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M anagement Control
in Global Mass Market Retailers

Francesca Gennari

Abstract
For large retail firms, management control is aigaiool with which to face the
competition of global markets and to manage corgocamplexity. The management
control systems of global retailers have speciharacteristics that stem from the
geographical dispersion of their organisationaltsrand frequently from the existence
of cooperative alliances with other companies
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1. Global Markets and M anagement Control

In recent decades, globalisation has also invotlkiedmarketing companies that
operate on mass retail markets. Global retaileesgemerally characterised by
product ranges that are able to satisfy increagibgbad and varied consumer
demand and by the territorial expansion of theesaetwork.

On global markets, where traditional space-timeriees are instable, and
competition space is constantly being redefinechngly competition-oriented
logics are establishing themselves, in which time #he ability to anticipate
one’s rivals are the main critical success fac(onarket-space and time-based
competitionj. Retailers who intend to maintain or improve thgrformance on
these markets, often find themselves having to @éhlproblems related to their
increasing complexity, in terms of both the composi of the product/market
combination (strategic complexity) and their orgational structure
(organisational complexity). In fact, the levelsaaimplexity identified must also
be assessed from a broader viewpoint, i.e. one dbas not only take the
individual company into account but also considbesrelations established with
other companies (commercial and/or industrial). nirra global perspective,
processes to produce commercial services may iavotympanies/groups of
companies in which the individual structures mamtaeir importance, although
shared transverse processes also acquire sigmmécan
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In order to deal with situations of growing comptgxcompanies express the
need to acquire tools which, by helping to cleajlyde a company towards its
goals, emerge as a significant support to corpgaternance, while they respect
value creation and minimise riskManagement control is a collection of
structures and processes designed to facilitate itff@ementation of top
management decisions in the organisation, throbghperformance of activities
and the related verification of the results achieve

The creation of an effective management contralesydecomes all the more
necessary for global companies that have geogralphaispersed organisational
units (often separated by significant physical amdtural distances) but
centralised top corporate governance organs, winiehresponsible for outlining
the strategic guidelines that are valid for thérerdrganisatioh On one hand the
control mechanisms convey the strategic guidelioethe units responsible for
their organisation and, on the other, they guamfgedback to the management
organs regarding the results achieved.

On the basis of these considerations, this arintends to analyse the specific
nature of the components of the management cosysiem, with reference to
global retailers that operate on mass markets.aDalysis will focus in particular
on the problem of defining the degree of corporamplexity, an indispensable
step before any control mechanism can be implerdasugectly. On the basis of
the degree of complexity identified, we will spgdihe optimal characteristics for
both the structural aspects of management contrgiagisational structure and
information system) and the more specifically pohgal aspects (process).

2. Mass M arket Retailersand Corporate Complexity

Global markets where traditional competition bouretaare instable, force retail
companies to constantly verify their choices imof:

- strategic complexity, i.e. the global compositiohsapply (in terms of
products/services and market served) and its densig with purchasing
expectations;

- organisational complexity regarding: relations kegw ownership and
management; the existing organisational structure térms of the
delegation of responsibility and the contributiodemanded of the
company’s various operating units) and binding egrents with other
companies.

Factors of complexity tend to influence each otharesponse to the company’s
need to adapt to or anticipate a contextual stoagxpanding the products offered
on the global markets necessarily demands orgamshtchanges. Similarly, the
decision to share part of the commercial processtbsother companies can have
strategic implications with regard to the marketved.

By combining the variables that generate globalpaate complexity, it is
possible to identify three basic levels of comgiexow, medium and high. In retall
companies with a low level of complexity, theraisubstantial overlapping of roles
between owners, administrators and organisatiahpae area of business, which is
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limited to the local context. These companies dogamerally show any need for
advanced control systems to support management.

Global mass market retailers, on the other hamdi te have a medium or high
level of complexity. Medium complexity companiefieet a clear differentiation of
the decision-making organs inside the corporatectstre and more significant
processes to delegate responsibility, primarilyugstl by the expansion of the
markets served. The strategy pursued in terms eofntarket served may be a
gualifying element in decisions regarding the nemance of a position of
independence rather than the creation of form&gdl] operational or contractual
integratioft and these situations demand the creation of nargamisations with a
higher level of strategic-organisational complexity

The highest level of complexity is linked to sturets founded on cooperative
alliances (networks). Networks are extremely ragdiforganisations because of the
relationships that develop between participants, diuthe same time they are
flexible and dynamic because they are strongly staskiented. In networks of
companies operating on global markets, traditiomadlels of competition between
retail companies are backed up by competition systeetween channels, which can
also involve industrial companies. In these macgawisations, new demands for
governance and control take hold, to guaranteecioand responsible behaviour by
all company operators, with the goal of meeting ékpectations of increasingly
broad categories of stakeholders, according teriibf equity and transparency

It is therefore essential to analyse a companygeseof complexity in order to
organise the structural and procedural aspectbheoirtanagement control system
correctly.

