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Firms interact on two dimensions, with their direct competitors and with their suppliers and 
customers. Especially in industries where supply chains have an important role, firms are very 
dependent on their suppliers one side and their customers on the other. A firm's power within 
the value network influences he amount of value it is able to appropriate from it. The shifts in 
power among the firms can therefore impact their profitability. Such shifts are evident in the 
food retail market, where the product manufacturers have traditionally controlled most of the 
differentiating factors, such as the product brand. The control of these factors is now 
increasingly transferred to the food retailers as they for instance introduce private label products.

The aim of this thesis is to analyze the impact of changes occurring within one tier of the value 
network on the other tiers. This is done by analyzing the changes occurring among the food 
retail firms in the Baltic and Russian markets. Based on the trends identified, scenarios on the 
future development of the industry are developed and their impacts on the value network 
analyzed. The research aims to answer the following questions: (1) Through what mechanisms 
the different tiers of the food retail value network interact? (2) What methods for increasing 
one's power can be observed within the value network? (3) What are the current key trends 
among the food retailers and how can they change in the future? (4) How will these potential 
future changes influence the other tiers within the value network?

To form a basis for the empirical part of study, a literature review of the scenario literature is 
conducted. The history of scenario planning is outlined and a synthesis of the suggested scenario 
development processes is presented. This is then used to answer the research questions.

Information on the current industry trends is gathered through the review of various descriptive 
industry and macroeconomical statistics, newspaper and journal articles and interviews of 
industry experts. These are then grouped together and prioritized to identify a limited number of 
driving forces. The interactions between the driving forces are also analyzed.

The main driving forces identified in the markets studied are the increases in consumer food 
spending, the internationalization of the retail firms and the changes in the market offerings both 
in the products offering and the channels through which they are sold. Analyzing the different 
combinations of the forces yields four internally consistent scenarios, each of which is analyzed 
in detail. The open-market scenarios typically hurt the manufacturers with lower-end brands, 
while high-end brands did better in the scenarios with rapid economic growth. In the case of 
closed markets, the situation for the local suppliers is improved.
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Yritykset ovat jatkuvassa vuorovaikutuksessa kahden tyyppisten tahojen kanssa: suorien 
kilpailijoihinsa, sekä tavarantoimittajien ja asiakkaidensa. Erityisesti niillä aloilla, joissa 
toimitusketjut ovat keskeisessä osassa, yritykset ovat riippuvaisia tavarantoimittajistaan ja 
toisaalta asiakkaistaan. Yrityksen saama osa arvoverkon tuottamasta kokonaisarvosta riippuu 
yrityksen vallasta verkon sisällä. Muutokset valtatasapainossa voivat vaikuttaa yritysten 
katteisiin. Tällaisia muutoksia on tapahtunut päivittäistavarakaupassa, aiemmin tavaroiden 
valmistajat hallitsivat monia erilaistavia tekijöitä kuten tuotemerkkiä, mutta nykyään yhä 
suurempi osa näistä tekijöistä on kauppiasyritysten hallussa mm. kaupan omien merkkien myötä.

Tämän työn tarkoituksena on tutkia arvoverkon yhdessä portaassa tapahtuvien muutosten 
vaikutuksia muihin verkon portaisiin. Työssä tutkitaan Baltiassa ja Venäjällä toimivien 
päivittäistavarakauppiaiden kesken tapahtuvia muutoksia ja niiden vaikutuksia muuhun 
arvoverkkoon. Tunnistettujen trendien perusteella laaditaan skenaarioita alan tulevasta 
kehityksestä ja niiden vaikutuksia arvoketjun muihin osiin tutkitaan. Työn tarkoituksena on 
vastata seuraaviin kysymyksiin: (1) Millaisten mekanismien kautta päivittäistavarakaupan 
arvoverkon eri portaat vaikuttavat toisiinsa? (2) Mitä menetelmiä vallan kasvattamiseen 
arvoverkossa voidaan havaita? (3) Mitkä ovat tämän hetken tärkeimmät trendit 
päivittäistavarakauppiaiden keskuudessa? (4) Miten mahdolliset tulevat muutokset voivat 
vaikuttaa arvoverkon muihin portaisiin?

Työn empiiriselle osalle luodaan pohja tekemällä katsaus skenaariokiijallisuudesta. Skenaarioiden 
historia käydään läpi ja kiijallisuudessa ehdotetuista menetelmistä esitetään synteesi. Tätä 
käytetään runkona tutkimuksen empiirisen osan suorittamisessa.

Tietoa nykyisistä trendeistä kerätään erilaisista alan ja kansantaloudellisista tilastoista, 
sanomalehtien ja ammattijulkaisujen artikkeleista, sekä alan asiantuntijoiden haastatteluista.
Nämä trendit ryhmitellään ja priorisoidaan tärkeimpien muutostrendien tunnistamiseksi. Myös 
muutostrendien välisiä vuorovaikutuksia analysoidaan.

