing coun-
tries as Bulgaria and Romania, too.

There are still a lot of opportunities for spreading out specialized stories in Lithuania. It con-
cerns stores selling sweets, tea, coffee, alcoholic beverages; specialized stores for household,
etc. The turnover of specialized stores is still growing very quickly, according to the data of
the Lithuanian Statistics (Turnover of Retail Trade Enterprises 2012). The turnover of retail
trade enterprises from specialized stories grew by 22 % in January 2012 comparing to the
same month the year before; it grew by 43.2 % comparing to the same month in 2005. The
turnover from textile, clothes and shoes trade at specialized stores grew by 32.2 % in January
2012 comparing to year before, and 2.4 times comparing to January 2005. Not all merchan-
dize’ trade in specialized retail trade stories was growing up all this period. The Statistics of
Lithuania shows that retail trade in specialized stories of ICT, culture and sport items, watches
and jewellery in 2012 grew by 19.3 % comparing to the year before, but reached only the
level of retail trade in 2005. The turnover of other group of merchandize as audio, video tech-
nics, metal articles, paints, electrical household equipment, furniture at specialized stories
grew in 2011 (+36.9 % in January 2012, comparing to year before); but declined by 11.6 %
comparing to 2005.

E-commerce encounters more challenges, too. E-trade is growing, but still is not popular in
Lithuania, especially ordering food. However, 60 % of Lithuanian households (Main science
and technology indicators, 2012) already have Internet access and start to buy through Inter-
net sites. The trade of household goods, clothes, electrical, audio—visual techniques is grow-
ing; 16.2 % of all persons aged 16-74 used e-commerce in 2011, whereas only 2.2 % of all
persons used e-commerce in 2002 (Persons who used e—commerce for private purposes,
2012). The number of customers who bought anything by e-commerce grew from 10.8 % to
16.2 % during 2011.
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The leaders of the Lithuanian retail trade market have been strengthening recently. The period
of economic recession was used for starting new strategic partnership, seeking new relation-
ships in the North America and Europe. During the last year the leader of clothing market
Apranga launched new Inditex (Spain) brand Massimo Dutti; they relatively very quickly
developed a franchise at the level of local retail market. Similarly, a new well-known brand
Aldo (Canada) of shoes will be presented at the market of Lithuania in 2012. The changes in
the retail trade market showed that leaders of the market diversify their activity in order to
sustain their position in the market with long-term oriented strategy. The largest leaders of
Europe, such as H&M and IKEA have announced they are planning to start their activities in
the Lithuanian market in 2012-2014.

5 Concluding Remarks

The present discussion shows that retail trade in Lithuania, similarly to the majority of former
Soviet Union countries, passed from a planned economy to the market during the past two
decades. The first stage is characterised by small retailers, polarisation of enterprises, whereas
the second stage already brings a lot of changes in retailing. The last two or three years
showed that Lithuanian retail trade services sector suffers from the global recession and con-
cerns both the decrease in the number of stores or drop in their turnover. A decreasing pur-
chasing power, high level of emigration of Lithuanian people influences the retailing and
forces their managers to take strategic decisions in order to survive. The impact of retail trade
on the economy of any country is very clear. This sector is the first that feels a decreasing
purchasing power, emigration, bankruptcy both of customers and suppliers. In addition, the
concentration in the Lithuanian retail trade market of food and non-food sector is very high.
Intervention of the government, law (concentration, competition, others) against monopolies,
oligopolies has a positive influence, as competition between largest supermarkets and small
specialized stores is stimulated. The decrease of income forced the consumers to revise their
purchasing habits. Goods and services are planned in advance. Spontaneous purchasing is no
longer characteristic of an average customer.

