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Abstract

Almost simultaneously two hard discount groceryich@ntered the Swedish market.
The two chains, Netto and Lidl have similar prafiend are so-called hard
discounters, which is an expression that genedahotes smaller stores with fewer
stock keeping units than soft discounters. Howewbgen it comes to mode of entry
and establishment, Lidl and Netto have chosen a#ldidifferent paths. The Danish
firm Netto entered through a joint venture with thajor chain in the Swedish
market, ICA. German Lidl, on the other hand, madeegnfield investment in the
market without any form of cooperation with estabéd chains. The differences
relating to mode of entry have a number of consecggfor how they manage
logistics internationally regarding storage fa@bt inventory, transportation,
unitization and packaging, and communication.

Methodologically, we will use a combination of inteews and secondary data to
collect the empirical data, aiming to map and as&lhe cases from a total supply
chain perspective. At this stage secondary dataseé to draw an initial picture.

This paper compares and contrasts the two empaasas with the prescriptions from
internationalisation theory and SCM theory. Thelgsia illustrates the close
interconnectedness between the choices made reg&diM, and the resulting
opportunities and restrictions in other strategijoexts of operating a grocery retalil
chain. How logistics influence the internationaliaa process will also be described
and analyzed.

We can conclude that Lidl used a global sourcinategy wit a higher degree of
standardization and own labels and relying on tBeirman logistics supplier and
solutions.



Netto on the other had more of a multinationaltstyg enabled by using the ICA
network. However, increasing competition with IC®eo time seems to cause Netto
to leave the joint venture and establish themseaidvethe Swedish market.

Introduction

Almost simultaneously in the first years of the n@lennium, two hard discount
grocery chains entered the Swedish market. Thehams, Netto and Lidl have
similar profiles in terms of preferred locationges and assortment. Both chains are
so-called hard discounters, which is an expregsiangenerally denotes smaller
stores with fewer stock keeping units, SKUs, thaiih discounters (Dawson 2003).
Examples of soft discounters would be Kwik Savéhs UK, or Rimi and Rema 1000
in the Swedish market.

However, despite other similarities, when it camenbde of entry and establishment,
Lidl and Netto have chosen radically different gathihe differences relating to mode
of entry have a number of consequences for howirtteyage logistics internationally
(Harrison and van Hoek 2005). The Danish firm Netitered through a joint venture
with the major chain in the Swedish market, ICAr@Gan Lidl, on the other hand,
made a greenfield investment in the market witlamyt form of cooperation with
established chains. That made Lidl the fist forejgmcery chain ever to the Swedish
market without some form of cooperation with estdi@dd chains.

Netto, through its joint venture with ICA, had anmoer of advantages in terms of
access to resources. For example, it could usarexisarehouses and other assets of
ICA’s established logistics system. Thus the cobthis system could be shared with
the existing business. ICA as an established acemumably had local knowledge
that would be useful in gaining access to locationshe new stores. ICA also had
established relations with local producers andraghppliers to the new chain.

By contrast, Lidl chose to draw to a large degme¢heir German resources, including
suppliers, giving the assortment a distinctively@an look. They had to build an
entirely new warehouse and set up a logistics systedicated to the new chain.
Initially, the same German lorries that broughtd®ap to the Swedish warehouse
also were used to transport goods to the retdiétsut

This combination of similarities and differences &g seen as providing a “live
experiment”, testing some of the theory regardiog la retail firm should enter and
establish itself in a new market. In the UK theiudblal formulae only differ slightly
between Netto’s and Lidl's market segment (Daws@®d3). This is simple business
logic based on the need to grow continually andcctiresequent pressures associated
with bigness. There is, however, a lack of modekscdbing and analyzing different
types of organization, establishment and chantaioaships in the case of retailer’s
internationalization (Dawson 2000a). As the retgil@vides logistics service in
addition to the product offering the supply chaia gahe foreign country seems to be
important in different ways (Cerne 2003; Dawson@f)(Elg et al. 2004). Especially,
little has been written about the logistics andpdyghain implications of the
internationalisation process (Fernie 1998).Thisgp@ompares and contrasts the two



empirical cases with the prescriptions from intéioralisation theory and SCM

theory. The analysis illustrates the close intenemtedness between the choices made
regarding SCM, and the resulting opportunities @asdrictions in other strategic
aspects of operating a grocery retail chain. Hayiskics influence the
internationalization process will also be describad analyzed. Methodologically,

we use a combination of interviews and secondaty tecollect the empirical data,
aiming to map and analyse the cases from a topgllgwchain perspective.