Tärkeimmät tunnistetut muutostrendit Venäjän ja Baltian päivittäistavaramarkkinoilla ovat 
kuluttajien kasvava ostovoima, yritysten kansainvälistyminen ja muutokset toimintatavoissa, 
taijotuissa tuotteissa ja toimituskanavissa. Näiden trendien yhdistelmiä tutkimalla voidaan 
tunnistaa neljä sisäisesti johdonmukaista skenaariota. Skenaarioissa, joissa markkinat ovat 
avoimet, heikot tuotemerkit kärsivät mutta vahvojen merkkien kysyntä kasvaa kuluttajakysynnän 
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I. Introduction

I Introduction

I. I Background

Firms interact on two levels, among direct competitors in the same industry and 

with firms above and below them in the supply chain. Both of these levels of 

interaction are critical in determining a firm’s success. Focusing only on the 

immediate operating environment within one industry fails to take into account 

the changes happening at other levels of the supply chain.

The role of direct competitors in determining firm success has been widely 

studied. Methods for measuring competition include using simple descriptive 

statistics to provide an overview of the market situation (e.g. Louhivuori 2006, 

Mintel 2006) or by analyzing competitive actions conducted by the firms (e.g. 

Chen and MacMillan 1992, Chen and Miller 1994). The interactions firms have 

with actors on the levels of the supply chain above and below them have 

received less attention in most analyses of market conditions. This is despite the 

fact that their importance for the firm’s success has been pointed out for 

instance by Porter (1980) in his famous five forces model, which in itself is 

known to every business student and management researcher.

The interactions within the supply chain have been modeled in value networks 

and value systems (Möller et al 2004, Möller et ai 2005), in which the total end- 

customer value is created through the cooperation of the firms forming the 

network. The role of an individual firm’s position and power in the network, and 

their impact on firm profitability, has been highlighted in a number of supply chain 

-related articles (e.g. Cox 1999, Cox 2001), but has received less attention in the 

strategic management literature. The value systems form a whole with linkages 

between the individual firms, acting as a mechanism through which changes in the 

industry environment of one tier are transferred through the network.



I. Introduction

The retail industry and the suppliers linked with it form a typical example of such 

a value network. Separate firms manufacture the goods sold to the end users by 

the retailers. These manufacturers in turn purchase their raw materials from 

separate suppliers. One example of the raw materials supplied is cartonboard, 

manufactured by firms typically focusing solely on pulp and paper production. 

Despite the multiple tiers separating the cartonboard manufacturers from the 

food retailers at the other end of the value network, the pulp and paper firms 

are not isolated from changes occurring among the retailers.

The market for cartonboard is tightly related to the food retailers as around 55% 

of the total cartonboard production in Europe is used by the food industry 

(Pöyry 2005). Also the other main uses of cartonboard, such as beauty products, 

household items, cleaning products and tobacco, are to a large extent distributed 

by the food retailers. Therefore the changes occurring among the food retailers 

influence a large majority of the cartonboard distribution channels and due to 

this can have a significant impact on the cartonboard manufacturers as well.

The Baltic countries and Russia are very interesting markets for both retailers 

and cartonboard manufacturers due to the rapid economic growth they have 

undergone during the last 15 years. According to a forecast by Pöyry (2005), the 

growth in cartonboard demand in the Central and Eastern Europe (CEE) 

countries will grow by over four percent per year until the year 2020, with only 

China and India exhibiting faster market growth. At the same time, the 

cartonboard demand in Western Europe is forecast to remain stagnant and even 

decrease in the case of North America.

The retail industry in the Baltic countries and Russia has undergone an almost 

equally dramatic change as the countries themselves. The rising income levels 

have helped boost consumer demand and attracted international retailers to the 

market. Associated with this process is the utilization of new procedures in 

retailing; as the international firms have entered the markets, they have brought 

the most modern technologies and procedures along with them. In many regions

2



I. Introduction

the international retailers have superseded the domestic retailers that used to 

control the food retail market.

In addition to the retailers themselves, understanding the market structure and 

the potential changes in the retail industry in the Baltic countries and Russia is 

also of great interest to the other members of the value network, including the 

cartonboard manufacturers. In addition, understanding the kinds of changes 

occurring in one end of the value network, and the mechanisms through which 

they are transferred, can provide valuable insights that can be applied to other 

regions and markets as well.

1.2 Research problem

In order to understand the changes occurring within the entire value network 

due to changes in one tier, in this case the food retailers, it is necessary 

understand both the nature of the value network and that of the changes 

occurring in it.

First, in order to gain a picture of the value network in question, it is necessary 

to map the kinds of actors operating within it. In addition, it is also necessary to 

determine the ways in which they interact, and also the ways in which they try to 

control each other in order to increase their power within the network. These 

form a basis for understanding the mechanisms through which changes are 

transmitted through the value network.

Second, it is necessary to gain an idea of the changes occurring among the food 

retailers themselves. This requires mapping the main trends currently taking 

place among the retailers. In addition, in order to be able to analyze the impact 

of changes in these trends, potential future developments among the retailers 

must also be mapped in order to understand how these influence the value 

network.

3



I. Introduction

The research questions can be stated as follows:

1. Through what mechanisms the different tiers of the food retail value 

network interact?

2. What methods for increasing one’s power can be observed within the 

value network?

3. What are the current key trends among the food retailers and how can 

they change in the future?

4. How will these potential future changes influence the other tiers within 

the value network?

1.3 Objectives of the study

Answering the research questions will provide new insights into the factors 

affecting raw material demand in general and that of cartonboard in particular. 

