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Definitions:
- R&D

‘Applied Reseach’: is ... gaining knowledge ... necessary for
determining the means by which a recognized and specific need
may be met [and] ... includes investigations directed to the
discovery of new knowledge having specific commercial objectives
with respect to products, processes or services”

‘Development’: “ ... the systematic utilization of the knowledge ...
gained from research toward the production of useful materials,
devices, systems, or methods, including design and development of
prototypes and processes”

Trend: Spending for service-sector R&D is rising and has passed
spending for manufacturing R&D, 1998: 26.5% versus 24%

Types of R&D: cooperation between two firms for joint R&D, R&D
consortia between competitors, federal laboratory-industry R&D
collaboration, and university laboratory collaboration
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Definitions:

- Value Chain

Value Chain: concept from business management first described by Michael
Porter (1985), analysis tool for strategic planning

It is a chain of activities. A product or service passes through all activities of the
chain in order and at each activity it gains some value. Porter distinguishes
between two categories ‘primary activities’ and ‘support activities’. Each of
them is linked to efficiency-improving activities or ‘support activities’ of an
organization. R&D according to the value chain definition “... includes both
activities related to improving the physical product or process as well as market
and consumer research.” Costs and value drivers are identified for each value
activity.
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Technology &
Strategy

Innovation and its management is a success factor

= Innovation management:...targeted implementation of e.g. new
technological problem solutions, aimed at achieving corporate goals in a
new way

« Porter's contribution:

- Explicit link of technology to five forces': relations with suppliers, relations
with buyers, new entrants, substitute products and rivalry amongst
established firms, each of which generates opportunities and threats

- Major influence of home country conditions of firms’ innovation strategies in
global markets

= A competitive strateg%/ aims to find a positon in an industry where a
company can best defend itself against the competititve forces or can
influence them in its favor

« Obligatory strategy choices:

- Generic market strategy: overall cost leadership, product generation,
cost focus and differentiation focus

- Product strategy and Technology strategy
- Market strategy: Innovation ‘leadership’- Innovation followership’
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Technology &
Strategy

Porter's insight: competitive rivalry provides the essential incentive for
innovation

Technology can help a company to provide better goods and services than
that of its competitors but it can never be monopolized

To make a firm's distinctive competence sustainable over the long term a
careful ananysis of competitiors and market conditions is needed

Shortcomings of Porter‘s framework:

Underestimation of:

Technological trajectories

Firm’s technological and organizational competencies to exploit them
Constraints on individual firms in choosing their innovation strategy

Neglection of the problems of strategy implemention

Overstress of bargaining at the expense of co-operative links with
customers and suppliers
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Technology &
Strategy

‘Dynamic Capabilities’ Approach

In the 1990’s Teece and Pisano approach integrates the above-identified
dimensions of innovation strate?y and underlines the importance of
dynamic change and corporate learning

It emphasizes two aspects in particular:
Shifting character of the environment

Key role of strategic management in adapting, integrating and re-
configuring organisational skills, resources and functional competencies to
the changing environment
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Expansion via
Franchising

Growth strategies:

Growth strategy ‘Regional expansion and internationalisation’:

National expansion: special demands on the firm’s financing and logistics;
rather familiar environment

Int'l expansion: judicial and market characteristics, intercultural
differences, country risks

Requirements for sustainable and profitable int’| expansion:
strategy-based expansion, efficient controlling and reporting, long-term
financing scheme, option of cooperation (outsourcing, franchising),
dedicated staff and secured sustainability

Franchising:

For his initial investment and royalty payments, the franchisee receives
from the franchisor a tested service as well as startup help, advertising and
promotion and assistance in meeting the operation’s service standards
(such as quality, cost, and productivity).

Requirements: a good relationship between the two partners
Constant adjustment of franchisors’ offer to franchiees on a regular basis

Sophisticated financial and quality control systems for continued superior
service
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Retail Value
Chain

McKenzie and Merrilees characterize Stockman’s successful expansion
strategy as “both build[ing] upon and export[ing] its original home
strengths, while also focusing on [the question which of the drivers [need]
... to be tailored to the local market”

The level of success of a retailer’'s expansion into new markets is :
determined by customer perceptions of his performance in his key retail
value chain processes and procedues

The most common driver of value is the retailer's comprehension of his
competencies: retail competitiveness, consumption practices, lobbying,
supply chain optimisation

The strategies explain the retailer’s close adoption to consumer
consumption practices which are aligned with those of the home market,
but they do not address how consumers feel about this process

McKenzie and Merrilees theorized retail expansion success and placed it
into the context of transition economies with additional challenges