Theoretical framework

In order to compare and contrast with the presomgtfrom internationalisation
theory and SCM theory we will start to outline pm@stions regarding
internationalisation, and especially retailing migionalisation. Thereafter we will do
the same regarding SCM.

Internationalisation

One stream of research is rooted in economics aadsés on the reasons for the
formation and expansion overseas of multinationaterprises (MNEsS). A first
prerequisite for the internationalizing firm woubd that it needs to have access to
some sort of competitive advantage in order to awee the disadvantages
necessarily associated with being an entrant oreign market (Vernon 1966). Early
explanations for such advantages concentratedoatidm bound characteristics of the
home market which could be exploited abroad. Timie bf research pays particular
attention to the entry mode choices and discugseddst institutional arrangements
for organizing and governing international busingagsactions, such as contractual
transfers, joint ventures or wholly owned operati@Andersen 1997). Well-known, in
this tradition, is the eclectic theory developed Dynning (1988) that stress the
importance of transaction costs.

In a similar, but conceptually distinct vein, resdeers taking more of a resource
based perspective have pointed to the value cgeatimantage inherent in being a
multinational firm, rather than exploiting abroad advantage originating in the home
market. Among the advantages explored in theseestagle learning and logistics
(Malmberg et al. 1996; Solvell and Birkinshaw 2008lpng similar lines, firms may
also internationalize in order to source new skilpabilities (Kogut and Zander
1992; Wesson 1993).

Other theories try to explain the actual procesisesigh which firms internationalize
such as the Uppsala model (Johanson and Vahine 18A@nson and Wiedersheim-
Paul 1975). Johanson and Wiedersheim-Paul desfirfbeinternationalization as a
step-wise process, which proceeds as firms incribgeseinvolvement in increasingly
more distant countries (1975). The path of incregasbmmitment starts with the firm
having no regular exports; it proceeds with thealdghment of independent
representative or agents abroad; then, it continués the establishment of sales
subsidiaries. In the final phase, the firm setspupduction facilities in the foreign
country. Following this establishment profile, fsnenter markets with successively
greater ‘psychic distance’. Psychic distance cosasrithose factors which hinder the
flows of information between firms and market, elgferences in languages, culture,
political systems, level of education, level ofuistrial development etc.



The Johanson-and-Vahlne model suggests that stdtetmnge aspects explain the
internationalization (1977). State aspects are stadommitment and knowledge

about foreign operations. Change aspects consg¢@$ions to commit resources as
well as performance of current business activitidse interplay between state and
change aspects gives rise to a circular processewharket knowledge and market
commitment affect the decision to commit resouraed the current international

activities; and these, in turn affect market knalgle and market commitment. Thus,
crucial is the role played by market knowledge aratket learning.

Johanson and Vahine (1990) argue that the Uppsadieincan be complemented by a
network perspective. Indeed, firms do not operatdsolation. Rather, “firms in
industrial markets establish, develop, and maintsting business relationships with
other business actors” (p. 19). These businesgsactight comprise: customers,
customers’ customers, competitors, supplementappl®ss, suppliers, agents and
consultants as well as agents and other publicaeg@ohansson and Vahine 1990).
Thus, business relations do not only concern dy&alimal relationships (i.e. the
contractual relationship between a firm and its@uers), but includes all formal and
informal relationships among networks of firms (@heand Blankenburg Holm
2000). Industries and markets can be considereetasrks of business relationships
in which each firm occupies specific positions. 3depositions are “developed
through activities in the network and define impattpossibilities and constrains for
present and future activities” (Johanson and Maitt4988:308).

In these terms, the process of internationalizatiorolves the establishment and
development of network positions by a firm in fgmi markets (Johanson and
Mattsson 1988). Specifically, firms can achieveeinationalization in three ways:
first, by establishing relationships in a countgsed network which is new to the
firm (extension); second, by deepening the relatiges with foreign networks in
which the firm has already a position (penetratiand third, by connecting and
coordinating networks in different countries (imational integration) (Johanson and
Mattsson 1988). Ultimately, the internationalizatjsrocess of a firm is influenced by
both the degree of internationalization of the firmnd the degree of
internationalization of the market (Johanson and ttddan 1988). And
internationalization of a firm is seen as “a setofnected learning processes” which
are influenced by various network members (Axelsswh Johanson 1992:208).