The major contribution of this article to retail research is that we tried to analyse the structural
specificity of retailing in Lithuania, which is one of the emerging Central Eastern European
countries, and thus facilitate solutions of foreign retailers planning to enter the Lithuanian
market. Firstly, the Lithuanian retail market, analysing the 20 years perspective, looks as very
quickly developing. Thus it can be evaluated as very attractive to enter because of its favour-
able geographical position in the EU, not so many large foreign companies acting in the mar-
ket and possible niches. In addition, very high competence of retailer executives, educated at
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universities, enables to develop retailing in the territory of Lithuania. However, the situation
shows that there are also a few barriers to enter and develop retailing in this country: 1) regu-
lation of retailing; 2) high concentration (in food sector); 3) large sales space per capita al-
ready; 4) rather strong own brand in food sector; 5) lobbyism. Secondly, the internationalisa-
tion of local retailers is increasing, as well as foreign direct investment into the Lithuanian
market. National leaders in Lithuania are quite strong retailers at the level of East and Central
European countries. They look for development opportunities in geographically nearest mar-
kets. This also limits entering of foreign food and non-food retail leaders to the Lithuanian
market. However, internationalization activities of well-known companies (H&M and IKEA)
become to be a challenge for Lithuanian retail leaders: how to be attractive and create addi-
tional value for customers. Finally, we argue that success for entering the Lithuanian retail
market is possible for international brands in non-food sector using franchisee, mergers and
acquisitions. The tendency in food sector is not so favourable for large-scale foreign entries.
Local and farmers products become to be popular because of sustainability, healthy life and
ecologic products preferences. Farmers markets, specialized stores (gourmet, wine brands,

fresh bread, etc.) have a potential to grow in the coming year.
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Abstract

The Swedish retail landscape is undergoing changes manifested through, for example, an in-
creasing degree of international retailer entries, an increasing concentration of retail supply
and changing demographics of retail consumers. Sweden is indeed an interesting context for
retail research, as with the exception of the past few years, the Swedish retail sector has ex-
perienced significant growth for more than a decade and in this respect outperformed most
other Western European countries. Sweden is also the country of origin of two well-known
and globally omnipresent consumer and retail brands H&M and IKEA. This report aims at
providing a broad description and analysis of the Swedish retail sector, and at highlighting
and discussing some of the managerial challenges that lie ahead for retail management in
Sweden. In addition to describing the general structure of the retail environment, the report
aims at providing a broad overview of inward and outward internationalization and a discus-
sion of managerial practices in the wake of an increasing degree of international sourcing
practices.
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1 Introduction

Located on the Scandinavian Peninsula in Northern Europe, Sweden is a constitutional mon-
archy with a parliamentary democracy of government and is generally considered to be a
highly developed economy. Sweden and its 9.48 million (2011) inhabitants are perhaps best
described through some of the often highlighted markers of the quality of life in Sweden: rela-
tively low levels of inequality and poverty, relatively high life expectancy and relatively high
degree of social wellbeing, as measured by the OECD in 2011 (OECD, 2011). The relatively
high, and fairly stable, level of living standard has had significant effects on the development
of the retail sector — a part of the Swedish economy that accounts for about a third of house-
hold expenditures (HUI 2010). Sweden is also the country of origin of the two well-known
and globally omnipresent consumer and retail brands H&M and IKEA.

The Swedish retail landscape is undergoing changes —in terms of both supply and demand. On
the supply side, new international entrants into already mature retail sectors and increased
competition in general are creating an increasingly aggressive retail environment, and an
increasing distance between the place of consumption and the place of production of retail
goods is creating new challenges and a strategic focus on the purchasing function and its
ability to effectively manage the supply chain of retail goods, particularly concerning
sustainability. On the demand side an increasingly ageing Swedish population, an increasing
concentration of the population to urban centres, an increasingly globalized and wired
community, and an increasing interest in environmental and social sustainability have created
new challenges for retail management. This report aims at providing a broad description and
analysis of the Swedish retail sector, and at highlighting and discussing some of the

managerial challenges that lie ahead for retail management in Sweden.

2 Characteristics and Structure of the Swedish Retail Sector

Measured in terms of gross domestic product (GDP) Sweden is the ninth largest economy in
the European Union and, alongside Poland, Denmark and the UK, is one of the economies in
the European Union that is not part of the Euro zone. The Swedish retail sector accounts for
about a third (528 bn SEK) of total household expenditures (1,600 bn SEK) and although the
Swedish retail sector at large was affected by the recession in 2008-2009, the retail sector
argues that is has recovered remarkably quickly, at least in some subsectors (e.g., Market,
2012). With the exception of the past few years, the Swedish retail sector has experienced
significant growth for more than a decade, and in this respect has outperformed most other
Western European countries (e.g., Invest:Sweden, 2011) in terms of retail growth. According
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to HUI (the Swedish retail and wholesale trade research institution), in 2010 the Swedish re-
tail sector at large employed about 240,000 people in about 55,000 registered retail firms
(Hortlund 2011), of which more than 80 % had four employees or less. The number of people
employed in the sector in Sweden at large has experienced a successive growth for over more
than a decade (see Figure 1).