Understanding the potential future changes and their impacts is invaluable for 

strategic planning and also for expanding one's views on the market structure 

(van der Heijden 1996). Despite the focus on the food retail industry value 

network and the Russian and Baltic markets, similar issues are evident in a 

multitude of other markets as well and it is very likely that at least some of the 

same mechanisms and issues identified can be transferred to other industries as 

well.

In addition to helping to understand the effects on the network, answering the 

research questions also helps in understanding the impact of changes in the 

current trends on the food industry itself. By building multiple pictures of 

possible future developments, this study also helps in analyzing the development 

of the food retail industry in the countries included in the analysis.

The objective of this study is not to provide an accurate forecast of what will 

happen in the food retail markets in the Baltic countries and Russia. Rather the

4



I. Introduction

goal is to present multiple scenarios of what may happen in order to help in 

future decision-making.

1.4 Methodology

In order to analyze the potential future development paths of the retail industry 

and those of the adjacent value network, scenarios of potential future states will 

be developed. The scenario-building process permits an organized way of 

gathering and prioritizing the trends taking place and using these to construct 

different, internally consistent pictures of possible futures.

The theories on scenario-building are far from uniform. Due to the large range of 

different techniques under the term ‘scenario’, a review of the scenario literature 

is conducted. An in-depth review of the history of the scenario method and the 

different suggested techniques can be found in the literature review part of this 

study, in chapter 2. A synthesis of the different suggested techniques for scenario 

building will be constructed and its results used as basis for determining the 

exact approach to be used for the empirical study.

The empirical study is based on data collected through a number of interviews of 

industry experts, relevant retail and national statistics and information collected 

from other sources including articles in newspapers and scientific journals. The 

exact type of data to be collected and the analysis done with it is specified in the 

synthesis part of the literature review.

1.5 Scope and limitations of the study

This study is limited to analyzing the demand mechanisms for cartonboard and 

the associated changes on the higher tiers of the value network. The demand 

analysis of other paperboard grades is not the aim of this study, although some 

parts can also be relevant to the analysis of their demand structures as well. 

Although a minority share of the total cartonboard production is used in a wide 

range of applications, only the products sold through the stores of the large food

5
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retailers are included in this study. Food products account for over 50% of the 

entire cartonboard demand in Europe (Pöyry 2005) and many of the other 

products, such as household items, are also at least in part sold through the same 

channels.

The geographical scope of this study is limited to the analysis of the food retail 

markets and the related value networks in the Baltic States; Estonia, Latvia and 

Lithuania and those in the Russian Federation. Other Central or Eastern 

European markets are not included in the analysis.

Due to the complexity of the market environment and the relative turbulence of 

many of the key factors, the scenarios developed are only focused on the 

medium term, approximately five to ten years. Beyond that the probability of 

disruptions caused by such issues as technological change and unforeseeable 

developments increases significantly, making scenario building difficult. Mapping 

these occurrences would require a different approach in collecting the data and 

is beyond the scope of this study.

1.6 Key concepts

1.6.1 Value network

An expansion of the activities traditionally analyzed in the value chain (Porter 

1985) across multiple firms. A value network is a system of interlinked 

companies in which the value-creating activities are divided among several 

companies (Möller et al 2005). A value system consists of multiple value 

networks, in other words multiple actors on several tiers and can undertake a 

number of joint activities ranging from simple manufacturing to for instance 

cooperation in research and development or strategic alliances.

In addition, value networks can exhibit varying degrees complexity, ranging from 

the traditional manufacturing systems to complex future-oriented research 

alliances focusing on emerging technologies whose actual impacts are not yet

6
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known. A more in-depth review of different value system types and their 

application on the retail industry can be found in chapter 3.

1.6.2 Cartonboard

Cartonboard is a paperboard grade typically found in a multitude of consumer 

applications, such as various food products including liquid cartons and frozen 

foods, tobacco products, pharmaceuticals and cosmetic products (Pöyry 2005). 

Cartonboard is normally manufactured by pulp and paper firms, who then ship 

the raw material to packaging manufacturers and printers for conversion to the 

packaging used in the end products.

Cartonboard is not the only product that can be used for producing packaging 

for consumer products. Substitutes include rigid plastics, flexible packaging and 

mini-flute corrugated boards, all which are currently in the market and 

competing for the same customers at least in some of the cartonboard 

application areas (Pöyry 2005).

1.6.3 Private label

Private labels are product brands owned by the food retailers. They offer the 

retailers increased power in selecting their suppliers as the same brand can be 

used even when the supplier is changed. Private label brands can also function as 

a tool for strengthening the retailers' own brands (Ailawadi and Keller 2004).

In recent years there has been a shift towards an increased share of private label 

products in the retailers’ selections and private labels are used in an increasing 

range of products. The traditional focus on low-end products is now being 

expanded up-range and for instance the French retailer Carrefour now has three 

main levels of private label products, each with its own subbrands. A more in- 

depth analysis of private labels and the associated sourcing procedures is 

presented in section 4.6.3.

7
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1.6.4 Modern retail formats and procedures

Traditionally the majority of the food retailing in the Baltic countries and Russia 

has taken place in small shops and open markets. In the Western European 

countries a dominant share of the food is sold through large shops; 

hypermarkets, supermarkets or discount stores that offer increased operating 

efficiency. As the international retailers are entering the Baltic and Russian 

markets, they are doing so using the same store formats they use in other 

countries, changing the channels through which food is sold. To adjust to this 

change, the local retailers are also introducing larger store formats, leading to an 

overall change in the market structure.