The internationalization of retailers

Globalisation is one of the dominant trends inilieig (Perkins 2001). A basic
categorization of retailers’ internationalizatiato a global or multinational strategy
(McGoldrick 2002). A global retail strategy relies standardization to achieve
economies of scale and of replication. This mehasit different countries similar
product lines, distribution system, communicatigeryice level and store design are
used (McGoldrick 2002). Speciality retailers migise this strategy to take advantage
of for example their product range. Furthermoréryeis described to take place in a
large number of markets with relatively few stoiregach. The multinational strategy
on the other hand is adjusted to national condsteomd reliant on local market
knowledge regarding the assortment, price, promstiservice level, format design,
distribution etc. This strategy relies on a poligyirst increase market presence and
market share in a few countries. Other categoanatexist, e.g. of the retailers



specific advantages that are presumed to be a féigctng a specific transfer strategy
(Goldman 2001).

As pointed out by some authors, the globalisatiomwltinationals may be a matter of
degree, and may differ depending on which dimerss@e in focus. For example,
McGoldrick (2002) describes Ahold as localizing saleing the customer sees and
globalizing back room activities. Actually, Dawsand Mukoyama (2006a) argue
that all retail internationalization has to be llazed to some extent. This means that it
Is important to understand what it is that the camypis internationalizing and under
what conditions this might be transferred as that@ss seldom is a scripted path
(Burt et al. 2005). Studying the process of retailgternationalization leads to the
crucial importance of learning, for example, whas ithat the retailer internationalize
and its value to consumers in the destination m#Bwt et al. 2005; Dawson and
Mukoyama 2006c). Learning is a crucial aspect enrtbtwork perspective, which is
used in retail studies (Elg and Johansson 1992)aaxrplain retail
internationalisation (Elg et al. 2004).

Another aspect of retail internationalization retgathe mode; franchising cause lower
costs than self-start, and a joint venture reptssmiddle course (Dupuis and
Fournioux 2006; McGoldrick 2002). This makes theaiters more or less dependent
on a network. Elg, Ghuari and Sinkovics says trai@portive business network as
well as an established contact network to decisiakers on different societal levels
are important to establish a position in the newkeia(2004). In some Nordic
countries are, for example, locally developed pfansvhere retailing is to be allowed
a severe problem to retailers trying to establiE et al. 2004). This legislation has
historically served to strengthen the major chairthie Swedish grocery market and
thus contributed to the concentration of this mat&ehree major organisations, the
so-calledblocks(Nyberg 1998).

However, Lidl’s entry in Denmark and Finland subsies that other routes are
possible as well (Jorgensen 2006; Uusitalo 2004is Brings us back to the learning
aspects of the network model and especially tharkdn-and-Vahlne model (1977).
Dawson pinpoints that retailers sell a servicehtodonsumer, which depends on key
components provided by the retailer and an intemadtetween these actors (Dawson
2000b). The Johanson-and-Vahine model’s change@speght be used to see the
retailers’ internationalization as a change thaegilearning of performance of current
business activities, especially of the dynamics @mdplexity in the foreign country
(Dawson and Mukoyama 2006c). The key service compisrprovided by the

retailer might be, for example, service level amsdrdbution that are linked to the
retailers’ supply network. Lately, large retaileggpear to build their own logistics
networks as logistics are a major part of the letsiistrategy (Bourlakis and
Bourlakis 2001; Weijers and Janssen 1997). Whabémapthen to the distribution
structure when retailers internationalize?

Before we dig into that question in the sectionwdl®CM, we will argue that the
retailers’ internationalization process is spediicline with Dawson and Mukoyama
2006a) and that its special characteristics ar@itapt.