Figure 1: Development of Number of Employees, registered Firms and Retail Outlets in the
Swedish Retail Sector 1995-2010 (1995=100) (Adapted from Hortlund 2011)
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Despite the significant number of small retail firms in Sweden, the sector is fundamentally
dominated by large actors. This pattern seems to be similar in a European context (e.g., Burt
2010). The 100 largest retailers account for 80 %, and the ten largest retailers for approxi-
mately 50 %, of the total annual retail market turnover (Market 2012). Although perhaps most
significant in the Swedish grocery retail sector, the concentration of market shares to one or a
few actors can also be seen in several other sectors, perhaps particularly in the retail of elec-
tronic goods, furniture and sportswear. The sector with the least concentration is the apparel
sector (HUI 2010).

The single largest actor in the Swedish retail environment, ICA, is the dominant grocery re-
tailer in Sweden and, by far, the largest retail actor in terms of domestic volumes, more than
double the size of its nearest competitor, Coop/KF. ICA accounted for almost 40 % of the
grocery retail market in Sweden in 2010 and had about 1,350 outlets in Sweden (Hortlund
2011). ICA (www.ica.se) originates from a business model whereby independent retailers’
created or acquired and owned regional purchasing centrals (/nkdpsCentralernas Aktiebolag,
lit. the Purchasing Centres’ Corp.). However, in 2000 the international player Royal Ahold
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N.V. acquired 50 % of ICA, and later increased its ownership to a total of 60 % in 2004. In
2010, ICA had also made great progress in its initiated international expansion into the Baltic
countries and Norway, through the formats Rimi and ICA. The concentration of market shares
to one or a few actors is not unique to Sweden, but is rather typical of the Nordic grocery re-
tail market (Einarsson 2008).

Several Swedish studies point at the problems with a too highly concentrated grocery retail
market, as in Sweden. Using data based on the Swedish grocery sector, Asplund/Friberg
(2002) find that market structure (measured in terms of store-specific factors such as size and
chain affiliation) has a statistically significant effect of on price levels; i.e., although firms
reap the benefits of scale advantages. In several reports, the Swedish Competition Authority
has argued that market concentration may result in poor competition, and that the concentra-
tion of the grocery retail sector has led to relatively high food prices in Sweden
(Konkurrensverket 2004). However, in an international comparison food prices in Sweden
have decreased in recent years (Konkurrensverket 2011). Table 1 outlines the top ten retail
actors operating in Sweden in 2010, clearly outlining the concentration of large actors in the
grocery retail sector. IKEA’s dominance in the furniture retail sector is significant but perhaps
not surprising, as Sweden is the home market of the furniture giant, and IKEA holds a leading
position in terms of retail brand strength in Sweden.

Table 1: Major Retail Actors operating in Sweden

Retail actor Outlets in Turnover in Retail subsector Market share in % in 2010 in
Sweden 2010  Sweden in its respective subsector
MSEK in 2010
ICA 1347 104,987 Grocery retailer 38
Coop/KF 800 49,650 Grocery retailer 17
Axfood 984 36,200 Grocery retailer 14
Bergendahlsgruppen 460 16,508 Grocery retailer 3
IKEA 17 16,375 Furniture 47
H&M 168 8,365 Fashion 15
Elgiganten 69 7,781 Electronic goods 13
Axstores 253 7,240 Department store and N/AM
non-food specialists
Lidl 151 6,500 Grocery retailer 3
Media Markt 19 5,970 Electronic goods 102

* Source: Market 2012; Hortlund 2012

In recent years the electronics sector has experienced some turbulence as well as increasing
concentration and competition, with two foreign players entering Sweden (Elgiganten entered
Sweden in 1994 and Media Markt in 2006), driving the domestic retailer OnOff to bankruptcy
in 2010. In 2010 OnOff was the third largest electronics retailer, with 67 outlets, and ac-
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counted for an 8 % market share of home electronic goods (Hortlund 2011). The Danish toy
retailer Top Toys, which entered Sweden in 1991 with BR, dominates the retail market for
toys by operating in Sweden through the two retail brands Toys R Us and BR (Market 2012).
For the retail sector at large, the increasing concentration combined with sector growth can be
noted in Figure 1, which outlines the development of number of employees, registered firms
and retail outlets in the Swedish retail sector over the years 1995-2010.