Modern retail procedures refer mainly to the logistical and sourcing procedures 

used by the retailers in order to purchase products and transfer them to the 

shops for sale to the end consumers. These include large centralized warehouses 

that may serve several countries at a time, centralized purchasing departments 

that are able to negotiate better deals with the suppliers and coordinated 

logistical systems. The impacts of these factors are analyzed in more depth in 

section 4.6.

1.6.5 Scenario

Scenario-building is a tool mainly used in futures studies, but its use has also 

spread to corporate planning in many cases. Scenarios are in essence internally 

consistent pictures of possible futures normally created by changing a limited 

number of factors and analyzing the impact of these changes on the situation 

under study. The aim of scenarios is typically not to provide an accurate forecast 

of what is going to happen, but rather to generate an internally consistent picture 

of what would happen if certain specified things took place (Lindgren and 

Bandhold 2003, van der Heijden 1996). An in-depth review of the history of 

scenarios and different approaches suggested by various authors is presented in 

chapter 2.

8



I. Introduction

1.7 Structure of this study

This section provides an overview of the research process and the structure of 

this thesis. Following the overview of the study presented in this chapter, a 

literature review of scenario development is conducted and a synthesis of the 

findings is presented. This is followed by a description and analysis of both the 

identified industry trends and the related logics. These are then used to 

construct a scenario framework through which a number of scenarios are 

identified and analyzed in more detail. Finally, the research findings are 

summarized and discussed, the validity and reliability of this study analyzed and 

possibilities for future research discussed.

Chapter I provides an overview of the field of research and the research 

problem. In addition, the methodological approach used for this study is 

described and a number of key terms are defined.

Chapter 2 presents a literature review covering the history of scenario analysis 

and the different schools of thought within the scenario literature. The history of 

scenarios starting from the first publications in the 1960s, the first uses in 

corporate planning in the 1970s and the recent developments are described. The 

different uses for scenarios are also discussed. Based on the review of relevant 

literature, a synthesis of the findings is presented and a suitable scenario 

development process for this study is outlined.

Chapter 3 provides an overview of the theories related to value networks. 

Additionally, the value network within the food retail industry and related firms 

is presented and analyzed.

Chapter 4 presents the findings on the key industry trends and issues identified 

through the interviews and other collected data. Issues discussed include the 

macroeconomic situation, the institutional environment, cultural and consumer 

demand issues and the retail logistics and sourcing procedures. In addition, a 

number of key retailers are presented in more detail.
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In chapter 5, the identified trends are refined and a scenario framework is 

constructed. This is then used to identify a number of potential scenarios, whose 

internal consistency is then analyzed and the plausible scenarios selected for 

further analysis.

Chapter 6 consists of an in-depth analysis of the identified scenarios. The 

potential causal processes leading to each of the scenarios are discussed and 

their impacts on the value network are discussed.

In chapter 7, the research results are summarized and their implications 

discussed and the reliability and validity of the results is analyzed. Potential future 

research topics are also discussed.
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2 Literature Review

2.1 Introduction

The term “scenario" was originally adopted from Hollywood terminology by 

employees of the RAND institute, in order to highlight the differences from 

traditional forecasting (Ringland 1998). Scenarios have been used in some form 

for a long time, for instance limited military scenarios were already used in the 

Second World War. One of the first parties to implement scenario planning was 

the United States Air Force. Despite this, the application of scenarios into the 

modeling a larger variety of more complex issues is a relatively recent 

phenomenon. The beginning of the cold war and the atomic arms race brought 

about the need for more complex methods of forecasting and analysis and 

highlighted the deficiencies of earlier methods.

The sources of information on scenarios can be divided roughly into three main 

categories (Schnaars 1987). First is the small body of empirical studies from a 

variety of academic disciplines, offering some evidence of scenarios as a valuable 

forecasting tool. Second are the articles on scenario planning conducted within 

large firms, providing insights from people with hands-on experience in scenario 

planning. The third group of studies comes from the futures research literature, 

offering a large variety of different methods, many of which have not been widely 

tested in practice.

The development and use of scenarios has also been claimed to be an enabler for 

learning within the organization developing them, as well as to give a more 

comprehensive view of the world and potential risks vis-å-vis traditional planning 

methods (Schoemaker 1993).
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2.2 1960s - The work of Hermann Kahn and the RAND 

institute

The book The Year 2000: A Framework for Speculation on the Next Thirty- 

Three Years by Kahn and Wiener (1967) is often cited as the first step in the 

proliferation of scenario planning, expanding its use from within a small number 

of government research agencies to the popular media. In their book, Kahn and 

Wiener present a framework through which they analyze the possible future 

developments in the world. Kahn had previously worked at the RAND institute, 

one of the birthplaces of modern scenario analysis. Many of the initial topics of 

studied there were military-oriented, with nuclear warfare receiving much 

attention at the height of the cold war. His scenario work had already previously 

received public attention and also provoked controversy in some cases, for 

instance when he suggested that a thermonuclear war could begin through a 

series of mistakes and analyzed the potential impacts such a war could have, 

something that had previously received surprisingly little attention (Kahn 1962).