Dawson and Mukoyama (2006a) claim that retailinguigstantially different than
production and therefore established models ofnatenalisation are useful only to
the extent that these differences are understoonéd.dDthese differences regards the



number of outlets. Retailers have hundreds or @nadss of outlets through which they
trade whereof each and every one of them mighelagively small. Dawson and
Mukoyama claim that if retailers have more than ouaget 40 per cent have ten or
more while manufacturing firms with more than os&blishment only 10 per cent
have ten or more local units. This implies thataston often is wider when retailers
internationalize. Further characteristics relatethts type of extension are that
retailing is spatially disaggregated and networkiduis, the efficiency of operation of
the network and the flows among the shops arealitdo prevent that service level
fall and shops run out of goods (Dawson and Mukayaf06a). Due to the number
of outlets the role of goods-, information-, ana¥hedge flows are important. Also,
Dawson and Mukoyama pinpoint that the outlet isrétailer’'s product (2006a). This
is based on that retailers sells services not itdimerefore it is crucial to have many
outlets and the role of the foreign outlets isd¢arsh for a larger market rather than
search for lower costs as is usual to manufactunings.

Another difference is that retailers often havargé number of suppliers. This is

related to the:
“[clomplexity of the mix of items in the range atiee dynamic nature of these ranges.
While in manufacturing the parts and componentsamsembled in the same way to
create each product this is not the case in ratgilivhere items for resale can be
assembled in many different ways, and in waysdaate changed”
(Dawson and Mukoyama 2006a:21)

The selection and assembly of goods for saletheeprocess of sourcing and
distribution is vital for retailers (Gustafssona&t2006). Zara, lkea, and Lidl's model
is “structured around a consumer-driven integratand chain, not a supplier-
driven supply chain.” (Dawson and Mukoyama 20060)2This model facilitates the
retail firm to make profits in several points iretbhain.

Dawson and Mukoyama mean that the retailers’ imrest in relations with suppliers
has increased and retailers have taken more caitrimr example, quality
specification and branding of products (2006a). assembling of a product in the
final stage of the supply network together with fila¢ and wide type of supply
network means that the network are shaped arouncethiler (star-shaped) and agile
in its performance (Harrison and van Hoek 2005)s Type of network might imply
high relationship costs (Gadde and Snehota 20G8ysbn and Mukoyama states that
the cost of goods for resale may constitute 8@pet of the overall costs (2006a).
Also, the terms of trade with these suppliers & the consumers often pay the goods
before the supplier is paid, the retailers workwatnegative working capital and
current liabilities are higher than current assets.

SCM

Logistics, supply chain management and strategees@nerstones in retail strategies
for advantages both in terms of profits and masketres (Gustafsson et al. 2006). In a
comparison of European retailers Weijers and Jarnfssad a heterogeneous set of
strategies (1997:10):

“a multiplicity of strategies and structures, raththan a clear cut picture of logistics
development in the food retail industry. The typiegistics procurement and
distribution channels vary according to the bussesategies used by retailers and



the particular balance of power in the channelsimn retailer, manufacturer,
logistics services provider and wholesaler. Naticswad local legislative and
administrative arrangements also have an impadhenpotentialities to rationalise
and centralise logistics systems. And last bullewmt, the logistics requirements of the
products in the channels also play an important rathe shaping of the logistics
systems.

One trend was, however that retailers consolidateticentralised the supplies of
their shops through their own distribution cent{®€), sometimes in close
collaboration with logistics service providers. §to gain economies of scale, better
efficiency and stock control, and reduced risktotk out (Weijers and Janssen
1997). More stores enable the retailer to furthépnalise the logistics operations.

Apparently, in Weijer and Janssen’s (1997) studsetdil development in Europe
they found that development is enforced by incréasguration in home market,
more discounters, and a pressure to improve custsengice. The development is
enabled by formation of retail alliances, advarnind$ and EPOS, and centralized
procurement. Major barriers to the developmeniptarning restrictions on shop and
DC development and an increasing product varietuittets. As Dawson (2000b)
pointed out many retailers are active strategietigers, which is seen for example
in the industry’s initiatives regarding IT-enablegplenishment etc. Most retailers are
familiar with the internationalization process tlgbuheir sourcing of cosmopolitan
product ranges (Fernie 1998). The logistics supjoatfie foreign stores depends,
among others, on their size and spread (Fernie)1@®8ch might be a huge
uncertainty when the retailers establishment andédred by locally developed plans
for where retailing is to be allowed. In 2006 chamlgivers of retailing logistics are
described to be among others scale and powerafenst, globalization of products,
sources and retailers, pressures on costs andegrvequirement for efficiency and
effectiveness, role of information and technolaggiyv management approaches,
supply chain orientation, and environmental con¢@ustafsson et al. 2006:107).