Although the Swedish retail sector in comparison with, for example, Denmark is relatively
unregulated in terms of the development of opening hours, market entry and the development
and location of shopping centres, there have been some developments toward increasing de-
regulation in recent years. For example, the retail sales of pharmaceuticals underwent consid-
erable change during 2009-2010, as the sector had been monopolized during the period 1970-
2009 and during 2009 and 2010 was gradually privatized in terms of market entry, and
thereby also de-nationalized through the market entry of international players like Boots in
2011. One exception to this low degree of regulation is the sale of alcoholic beverages: since
1955 the Swedish retail sale of alcoholic beverages has been controlled through a state mo-
nopoly, and alcoholic beverages are sold only through the state-controlled retailer Systembo-

laget.

3 IKEA and H&M — Northern Lights in the Global Retail Landscape

The fact that two of the larger global retail actors have their origins in Sweden is remarkable,
and this makes it feasible to argue that a Swedish retail model is competitive in an interna-
tional context. The two remarkable examples are, of course, the well-known and globally om-
nipresent consumer and retail brands H&M and IKEA. IKEA is the largest furniture retailer in
the world, and H&M is the third-largest fashion apparel retailer (Deloitte 2012) in the world
after TJIX (USA) and Inditex (Spain). Given that Sweden is a relatively small country, the two
firms have a significant share of their retail sales outside Sweden. Although the share of total
sales generated in Sweden has decreased as the firms are expanding aggressively abroad, it is
still about 10 % (Deloitte 2012).

Although IKEA and H&M are two different firms, they share some interesting similarities
that could perhaps represent the Swedish retail model. A study by Larsson et al. (2003) de-
scribes and discusses the internationalization patterns of H&M and IKEA. They find that
there are important similarities between the two firms, and that both IKEA and H&M are, for
example, driven by Swedish brand and leadership characteristics and that they both are built
on similar business models. For example, both IKEA and H&M have a business concept that

is more or less duplicable worldwide. Both firms have built their respective business models
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on the principle of offering an attractive range of affordable products. Both IKEA and H&M
are, albeit through different setups, family-controlled. IKEA is governed through complex
ownership structures linked to foundation countries like Lichtenstein and Luxemburg, while
H&M is publicly traded with its founding family as major owner. For decades now both
IKEA and H&M have systematically employed an explicit growth and international expan-
sion strategy. Table 2 outlines a comparison of the domestic and global operations of IKEA
and H&M.

Table 2: Comparison of the domestic and global Operations of
Swedish Retailers IKEA and H&M

IKEA H&M
Established 1943 1947
Founder Ingvar Kamprad Erling Persson
Number of employees in 2010 123,000 87,000
Turnover in 2010 in MUSD 31,642 15,051
Turnover in Sweden 2010 in MSEK 16,375 8,365
Number of outlets in 2010 ~300 ~2,200
Number of outlets in Sweden in 2010 17 168
Countries of operation in 2010 39 38
First store outside Sweden 1963 (Norway) 1964 (Norway)
First store outside Scandinavian Peninsula 1973 (Switzerland) 1976 (UK)
First store in North America 1976 (Canada) 2000 (USA)
First store in Asia 1975 (Japan) 2007 (Hong Kong/Shanghai)
Number of suppliers in 2010 ~ 1,200 ~700
Global Powers of Retailing Ranking 2010 30 57

Source: Compiled from Corporate websites; Annual reports, Facts and Figures; Deloitte 2012; Market 2012