Written in 1967, the book The Year 2000 presents an alternative to the 

previously used straightforward history-based trend analysis that, as the authors 

point out, is very unreliable for longer-term forecasts. Kahn and Wiener 

combine the analysis of the several key trends and variables they had identified to 

present a number of alternative futures for the development of the world until 

the year 2000. Kahn and Wiener’s book is an example of the widest end of 

scenario development, in which both the topics discussed and the factors taken 

into consideration are both numerous and complex in nature. Despite this, many 

of the issues raised and techniques used by Kahn and Wiener are similar to those 

present in much of today’s scenario literature. They describe a way of integrating 

the different trends into coherent scenarios, each consisting of a potential set of 

developments. Kahn and Wiener highlight the considerable benefit that can be 

gained by reducing the emotional charge associated with forecasts, suggesting 

that each scenario is simply one of multiple possible futures, none of which one 

can influence. Critics of this narrative style of scenario planning often point out
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the lack of hard analysis in it, for instance Godet (1987) compares the optimist 

and pessimist scenarios to the works of Anatole France (Island of Penguins) and 

George Orwell (1984).

A very wide range of factors is included in Kahn and Wiener’s analysis. They 

include cultural and social change, technological developments, institutional 

change, increasing industrialization and modernization, increasing wealth and 

population growth, urbanization, the decreasing importance of primary 

occupations such as farming and improving education levels. Despite the 

inclusion of such a large spectrum of variables, the focus is still mainly on the 

scientific and technological aspects of development. The scenarios are developed 

and communicated through a narrative style of describing possible developments 

over time rather than through the use of cross-sectional analysis later used in 

some contexts.

Kahn and Wiener’s scenarios are structured around a status quo forecast, which 

is then varied by changing the different factors. The alternative futures described 

in the book include an arms control agreement between the United States and 

the Soviet Union, different development paths for communism, as well as 

potential nuclear conflicts between various nations.

2.3 1970s - Early Successes in Corporate Planning

The increasingly well-known methods of scenario analysis began receiving 

attention among corporate planners in the late 1960s, partly motivated by Kahn 

and Wiener’s (1967) work. Corporate planners had noted the deficiencies in 

forecast-based planning, also pointed out by Kahn and Wiener, with many of the 

forecasts failing to give the planners an adequate picture of the future. This lead 

to the addition of the analysis of causal relationships and interdependencies to 

the corporate planning processes, as well as to the adoption of various scenario

building methods (Wack 1985a, 1985b).

13
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One of the most renowned successes and examples of well-developed corporate 

scenario planning processes is its use by Royal Dutch Shell, beginning already in 

the late 1960s and 1970s. Although firms had also previously undertaken what 

was called scenario planning, it had been much more limited. Pierre Wack 

(1985a), one of the key people in the early scenario work at Shell, points out the 

differences between the traditional approach and the process developed at Shell. 

Corporate scenario planners had traditionally only considered variations in a 

very limited number of obvious variables, such as the price of oil being $20 or 

$40 per barrel in some year (Wack 1985a). Following the work of Kahn and 

Wiener (1967) and others, the planners and analysts at Shell introduced a new 

scenario planning process, which took a wider range of factors, such as 

causalities and actors’ logics, into consideration. This improved process, including 

analysis of the interests of the oil producing countries, helped Shell anticipate the 

possibility of a drastic rise in oil prices and the systemic effects it could have 

through for instance increased inflation (Wack 1985b). When the oil prices did 

rise drastically during the oil crisis in 1973, Shell was able to respond better than 

most of its competitors did. The oil crises also lead to a rapid proliferation of 

scenario analysis within business (Schnaars 1987) as more firms discovered the 

deficiencies of many of the traditional forecast methods.

Later results of the scenario work at Shell include speculation on the future of 

the Soviet Union, one possibility suggested was that it might be forced to open 

up due to economical reasons, an idea mostly unheard of in 1983 (Schwarz 

1997). Interestingly, Wack (1985b) also highlights the role of the firm’s 

resources, partly resembling the resource-based view of business strategy that, 

although already suggested by some authors (e.g. Penrose 1959, Wernerfelt 

1984), had yet to receive much support in the strategic management practice in 

the mid-1980s.

Other successful early adopters of scenario planning include General Electric for 

the analysis of environmental factors in the 1970s and the Environmental 

Protection Agency (Ringland 1998). Despite this, the successes achieved by Shell
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are the most widely known and its case the benefits achieved through scenario 

planning are also the clearest. In addition, many of the authors of the best known 

scenario-related books and articles (e.g. van der Heijden 1996, Wack 1985a,b, 

Schwartz 1991) have some form of connection with Shell.

An another important idea described in Wack’s (1985a,b) articles on Shell’s 

scenario planning was the importance of scenarios as a tool for communicating 

potential risks to the management and the way this had to be taken into account 

when formulating the scenarios (Wack 1985a). According to Wack, the aims of 

scenario planning at Shell were not so much to predict the future, but rather to 

reperceive the present in a way that allows for inclusion of a wider range of 

factors in the decision-making processes.