We have discussed the distribution structure’siatumportance; logically this will
not lessen in a foreign market. It seems like lattapntrol of the supply chain is
facilitated by offering only own labels and useymbiosis between the store
atmosphere, the products presented and the s@maeeled (Dupuis and Fournioux
2006). The own labels might facilitate an integdesapply chain in the
internationalization process as the items sold tridghproduced locally but continue
to be standardized. Burt et al found that 70 tp&0cent of Ahold’s merchandise was
sourced locally and main reasons are (2006):

the low-value grocery products cannot carry largagport costs
replenishments rates are high

many suppliers have restricted capacity

consumers prefer regional sourcing

hPwpE

The “local” sourcing was one of Lidl's pros wherntenmg the Finnish market
(Uusitalo 2004). In this case it is described asag to be an accepted actor but local
sourcing is above all a source to ease logisticeétainties even though many
retailers have a wide range of countries from whingy source (Gustafsson et al.
2006). Typical components of retail logistics inv®ktorage facilities, inventory,



transportation, unitization and packaging, and camgation (Gustafsson et al.
2006).

Case descriptions

Weijers and Janssen found that the retailers wemgreluctant to give any
information about their logistical strategy andfpenance as information about retalil
logistics is a strategic asset (1997).

Our ambition is to use a combination of intervieamsl secondary data to collect the
empirical data, aiming to map and analyse the dasesa total supply chain
perspective.

Lidl

Lidl has grown rapidly during its first three yeamnghe Swedish market, and now
accounts for 2.2 per cent of the Swedish grocemketan its segment (Fri
Kdpenskap 060922). According to the yearly repitetlf total turnover in the
Swedish Lidl stores amounted to about 2 billion SBR005, about 220 million
Euros. The chain made a loss of 400 million SEKr(ddion Euro), or 20 % in the
same year.

Geographically, Lidl stores are established iroabweden, from the very south to
the north. Most stores are located in the outskirtsmaller towns and cities, but in
2007 the chain also opened its first store in edi@tockholm. The stores are typically
new establishments, many of them purpose builtidl A recurring theme in the
establishment of the stores has been the problssaoeiated with gaining access to
suitable grounds or in getting permission by laghority to sell groceries in the
proposed sites.

Swedish grocery retailing is dominated by threéar major firms. Prior to 2002,
these organisations accounted for over 90 % ofagyogales in Sweden. All three are
integrated wholesale- retail operations. Thusntlaeket for independent wholesalers
Is virtually non-existent, outside of specialisedi docal firms, for example catering

to restaurants or specialised in fruits and vedesalBecause there are no national
independent grocery wholesalers in the Swedish ehakkdl had to build up all the
necessary supply chain operations for supportiagetail outlets. A warehouse was
established in Halmstad, on the west cost, buidritsf that the German supply chain
resources were largely relied on, essentially enftim of “stretching out” its German
operations to cover Sweden. Later changes to assotrtcomposition, as well as legal
problems have driven changes in this area, makiegupply chain operations more
locally adapted.

Initially, the German origin of the chain was vewident in the stores, with the
assortment totally dominated by own-label produtte share of Swedish products
has increased gradually during the three yeardlteathain has been present in
Sweden (Fri Kopenskap 060922), presumably to batteommodate the demands of
the Swedish consumers. The same change has atsogace with regards to the
assortment in the Norwegian Lidl stores (DagengiNgsliv, 060914), where local
assortment in some stores now account for as maudi% of the assortment



(Foodwire, 060914). In terms of internationalisatithe initial assortment design may
be classified as following from a globalisation rebdf internationalisation. The
increased local content of the assortment may teepreted as a move towards a
more multinational form of internationalisation.