IKEA initiated its international expansion in 1963 by opening its first store outside Sweden in
Norway, and by the end of 2010 had about 300 stores in more than 30 countries worldwide
(IKEA 2011). IKEA entered the North American continent (Canada) already in 1976, and
opened its own store in Asia (Japan) in 1975. This initial entry into Japan was done through a
franchise, and led to withdrawal in 1986 (IKEA returned to Japan in 2006). H&M initiated its
international expansion in 1964, opening its first store in Norway, and by the end of 2010 had
about 2,200 stores in more than 30 countries worldwide (H&M 2012). In recent years, H&M
has expanded through store openings in North America in 2000 (USA) and opened its first
stores in East Asia in 2007, and since 2007 has expanded remarkably in several Asian coun-
tries.

Both IKEA and H&M are recognized for their well-developed sourcing capability, managed
through centralized design, sourcing and concept development and decentralized management
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through offices spread out in key purchasing markets. In 2010, IKEA had about 35 offices
worldwide and H&M about 20 offices handling production/purchasing locally. Given the sig-
nificantly broader range of products/materials offered by IKEA, it is reasonable that they are
more spread out geographically in terms of sourcing locations (e.g., Hultman/Hertz 2011).
Both H&M and IKEA, but perhaps particularly IKEA, have been the subject of a steady
stream of studies on retail development and retail management, in terms of both journal arti-
cles (e.g., Cheng/Hines/Grime 2008; Elg/Hultman 2011; Ghauri/Tarnovskaya/Elg 2008;
Hultman/Hertz 2011; Jonsson/Elg 2006) and doctoral theses defended at Swedish business
schools (e.g., Bengtsson 2008; Jonsson 2008).

4 Inward and Outward Internationalization in the Swedish Retail En-
vironment

Given the relative size of Sweden and its increasing maturity in terms of, for example, con-
centration, and although H&M and IKEA are the most well-known examples of international
market expansion among Swedish retailers, other Swedish retailers have, are in the process of,
or are planning to expand within Europe. Typically, Swedish retail firms start their expansion
into the nearby markets of Norway, Denmark and Finland and subsequently move into central
Europe. In later years, the Baltic countries seem to have become an additional bridge toward
expansion into the central European countries. Retailers like ICA, Lindex, Clas Ohlson and
KappAhl have all followed this path in their route to Europe. For example, after reaching a
mature state in Sweden, do-it-yourself (DIY) retailer Clas Ohlson (established in 1918,
www.clasohlson.se) has strategically and sequentially started its international expansion by
opening stores in Norway (1991), Finland (2002) and, more recently, the UK (2008).

During the past decade, a couple of major international European players have entered the
Swedish retail market and seemingly changed the rules of competition in their respective sub-
sector. In 2010, three of the largest players were foreign retail players: Elgiganten (Nor-
way/UK — Elgiganten is operated by Norwegian Elkjop that in 1999 was acquired by UK-
based Dixons Retail), Media Markt (Germany) and Lidl (Germany). Table 3 outlines the ma-
jor foreign retail actors operating in Sweden. Media Markt entered Sweden in 2006, and has
become a major player in the home electronics sector in only a few years through exceptional
growth in terms of market share (Market 2012). The electronics sector has thus far followed a
similar pattern of international expansion as the DIY sector experienced in the 90s when, for
example, the three foreign retailers K-Rauta (Finland), Silvan (Denmark) and Bauhaus (Ger-
many) entered Sweden, followed by increased competition and relocation of DIY retail from
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city centres to retail parks outside city centres. Following the aggressive development in the

DIY retail sector, Silvan closed down its operations in Sweden in 2009.

Table 3: Major foreign Retailers operating in Sweden

Retail actor Head- Market Outlets in Turnover in Retail subsec-

quarters entry (year) Swedenin 2010 Swedenin MSEK tor

in 2010

Elgiganten Norway/UK 1994 69 7,781 Electronic goods
Lidl Germany 2003 151 6,500 Grocery retailer
Media Markt Germany 2006 19 5,970 Electronic goods
Bauhaus Germany 1997 15 4,900 DIy
Netto Denmark 2002 128 4,460 Grocery retailer
Intersport Switzerland 1974 156 4,338 Sportswear
Varner retail (Dressman, Car- Norway 1996 402 4,019 Fashion
lings, Cubus, Solo and BikBok)
Jysk Denmark 1991 122 3,025 Furniture
K-Rauta Finland 1996 20 2,480 DIy
Top Toy (BR and Toys R Us) Denmark 1991 81 1,568 Toys