3. Global Retailersand Structural Components of M anagement Control

The structural components of management contrah $tem the organisational
structure and control system information.

The organisational control structure defines tlepoasibilities of the company’s
various organisational units, by defining the type entity of the resources that
each unit may employ in the performance of itsefytin relation to the targets
assigned to it. This breaks the existing orgamsadown into responsibility centres,
which are attributed specific governance roles amgbected to contribute
functionally to achieve the company’s strategicecobyes.

The organisational control system of global retailust first consider whether
there are any existing integrated relationshipsamperative alliances with other
companies. The more these relationships are baseshared corporate risk, the
more stable and durable they are, and they cairificagnly influence the attribution
of strategic and managerial responsibilities.

The time-based competition typical of global maskstiggests that it is worth
taking advantage of organisational structuresdffattively delegate power but are
also flexible, in other words, able to adapt rapa@hd inexpensively to changes in
the appropriate context. This results in an emghasi decentralised decision-
making by units dislocated around the territagd a reassessment of matrix-based
organisational structuresThe latter seem to adapt most successfully téireong
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changes in competitive boundaries, taking into iciemation the fact that, alongside
permanent responsibility centres (for example, mastg department, sales
department, etc.) temporary centres may also devéior example logistics
manager, retail manager, etc.), with powers cutiogpss the organisation, and
responsibility for managing critical economic levgrhen specific situations arise.

o ‘METRO GROUP aims to improve its process efficyetacbe
able to tap existing and new markets even bettas i§ why Shape
2012 employs the maxim: as decentrally as possasleentrally as
necessary. Shape 2010 will markedly reduce the @sou
complexity. The new organization is characterizgdpbogressive
structures with full operational responsibility #he level of the
sales divisions. This facilitates greater customatentation,
improved cost management and gains in efficiendye %ales
divisions are given the entrepreneurial freedomytheed to meet
the centrally defined strategic goals and return
targets’(www.metrogroup.de, last update 19 Octdt@t0).

Control system information has to support all deoinaking processes by
collecting and processing the information used drparate governance organs and
organisation. We can rightly claim that retail c@ngs have based their
development — and their relations with customersiamers and with industrial
companies — on their ability to govern informatitows, creating a virtual channel
of information in parallel to the physical chanmgl goods. This concept is
strengthened on rapidly evolving markets wheremapamy’s success depends on its
ability to govern this dynamism, at least in part.

Information technology, which is now widespreadiscdata collection costs
enormously, and has made a huge amount of infamatvailable, but it poses
problems related to its selection. For global comgs decision-making times and
subsequent actions must be extremely short: therhaip information flow usually
has to be managed in real time, by channellingddita arriving from the many
company units in a single organisation or netwaritp a single information
platform.

o ‘Information technology is a success factor fortdgrill and a
great opportunity for development in all the Comgaroperating
activities. [...] Over ten thousand check-outs acrofsur
continents, around 1.5 million receipts issued gélay — this is just
the basis of a system that enables us to analyde aaticipate
customers’ needs from day to day — . [...] In the mtie@e, projects
are continually underway to develop common applcet
platforms to upgrade management of key Group psmsin
particular, the European associates have launchgtha to extend
the common IT system for managing business fursctivhranches
and points of sale (administration, performance agament
reporting, f&b and supply chain.[...]" (www.autogriiom , last
update 21uly 2009).
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Any opportunities for competitive advantage araefae linked to the ability
to select relevant data and process them, on eachsion, according to
prevailing information priorities. In the past mgstoblems regarded the ways
data were collected; today the systematic selectidhe significant data and the
activation of a top-down feedback flow to suppoailyl management processes
(changes to the prices of products being promatgdlacement of a shelf brand,
design of promotional leaflets, etc.) appears nwiical. The effectiveness of
the control system information can therefore enagerthe implementation of
time-based strategies, based on the ability theifcire competitors, by constantly
adapting supply.