2.4 1980s Onwards: Topics in the Scenario Discussion

2.4.1 Overview of the current topics

Scenario planning has become increasingly popular after the initially 

demonstrated successes in the 1960s and 1970s. This has lead to a proliferation 

in related articles and books, as well as an increased divergence in views about 

the methods to be used. This in turn has lead to what many recent authors (e.g 

Bradfield et al 2005) refer to as a “methodological chaos", as well as to 

disagreements on what actually constitutes a scenario. For instance Godet and 

Roubelat (1996) claim the term “scenario” is itself increasingly misused, further 

pointing out the conflicting views of what constitutes a scenario presented in a 

variety of sources.

Much of the current literature (e.g. Schwartz 1991, Ringland 1998) is directed 

towards organizations implementing their own intra-organizational scenario 

processes. These processes normally combine both an analysis of the 

organization’s objectives and resources, as well that of the external environment 

the organization operates in (e.g. Schwartz 1991, MacNulty 1977). Literature 

focusing on scenario building from the extra-organizational viewpoint and
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focusing on the external environment alone is scarcer. Despite this, the approach 

of using scenarios constructed by an extra-organizational observer alone is 

implicit in some of the publications, especially in those published within the 

futures research community (e.g. Godet 1987).

In order to reduce the confusion caused by the multiple approaches and to 

better structure the field of research, a number of authors have attempted to 

create typologies for classifying different types of scenarios.

2.4.2 Scenario Typologies

A number of dimensions have been suggested for differentiating between the 

various types of scenarios. Different combinations of these dimensions allow one 

to create a large number of potential scenario classifications. An example of such 

a typology by Ducot and Lubben (1980), is presented in Figure 2.1.

Figure 2.1 An example of a scenario typology (Ducot & Lubben 1980)

Dimensions for classifying scenarios in typologies, identified through the review 

of relevant literature, include:

• The purpose of the scenario project, in other words what kind of 

information is sought through the it; common goals are predictive, 

exploratory, normative (Van Nottel et al 2003, Börjeson et al 2006, 

Ducot and Lubben 1980, Heugens and van Oosterheut 2001)
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• The type of scenario-building process used, i.e. intuitive or quantitative 

(e.g. Van Nonen et al 2003)

• The types of alternatives used in the construction of the end scenarios, 

i.e. whether extreme or probable alternatives are included in the analysis 

(Ducot and Lubben 1980)

• The scenario content, i.e. whether the presented scenarios are based on 

multiple interwoven dimensions or if their basis is simple (van Notten et 

al 2003)

• The types of potential occurrences taken as the basic hypotheses, i.e. 

exploratory or anticipatory (Ducot and Lubben 1980)

The developers of typologies, such as the ones cited above, typically claim that 

their approaches cover nearly every type of scenario and provide an accurate 

picture of the different approaches in existence. Despite this, the increasing 

variety of applications in which scenarios are used and the increasingly varying 

approaches to their building cause existing typologies to eventually become 

outdated as efficient tools in structuring the field (van Notten et al 2003). This 

leads to a need for regular updates in the typologies. Despite these continuous 

changes, many of the underlying structures in scenarios remain the same. The 

changes typically occur more in the way the field of scenario work is perceived 

and in which issues are thought to be most relevant at any given point in time.

2.5 The intuitive logics and probabilistic schools of 

scenarios

2.5.1 Intuitive logics

The clearest division within the scenario literature is the split into the 

probabilistic (quantitative) and intuitive logics (qualitative) methodologies. This 

split is present in some form in most scenario typologies (e.g. van Nottel et al
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1980, Ducot and Lubben 1980) and is also an area in which the proponents of 

one school of thought present much critique towards the other school.

Intuitive logics scenarios rely on qualitative knowledge and insights, as well as on 

the use of creative techniques such as the development of stories or storylines. 

The intuitive logics approach can be traced back to the work of Kahn and 

Wiener (1967). Additional examples of the intuitive logics school include the 

work of van der Heijden (1996) and Schwartz (1991), as well as a majority of the 

work carried out in the scenario planning at Royal Dutch Shell (Bradfield et al 

2005). As the qualitative approach to the scenario process is less strictly 

restricted by the limitations and requirements placed by the method itself, 

intuitive logics scenarios are both more common and typically exhibit more 

variation between the different end scenarios than those based on the 

probabilistic models. Scenario-building is still generally considered to be a 

primarily qualitative process (Glenn 2003). The majority of organizations claiming 

to use scenario planning use some variation of the intuitive logics methods 

(Ringland 1998).

In the intuitive logics approach, the analysis is normally based on a limited 

number of factors that are included in the in-depth phase of analysis. These can 

be interpreted to form discrete axes in the analysis, around which the narratives 

are constructed. The role these axes play in the construction of the end 

scenarios varies from method to method. The axes can form the basis for the 

structure around which the entire process takes place or simply serve as 

additional support material in the process (van’t Klooster and van Asselt 2006).

2.5.2 Probabilistic methods

The probabilistic school of scenario-building consists of a number of different of 

techniques, each requiring varying degrees of computation. Early methods for 

constructing quantitative scenarios include trend-impact analysis and cross

impact analysis.
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Trend-impact analysis (TIA) was developed in response to criticism presented 

towards traditional methods of quantitative analysis based solely on extrapolated 

historical data, such as time-series techniques and econometrics (Gordon 2003a). 

TIA permits the modification of extrapolated historical trends in view of 

expected future developments, thus allowing the analysis of the impacts of these 

developments. Expert opinion is used both to identify the potential 

developments used in the analysis, as well as for quantifying their probability and 

impact.