Source: Market 2012

Several other subsectors of the Swedish retail market have also been faced with internation-
ally expanding retailers. For example, the sportswear and outdoor retail market have seen two
new foreign entrants — XXL Sport & Vildmark (Norway) entered Sweden in 2010, and De-
cathlon (France) entered Sweden in 2011 with its first store on the Scandinavian Peninsula.
The home furnishing sector, dominated by IKEA, has also seen new entrants. The furnishing
retailer Jysk (Denmark) entered Sweden in 1991 and more recently, in 2010, XXXLutz (Aus-
tria), Europe’s second-largest furnishing retailer after IKEA (e.g., Deloitte 2012; Hoff-
man/Schnedlitz 2008), opened its first store in Sweden. Although the grocery retailing sector
is largely dominated by domestic actors, this sector has also seen foreign entrants, as Netto
(Denmark) entered Sweden in 2002 and Lidl (Germany) entered Sweden in 2003. The Swed-
ish branch of Netto was initially constructed as a joint venture between ICA and the Danish
grocery retail actor Dansk Supermarked Gruppen A/S, but after a few years was being run
independently in Sweden without ICA. In recent years, more internationally renowned retail-
ers have entered Sweden, for example Hollister, Boots, Specsavers and Hamleys and, as al-
ready mentioned, XXXLutz, XXL Sport & Vildmark and Decathlon.
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5 Toward Sustainable Retail — The Case of Sweden

Recent research increasingly emphasizes the role of corporate social responsibility (CSR) as a
key factor in the market positioning of retailers (e.g., Ganesan et al. 2009). Previous studies
have argued that Scandinavian firms, and perhaps Swedish firms in particular, are progressive
in their CSR practices (e.g., Strand 2009). Given the relative size of the domestic market,
many Swedish retail firms have sought growth through internationalization. One important,
but too often disregarded, aspect of internationalization in retail studies is the increasing de-
gree of international sourcing practices. The typical motive behind international sourcing is
cost. For example, Cronholm/Hedlund (2006) report that import from China to Sweden has
tripled over the past decade, and that much of this increase can be credited to the retail indus-
try. In the wake of this development come issues concerning sustainability, since many retail-
ers buy from suppliers in developing countries, which are more difficult to monitor and man-
age due to geographical and cultural distances. During the past few years, Sweden has experi-
enced increasing media coverage and specific investigations of corporate responsibility and
sustainability (e.g., SwedWatch 2005, 2009).

Since the typical retailer’s operations are focused on distribution rather than production, man-
aging sustainability through supplier relationships becomes a critical task. Among the Swed-
ish retailers that have been studied with regard to CSR, IKEA seems to stand out both as best
practice and as the most studied retailer (e.g., Andersen/Skjett-Larsen 2009; Elg/Hultman
2011). Based on a benchmark study by Elg/Hultman (2011), which finds that retail subsector
belonging appears to have an important impact on the deployment of CSR practices among
retail firms in Sweden, it also seems that the drive toward sustainable retail comes from do-
mestic competition rather than foreign excellence, which perhaps corroborates the view of
progressive Scandinavian supply chain practices as proposed by Strand (2009). However,
Elg/Hultman (2011) note that a significant share of the Swedish retail sector does not follow
best practice. The study aims at depicting the extent to which IKEA is followed by retailers
through a survey of a sample representing the largest Swedish retail firms. While most firms
have created a structure and a bottom line in formulating a code of conduct and approach CSR
in their international supplier relationships, few retailers seem to provide systematic reporting
of CSR performance and practices according to the UN Global Compact, as outlined in Table
2. Firm size has previously been argued to be an important factor driving the development of
the deployment of CSR practices (Perrini/Russo/Tencati 2007; Rahbek Pedersen 2009). How-
ever, the benchmark by Elg/Hultman (2011) shows that firm size is a weaker predictor than
sector belonging, at least among Swedish firms. The finding that CSR practices in Sweden
vary over subsector clearly calls for further investigation. Elg/Hultman (2011) provide several
possible explanations. For example, firms in lagging sectors do not always seem to consider
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CSR to be a critical marketing variable. Another possible explanation is that firms in some
sectors (e.g., electronics) primarily work with strong supplier brands. Furthermore, some sec-
tors have been more carefully scrutinized by media and other stakeholders, and have therefore
taken further steps to secure the sustainability of their respective range (e.g., groceries and
fashion).