It is comprised of three factors which drive retail success: service, country
of origin effects (COO) and retail operations

Challenges: more compliant consumers as in western markets and the only
late focus on consumer rights and expectations

Retailer definitely needs to address each of the retail drivers of value
eventhough they are not equally important for the retail expansion success
in international markets




Maximising R&D in the Company Value Chain for
Expansion and Development into Transition Countries

X5 and Int‘l
Expansion

X5 is Russia’s largest food retailer and was created by a merger between
Pyaterochka and Perekrestok in May 2006

Only retail operator in Russia with a multi-format range: Pyaterchockha
(soft discount), Perekrestok (supermarket), Karusel (hypermarket)

B¥| then Perekrestok had already entered the Ukrainian market in 2003
while Pyaterochka had entered the Ukrainian and Kazakh market in 2004

In October 2007 X5 acquired 100% of the business and asset of the
Korzinka retail chain consisting of 22 stores in total

In June 2008 X5's franchisees operated 710 stores across Russia and
Kazakhstan, 607 thereof in Russia

As of March 31st 2009 X5 operates 1.144 company-managed stores in
Russia and Ukraine.

X5 generates 99 % of its business in its home market. 50% of its net retail
sales came from the Moscow region, 31 % from St. Petersburg region, and
18 % from the Russian regions. Only 0.6 % came from foreign retail sales
in the Ukraine

24.4 min USD revenue gained from franchising (royalty payments) hardly
counts compared to 4,301.6 min USD of net retail sales
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X5 and Int‘l
Expansion

10

X5’s key rules for expansion in 2009 gives priority to:
Regions with already strong X5 presence,

Leased properties versus ownership

Discounters versus other formats.

No direct expansion outside its home market:

Lack of necessary equity or borrowing capacity but desire to achieve fast
geographic expansion

Ukranian market as the Russian market has just entered the phase of ‘rapid
growth of organized retail’

Incremental approach to expansion to Ukraine:

6 stores in Ukraine

Still too risky

Lack of necessary capabilities for direct expansion into the Ukraine
Needs more experience with international expansion

Not yet the right time to make use of call options

Expansion to Kazhak and Uzbekistan markets
‘Unorganized retail’or traditional trade

Franchising as an alternative to direct expansion
Insufficient consumer spending

Differences in economic and labor law, consumer habits, cultural
environment and specific country risks

Entrants to the Kazakh market: Ramstore, Maxima, Vester Group
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]

Using R&D for
Int‘l Expansion
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Microsoff
Value driver ‘service’: comprised of ‘customer experience in the storeWord-Doku
and ‘service process’ cooresponds to X5's core competency the ‘multi-
format presence in key regions’ which is a proven, diversified service
solution that can quickly be adjusted to changes in consumption patterns

Value driver ‘COO’: consisting of ‘country of origin’ and ‘nationality of
retailer’ lacks a corresponding core competency of X5’ the need for
corrective action on the issues of brand creation and promotion is
identified and first steps by starting a R&D collaboration are taken
->no understanding of the the COO construct with respect to retailer
choice outside the western markets

Value driver ‘retail operations’: consists of four aspects ‘merchandise
price’, merchandise selection’, ‘supplier management’ and inventory
management’ which all have a corresponding X5 core competency

->X5 identified the need for new and improved pricing schemes and IT
systems.

Value drivers ‘service’ and ‘retail operations’ can readily be exported to
the three markets

‘COO’ needs only minor tailoring to the Ukranian marketplace, but needs
to be definitely market specific for Kazhakhk and Uzbek markets

X5’s utilization of new knowledge for the design and development of
processes and services was project-dependent; with its new R&D
collaboration it is possible to systematically utilize new knowledge to
address issues relevant for the design and development of processes and
services
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Findings
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Microsof
Word-Doku

X5 makes its international business strictly on franchising, a risk-reduced
approach for international business

market-inherent risks

to cope with its immense growth and with the need to consolidate its
acquisitions

In the Kazakh case the logistical challenge might be too big at the
moment

X5 is not yet fully prepared to expand to international markets. The retail
value driver COO which is related to ‘country of origin’ and ‘nationality of
retailer’ needs to be market specific, no understanding of the COO
construct with respect to retailer choice outside western countries yet

Innovation management at X5 was project-dependent and it is unclear if
the issue of whether and which of the three retail value drivers need to be
tailored to the local marketplace in international expansion was ever
addressed in one of its projects

X5 identifid the danger of loosing its innovation capability and
sustainability and has improved its innovation management by
th)llaboratmg with the System Analysis Institute of the Russian Academy
of Sciences