The result is that the correct planning of the iinfation control system should
simultaneously consider the corporate complexityona hand and the reference
timeframe on the other. The organisation of obyesti and the
measurement/collection of the results that mudecefthe breakdown of the
organisational structure into responsibility cestrand the division of the
company’s global activities into significant busseareas, both derive from this
complexity. The timely structure of the informatida linked primarily to
significant moments in the control process (forevatues and actual values) and
to the frequency with which information is prepared

In low-complexity retail companies, decision-makipgpcesses are sufficiently
supported by the traditional accounting systemchviis designed to record trade
with other economic entities. On the other handnganies with a high degree of
complexity, like global retailers, which repeatedéveal a need for information,
also need a better structured management accounfmgnation system. On a
recurrent and systematic level (not only final ssbut also forecasts) this can
provide both global economic measurements for tit@eecompany, and partial
economic measurements, referred to items of obsemvahat are deemed
significant.

The implementation of formal control systems shoilidrefore guarantee the
programming and a level of detail of the informatithat is consistent with
governance requirements and the need to link tp@n@ational units that make up
the company or the network.

4. Global Retailersand Procedura Components of M anagement Control

The correct configuration of the organisationaudiure and control system
information emerges as a condition for an effectbemtrol process. The latter
defines the manner and frequency of activitiesdfind objectives (long-term and
short-term planning) and to observe results, orb#ses of the company’s degree of
complexity, as well as the dynamism of the outsiddd.

It is crucial to correctly translate corporate t&igges into managerial targets,
particularly for global companies, which usuallyéa single strategic management
body and fragmented operating units. In these Imgsals, the concept of
‘glocalisation’ seems to be acquiring particulapertance. It was coined to define
supply systems that respond to global strategiealbo change to adapt the product
to the needs of specific local contexts. In otherds, the definition of global
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strategic guidelines must be suitably translated managerial objectives that
respect the decisional-making and operational amynof the units disseminated
through the territory.

o ‘If you come to China with preconceived ideas raftaving
been successful in Europe or in the United Stgt®s,make mistake
after mistake’. Jean-Loc Chéreau, President of €mur China
(interviewed by McKinsey, 2006)

The geographical dispersion of the organisatiomais udraws attention to the
problem of enhancing the unitary character of thagany while also guaranteeing
the necessary flexibility to adapt governance amatrol processes to the
characteristics of the local socio-geographic ammpetitive conteft The current
trend can be attributed to both the centralisatiomethodological processes in the
parent company, and to the strategic importana®ofrol processes (medium and
long-term planning, the design of the informatidatiorm, the definition of general
policies to advance human resources, risk mapmntining of global internal
auditing plans, etc.) with the operating units oesible for the implementation
stage and for monitoring actions (the performandees and monitoring of results,
the introduction of user-friendly IT tools, the mhtion of personnel assessment
systems, monitoring of exposure to the risks idiedti specific checks to control the
activities performed, etc.).

As a result, in global companies, the effectivenafsthe management control
system is clearly reflected in the cultural and samicational aspects consolidated
in the context of the organisation, and this resuit the adoption of common
languages, mechanisms and tools that can fostezdskaowledge and managerial
alignment between geographically distant individwaid structures.

Moreover, the control process must not overlook ¢changes taking place in
traditional competition levers. On one hand, suddeanges in the key success
factors impose a reduction in observation times, ithensification of the control
communications and development that reflects a@iffereconomic scenarios, for
example reflecting the most rational managementldpment hypothesis, and a
disaster caséypothesis.

On the other hand, corporate intangible assetsguiagicreasingly important role,
i.e. those variables of success which, for theiry iatangibility, escape easy
identification and direct quantification, althougfirey play a leading role in the
achievement of company performance. Obviously, tadng intangible assets does
not replace traditional control variables, but dapgnts them with elements
correlated to the growth of the intangible valu¢hef company.

Modern management control systems should thereftaborate both new
processes to translate intangible key successr$actio performance indicators to
guide the activities of the responsibility centres\d new report models that
highlight the contribution to competitive economiand social corporate
performances

And finally, the management control processes oba@l companies must be
designed and implemented by carefully studying ipesssnoments of contact or
potential overlapping with tools typical of otheontrols undertaken inside the
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company (for example internal auditing, risk mamaget, etc.). In other words it is

necessary to adopt a systemic, integrated viewreghrd to all the controls that are
developed in a complex company and which, althalifi@érentiated by the subject,

targets and object of intervention, are usuallyer@ad to achieving maximum

effectiveness and efficiency of operating actigitieninimising risk, respecting

standards and evolving reliable information fl&ws
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