Although Swedish consumers seem to be becoming increasingly informed about and inter-
ested in the origins, conditions for production, and environmental and social footprint of con-
sumption, there are relatively few attempts to measure the outcomes and consumer percep-
tions of businesses’ CSR practices in the Swedish retail sector. One such example is the study
by Anselmsson/Johansson (2007) on Swedish grocery retail consumers’ perceptions of three
types of responsibility: environmental, human and product. They found that product responsi-
bility has the greatest impact on the retailer’s overall CSR image, and that human responsibil-
ity has the greatest impact on customer purchase intentions. Notably, the study by
Anselmsson and Johansson also indicates that environmental sustainability exerts the least

impact on both overall CSR image and purchase intentions.

In a recent survey by IDG Research (IDG 2012), several retailers were listed as top perform-
ers when consumers were asked to rank CSR practices among businesses. The results of the
survey show that three of the largest retailers in Sweden — Coop/KF, ICA and IKEA — are at
the top in terms of businesses’ perceived sustainability among consumers. It should be noted,
however, that the consumer’s perception of sustainability practices does not necessarily re-
flect actual performance and practice. Although IDG Research produces an interesting list
and, at the end of the day, what consumers perceive is what matters, one must also keep in
mind that the results should be seen in the light of the efforts put into communicating and

positioning a brand as a sustainable one.

6 The Demand Side of the Swedish Retail Sector

An array of publications point toward on-going and important changes in consumption pat-
terns in society (e.g., Solomon et al. 2010). From a consumer culture point of view, Sweden
has been described as ideal in terms of both developing trends and adapting to trends from
abroad (Invest:Sweden, 2011). In this section, the focus is on four aspects of change on the
demand side of the Swedish retail sector: demographic changes in the Swedish population;
the changing role of consumption in Swedish society and its effects; and, finally, the use and

spread of new technology and its implications on the Swedish retail landscape.
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The Swedish retail institute HUI regularly tracks and analyses the retail sector in Sweden, and
in several reports has focused on the development in the retail sector as well as on consump-
tion and consumption patterns (e.g., HUI 2010; HUI 2011). For example, a recent study on
the retail climate in Sweden points toward a general trend in terms of increasing disposable
incomes, leading to increased private consumption but increasing degrees of the debt among
Swedish consumers (e.g., HUI 2011). One important condition for retail development is the
changing demographics of the retail market. Based on the findings by HUI, one could con-
clude that the Swedish retail market consists of a simultaneously growing and ageing popula-
tion with increasing consumption ability and increasing demands. The Swedish population is
growing steadily, mainly due to high life expectancy, and the population density is becoming
more and more concentrated to the three major urban areas of Stockholm, Goteborg and
Malmé (HUI 2010) while rural areas are becoming increasingly depopulated. As a conse-
quence of the growing populations in these three areas, it is also here that retail is growing
faster than in other parts of Sweden (HUI 2011).

During the past decades, the Swedish retail sector has experienced an increasing degree of
development of retail parks and retail centres. Retail parks are typically situated on the out-
skirts of larger cities, with one or a few anchor stores (typically IKEA) that attract a large and
steady stream of customers. The development of retail parks is controversial since it creates a
viable threat to retailers situated in city centres (HUI 2011). In recent years, competition be-
tween retail parks has also created a few casualties in terms of dead retail space — a natural
consequence of the aggressive establishment of retail parks and retail centres in the main ur-
ban areas. One possible interpretation of the fast-growing development of retail parks, par-
ticularly in areas with high density population, is that consumers expect a retail experience to
provide more than just a product-based offering. For example, a study by Back-
strom/Johansson (2006) finds that Swedish retailers’ use ever more advanced techniques in
order to create in-store enhancing experiences for their consumers typically draws on tradi-
tional values associated with the retail experience such as personnel behaviour and store de-
sign. Although Sweden has a few examples of thematic retail parks with more or less fascinat-
ing design and some experiential offerings, the path to a Mall of America or a Mall of the
Emirates is still long.