So-called cabotage regulations, that are regulatiegarding the extent to which
foreign transporters may work within national maskéave also caused some
problems for Lidl. According to this EU-wide regtita, foreign trucks are allowed
to transport goods into a national market, but #weyrestricted in terms of taking on
additional assignments within this market. Lidl diskeir German transport firlPape
not only to transport goods to their central waredgin Halmstad, but also for further
transports to the Swedish Lidl stores. This causedlict between Pape and both the
Swedish transport workers union and the Associaifdwedish Transporters, and
according to the Swedish road authority (Vagverkag practice was in breech of
cabotage regulation. To resolve the situation, Rigoeded to acquire specific trucks
for their Swedish daughter-company, and to only&wwedish drivers for these trucks
(Fri Kopenskap 060915). In terms of internatioretlisn, one might argue that this
resolution has two opposing effects on degreetefmationalisation. From the
perspective of Lidl operations, it does decreaseettient of internationalisation in
their operations, since Swedish trucks and drigegsnow carrying out this part of
their Swedish operations. From the perspectiveapePhowever, their degree of
internationalisation is instead increased, as taxe deepened their degree of
engagement on the Swedish market, making Papeainternational firm.



Netto

Netto and Lidl are similar in size in their Swedgterations, and thus Netto also has
a turnover in the Swedish market of about 2 billg#K in 2005. Although still
sizable, Netto’s losses are only about half of 'sidbr 180 million SEK. At the end of
2006, Netto had about 85 stores in Sweden.

Netto has established stores in the southern p&weden, up to about the level of
Stockholm. The emphasis is on new establishmeltii®umh some conversions of
earlier ICA and other stores have also taken plde&o has not had the same
problems in securing locations for its new estdiplients that Lidl has had.
Presumably, in this area the relationship to aabdéished actor has proven useful to
Netto. ICA has a long-gained experience with thecesses of awarding locations and
of local political climates. Industry analysts cheterise Netto as having the better
locations as compared to Lidl (Dagens Industri,31H).

In addition to establishing stores, a separate lvearge organisation has been built up.
A central warehouse is located on the west coagk€Rberg) and a distribution
centre is located in the Stockholm area.

Not only the price level, but also the assortmantietto stores is quite different to its
established Swedish competitors. Like Lidl, Netieis a selection of favourably
priced non-food items each week. These productghaange from clothes to
musical instruments, from small furniture to spagtgoods, take up a sizable part of
the store sales area. Although traditional Swedrslsery stores will also offer a
certain selection of non-food items, and some sedgwods, the extent in the Netto
(and Lidl) stores is beyond comparison. This charatic of the assortment
contributes to making the Netto assortment stamdnoelation to the established
trade.

Late in 2006, ICA announced that they were redutieg ownership share in the
Swedish Netto, from 50% to 5%, with Dansk Superredrikcreasing their share
accordingly. ICA will also take over the distribari centre and 21 stores, some of
which will be converted to ICA stores. Netto anncenh that it would continue to
expand, but concentrating t least in the mid temsauthern Sweden, in the area
where its remaining stores are located.



Table 1. Summarising the two cases.

Dimension of
internationalisation
Type of
internationalisation
Judicial form of
internationalisation

Degree of “newness” on
the market.

Effects on degree of
internationalisation of the
Swedish market

Model of
internationalisation

Assortment

Storage facilities,
inventory and
transportation

Unitization / packaging
and communication

Netto Lidl

Extension Extension

Greenfield investment.
Establishing one operative
firm and a holding firm in
the Swedish market.

a. The hard discount
concept is radically
different from established
concepts.

b. Lidl is the first foreign
firm in history to enter the
Swedish grocery market
through greenfield
investment and without
cooperation with
established actors.

Brings a new concept and Brings a new concept and
a new actor to the market.a new actor to the market.
The cooperation with ICA If successful Lidl

makes the entry relatively potentially also alters
more “contained”. perceived barriers to entry
to the Swedish grocery
market.

Global — but moving
towards multinational

Joint venture with
established local firm
(ICA)

a. The hard discount
concept is radically
different from established
concepts.

b. Entering through some
form of cooperation with
an established firm is
historically the “normal”
way to enter this market.