Cross-impact analysis (CIA) complements TIA by including the interactions 

between variables in the analysis. It focuses on the question: If X happens, what is 

the impact on Y? (Bradfield et al 2005) First, a number of events to be included 

in the study are selected; the selection is normally based on expert opinion or a 

literature search. The selection process must be conducted carefully as the 

number of interactions between the events is n2-n (where n is the number of 

events), increasing exponentially with every inclusion of a new event. All events 

are given initial probabilities, which are then calibrated according to the 

interactions between them in order to provide the final probabilities. These are 

in turn used to build the different scenarios. A well-known problem with this 

method is the assumption that the post-adjustment probabilities are somehow 

more accurate than the a priori probabilities (Gordon 2003b), even though the 

basis for all the data remains more or less the same. Both the TIA and CIA 

methods are still rather simplistic, a number of more complex numerical 

methods for scenario generation also exist. Examples of these more complex 

methods are presented for instance by Ringland (1998).

La prospective is a French school of scenario-building, in fact it is often referred to 

simply as the French school by other authors. The method’s roots are in the 

1950s at the Centre d’Etudes Prospectives founded by the French philosopher 

Gaston Berger (Bradfield et al 2005, Godet 1987). La prospective is used by a 

number of French firms including Elf and EDF, as well as by the French public 

sector. It has not gained much support outside France. One of its current main
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proponents is Michel Godet, a French futures researcher (Bradfield et al 2005, 

Godet 1987). La prospective is a probabilistic model, using the probabilities of 

single events occurring to calculate the probabilities of individual scenarios and 

also the degree to which the developed scenarios cover the total range of 

possible occurrences (Godet and Roubelat 1996). Normally the calculation is 

done using specialized computer programs, such as SMIG, MACTOR and 

MICMAC (Bradfield et al 2005), all developed by Godet.

2.5.3 Main disagreements between the two approaches to 
scenario-building

A common criticism directed towards the probabilistic methods is that the 

inputs they use are generally no more reliable than the results of the intuitive 

logics approach, leading to an inherent unreliability in the results (Schnaars 1987). 

An example of this is cross-impact analysis, in which the probabilities of individual 

events occurring are adjusted based on their interdependencies. In this, it is 

assumed that the inputs, in other words the probabilities forecast by experts are 

less accurate than after the adjustment included in the method, and that the 

expert opinion ignores any interactions prior to the adjustment of the initial 

results.

Proponents of the probabilistic methods on the other hand point out that the 

intuitive logics approach lacks even any effort to produce accurate forecasts. The 

intuitive logics approach is commonly compared to the creative processes of 

Hollywood writers or novelists (Godet and Roubelat 1996), hinting at its limited 

credibility as a “serious” business decision-making tool.

Regardless of the arguments both for and against each method, the possibility of 

integrating parts of both in a scenario-building process has also been suggested. 

For instance, Schnaars (1987) suggests the use of one method first for the 

creation of external scenarios for the firm and a second for evaluating the firm's 

strategic alternatives. In addition, both quantitative and qualitative data can be 

used in the same process, combining quantitative data with simple qualitative
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assumptions on the direction and strength of the potential impact of the 

quantitative variables (MacNulty 1977). This process resembles the intuitive 

logics methods more than the strictly probabilistic methods.

There has also been some critique (e.g. Heugens and Oosterhout 2001) against 

scenarios designed as purely Cartesian processes, in other words as solely 

cognitive “armchair” exercises based on the brainstorming and analysis of 

analysts isolated from the day-to-day operations. This critique applies regardless 

of whether intuitive logics or probabilistic approaches are used. The critique of 

Cartesian scenario work points out the potential benefits that could be gained by 

including other elements, such as action or trial and error, in the process. 

Examples of such action include small deliberately made mistakes or the results 

of internal venturing such as that proposed by Burgelman (1991). Despite this 

critique, the alternative techniques listed above are very rarely mentioned in 

other scenario-related articles and books.

2.6 Scenarios as organizational learning processes

An increasingly common theme in the scenario literature is the role of scenarios 

as an intra-organizational learning tool. Many authors (e.g. Chermack and van der 

Merwe 2003) claim that the end result of a scenario process is less important 

than the things learned by the scenario team members during the process. This 

differentiates between the learning that occurs within the scenario teams and the 

learning resulting from the distribution of the end scenarios in other parts of the 

organization.

Some authors (e.g. van der Heijden 1996) also point out the difficulties in 

disseminating the results of the scenario process to other stakeholders. Reports 

often go unread by many of the parties that should be concerned with the 

results. For this reason, composing the scenario team from within the target 

organization is often recommended (van der Heijden 1996). In addition, one-off 

scenarios often fail to create long-term advantage for a firm. Rather, it is 

necessary to develop a continuous scenario process within the organization in
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order to cope with the continuously changing environment. This processual 

paradigm can be contrasted with the rationalist planning and evolutionary 

strategic paradigms (van der Heijden 1996).

Another aspect of scenarios as a part of organizational learning is the increased 

awareness they create towards weak signals (Burt and van der Heijden 2003). 

This is due to the fact that scenarios help individuals to organize potential future 

developments into structures and in understanding how these developments may 

lead to different future outcomes. This is often referred to as “memories of the 

future" (e.g. Schwartz 1991). The analysis of these logical structures also helps 

reduce “epistemic risks” (Habermas 1975), in other words the risks resulting 

from not knowing what one does not know.