The diffusion of new technology (e.g., Internet, Smartphones) has certainly influenced not
only the everyday life of many Swedes in general, but also consumption in particular. Sweden
is often highlighted as a country with a well-developed IT infrastructure and generally high e-
readiness (e.g., Economist 2009; Findahl 2011). According to a recent study by Price Water-
house Coopers (PwC 2012), almost every second Swedish consumer makes online purchases
regularly. The most significant change is perhaps not in the actual purchase but rather the be-
haviour, in terms of comparing retailers’ offerings before actually visiting the store. A study
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by Findahl (2011) shows that searching for product-related information and comparing prices
are among the most common Internet activities in Sweden. The most common consumer
goods purchased online are, not surprisingly, books, music, apparel and electronic appliances
(PwC 2012), and some retail sectors in Sweden have been more affected by international
competition enabled by access of new technology than others. The change in consumer pat-
terns is also visible in terms of adaptations on the supply side. For example, several book re-
tailers (e.g., Akademibokhandeln) have adapted to these changes in consumption patterns and

new Internet-based retailers have emerged (e.g., CDon, NetonNet, Nelly, Lekmer).

7 Concluding Remarks

Sweden is, indeed, an interesting and dynamic retail marketplace. The retail sector is, and will
in the years to come continue to be, an important economic engine in the Swedish economy.
The Swedish retail sector has experienced significant growth for more than a decade and in
this respect outperformed most other Western European countries. The international success
of IKEA and H&M provides evidence that a Swedish retail model is competitive in an inter-
national context, and is an important benchmark for other Swedish retailers with the ambition
to grow through international sales market expansion. Although IKEA and H&M indeed are
unique cases of international success, other Swedish firms seem to strive to follow their path.
A common denominator among the Swedish retail firms that currently are seeking interna-
tional market expansion seem to be to combine the low cost (i.e., more-for-less) approach
with an efficient duplicable, sensitive and thoughtful growth strategy (i.e., low cost, but not at
any cost) - a strategy that has shown to be successful for both IKEA and H&M for decades.
Despite its relative size, Sweden has shown to be a bridge to market expansion into the Scan-
dinavian Peninsula and into Northern Europe at large. It is likely that the Swedish retail envi-
ronment will continue to internationalize in the years to come, in terms of both inward and
outward international expansion. In some sectors, like the grocery sector, where the concen-
tration of supply provides little room for new actors, new entrants are less likely to appear.
But in other sectors, like the apparel sector, where the concentration of supply is low, several
new entrants have already announced their interest in Sweden. For Swedish retailers, seeking
growth abroad is a natural step. For those that have already started on their way toward inter-
nationalization, and due to the economic crisis in many parts of the European continent, it is
likely that an increasing number of retailers will seek growth outside central Europe (e.g.,
Deloitte 2012).

The demand side of the Swedish retail market consists of a simultaneously growing and age-
ing population with increasing consumption ability and increasing demands, and population
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density is becoming increasingly concentrated to the three major urban areas of Stockholm,
Goteborg and Malmg. In the wake of this development, the Swedish retail sector has experi-
enced an increasing degree of development of retail parks and retail centres. It is most likely
that this trend will continue, alongside the tendency of the large actors anchoring the retail
parks growing even stronger in terms of market shares. However, in some sectors where the
concentration is high, it is likely that small specialists will be able to compete locally (e.g.,
locally produced food, international food specialists).

During the past few years, Sweden has experienced increasing media coverage and specific
investigations of corporate responsibility and sustainability (SwedWatch 2005). Such investi-
gations have created both increasing managerial support to act proactively regarding sustain-
ability issues as well as increasing interest among consumers in the origins, conditions for
production, and environmental and social footprint of consumption, which will most likely
lead to further managerial attention to social and environmental responsibility in the retail

sector in the years to come.

Notes

[1] Axstores operates in several subsectors
[2] Estimation made by the authors
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