Relative to Lidl more
multinational — more
initial adjustments to local
market, partly due to and
made possible by
cooperation with ICA.
Share of non-grocery
higher than established
Own label or non-local
higher than established

Share of non-grocery
much higher than
established

Own label or non-local
much higher than
established
Establishment of new
warehouse. Use home-
market resources initially
(Lidl, Germany) and
thereafter develop specific
resources

Localized

Establishment of new
warehouse and
distribution centres. Use
cooperation to facilitate
supply to the outlets

Localized



Concluding discussion

Prior to the entry of Lidl, the Swedish groceryaihg market had only been entered
by foreign firms in cooperation with establisheddbactors. It is a very concentrated
market, and has been considered difficult to epéetly for that reason. Another
important reason for the perceived high barriemripy is the fact that there are no
independent wholesale operations. This raisesdsts of entering the market, as not
only must retail outlets be established, but thgpsuting organisation of warehousing
and logistics also has to be provided. If Lidl -d amow Netto — are successful in
establishing their operations profitably on the 8isle market this will not only
increase the degree of internationalisation ofSivedish grocery market, their
success can also serve to lower perceived bataenstry. Conversely, if they were to
withdraw from the market, it would be a strong silgagainst entry for other foreign
firm. This holds especially if Lidl, who have a tusy of persistence and deep
pockets, were to withdraw.

Previous research points to lower resource req@nesras one of the advantages of
joint ventures and other forms of cooperation. Carmg the two firms in terms of
judicial form of entry, the financial results se&rsupport theory, with Netto only
having to face losses half as big as those of Odlthe other hand, the decision by
Netto to withdraw from the cooperation seems topta other factors as important in
determining the judicial form of entry and operagoOne of the problems might be
that they increasingly are becoming more of comgesti since ICA is trying to meet
the moves of Netto by lowering the price on soramg and increased focus on price
in communication with customers. Thereby they bezomore of competitors and the
possibility to develop a competitive advantage dexeased for Netto.

However, it might also be part of the strategy ettN to start as a J/V making use of
combined resources and then withdraw. Now Nettonegoe reached volumes high
enough to stand on its own. This would be in linghthe gradual increase of
involvement in internationalisation theory (Johamsod Wiedersheim-Paul, 1975;
Johanson and Vahlne, 1990).

Both Lidl and Netto started with an assortment dasea relatively high degree of
standardization making use of the global stratéggGoldrick, 2002). Neither of

them seemed to come close to a local sourcing @90%, which was seen as
normal for firms like Ahold (Burt et al, 2006). Bofirms relied heavily on home
country suppliers and own label products. Lidl welging even more on
standardization over countries than Netto. Oneasanme that Netto got access to at
least some local suppliers through ICA, which miagessible to complement its
assortment with more local items. This would everpart of their agreement when
establishing the J/V. However, for both firms tharg of local suppliers has
increased over the years.

Further, the two different types of entry influed@lutions of the firms on storage
facilities, the inventories and the transportatiadl, establishing a greenfield
investment, had their own warehouse in South WeStv@den, which was served by
the logistics firm Pape used by Lidl in Germanyp®aot only delivered to the
warehouse but also from warehouse to the to Latkst Swedish workers union and
Association of the Swedish Transport put a stafi¢odeliveries to the stores making



use of special cabotage rules thereby forcing tadlecrease the direct connection to
a German logistics solution. Instead Pape setsybaidiary and used only Swedish
trucks drivers for the Swedish domestic transpditiss way one of Lidl service
suppliers had to increase the resources and teeétmation of the Swedish market
(Johanson and Mattsson, 1988). It seems logididatelied very much on their
German logistics solutions to begin with but whenfticts arose this had to be more
adapted to the rules of the local country. For d#tts was not a big problem since
they could rely on the ICA network both for warebewand transportation. However,
with the split with ICA Netto will have to find nesolutions concerning warehousing
and transportation. As the degree of local sourdegyeased the unitization and
packaging became less standardized for both firms.

The entry of Lidl and Netto brought an entirely neatailing concept to the Swedish
grocery market. They brought price into focus teatent unknown until then, and
this in turn had substantial consequences for stebished retailers. In the
cooperative stores this was most clearly showhenstimming down of their
ecological product lines, and the accompanyingease in own-label, low-price
products, but general price cuts have also beeren@d, the biggest retailer has
focussed on driving down prices on a large numbé&ems, and increased price focus
in its communication. A few stores belonging to 8erayroups — notably Vi — have
gone the other way, and instead increased the nuofleeclusive products in their
assortment and the service level in the storesplfgup to the Swedish grocery
retailers have been severely squeezed, and the shiamported products has
increased in the Swedish stores. Thus, it is ¢heirperhaps as important as the fact
that the degree of internationalisation of the Saledharket has increased the entry of
Lidl and Netto served to change the characterisincsoutlook of the established
outlets as well.
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