The interpretation of weak signals in the context of scenarios is often linked to 

the concept of sensemaking (Weick et al 2005). Sensemaking refers to the 

process through which signals, which would by themselves go unnoticed, are 

interpreted and integrated into a part of a larger picture that is compelling 

enough to warrant a reaction. This process is normally assumed to take place on 

the subconscious level of the key individuals’ minds.

The characteristics of scenarios described above also make them valuable as 

tools for communicating various views on the future across the firm. Although 

unable to communicate the entire spectrum of issues identified during the 

scenario development process, the narrative stories of potential futures are 

claimed to be helpful as organizational communication tools and catalysts for 

additional strategic discussion (van der Heijden 1996). There are some 

limitations as to what kinds of scenarios can be used as a widespread 

communication tool. Including extreme variations in the scenarios can lead to a 

lack of credibility among the target audience. This in turn tends to hinder the 

effectiveness of scenarios in reducing the future uncertainties in the planning 

process (Schoemaker 1993).
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As a communication tool, the developed scenarios should not be presented nor 

considered as a set of “official” truths, as this often limits the thinking of 

decision-makers to just the set of facts included in the scenario-building (Glenn 

2003). Considering a set of scenarios as given truths is in contradiction with the 

philosophical approach behind scenario planning, seeking to open up new ways of 

looking at the environment and the world. Rather, even when read by those 

outside the scenario team, scenarios should be regarded as tools through which 

one may receive new inspiration, further expanding their cognitive pictures.

2.7 Synthesis

Although there are a large number of conflicting views regarding scenario 

planning present in the literature, a range of similar features can be identified in 

most of the processes described. Most of the stricter quantitative methods place 

restrictions on the kinds of analysis that can be included and the amount and 

type of data that must be included in the analysis. This limits the applicability of 

such methods to many real-life cases. In addition, many of the quantitative 

methods have limited evidence of successful application to large-scale problems, 

especially outside the organizations that originally developed them. Despite the 

juxtaposition of the intuitive (qualitative) and probabilistic (quantitative) schools 

by many authors, the combination of the two forms of analysis has also been 

suggested in some contexts (Schnaars 1987).

2.7.1 Common steps in suggested scenario processes

Although the details in the scenario development processes suggested by various 

authors (e.g. van der Heijden 1996, Schwartz 1991) vary, a number of common 

steps can be identified in most descriptions. This is especially true of the 

methods belonging to the intuitive logics school, but most of these steps are also 

applicable to the probabilistic models. These general steps are illustrated in 

Figure 2.2.
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In-depth analysis of factors 
and interactions

Identification of key variables 
and driving forces

Structuring consistent scenarios 
and narratives

Problem definition

Figure 2.2 Common steps identified in scenario-building processes

The first step typically mentioned in the scenario process guidelines (e.g. van der 

Heijden 1996, Schwarz 1997) is the identification of the key questions to be 

answered through the scenario process. These questions can be identified for 

instance through the analysis of the organization’s business idea and competitive 

positioning (van der Heijden 1996). The importance of problem setting cannot be 

overstated; it must be done carefully in order to ensure valid end results from 

the entire process. Problem setting can be done for instance through 

brainstorming sessions or a number of initial interviews.

Second, the data is structured by the scenario team, in other words those 

individuals responsible for the scenario process. This step includes structuring 

the data into logical form, identifying the key forces and factors affecting the 

research problem (Schwartz 1991) and transforming the data collected so far 

into operationalizable format. The activities in this step form the basic structure 

for the further development of the scenarios (van der Heijden 1996).

24



2. Literature Review

The third step in the process is the in-depth analysis of the factors identified in 

the previous step. This includes analyzing the various interactions within the 

system (van der Heijden 1996), as well as prioritizing the potential factors to be 

included in the analysis. The goal of this step is to identify a limited number of 

key factors that are used as a basis for the scenarios.

The fourth and final step is the construction of end scenarios, which, depending 

on the author, may include a variety of activities. Schwartz (1991) proposes 

complementing the chosen forces with other important factors. Van der Heijden 

(1996) suggests using inductive, deductive or incremental structuring approaches 

for combining the identified factors. Both van der Heijden (1996) and Schwartz 

also highlight the importance of the construction of plausible, consistent 

narratives. The implications of the developed scenarios for the research problem, 

defined in step one, are also analyzed at this step.

Potential follow-up steps may also include setting up signposts and leading 

indicators in order to help determine towards which potential scenario the 

world is eventually developing (e.g. Schwartz 1991).

2.8 Approach for this study

Due to the requirements and limitations of the purely probabilistic models, they 

are not easily applicable to the research problem, in which the data is scarce and 

the scope of issues that potentially need to be included in the analysis is very 

large. Therefore applying mainly the qualitative methods of scenario development 

(e.g. van der Heijden 1996, Schwartz 1991) is a better fit for the problem at 

hand.

The scenario process in this study will follow a process similar to the general 

scenario-building process outlined in Figure 2.1. The multiple complete interview 

rounds commonly described in scenario-building guidelines (e.g. van der Heijden 

1996, Schwartz 1991) are not possible due to resource and schedule restrictions, 

but some of the interview data will be utilized both in the initial identification of
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the key factors, as well as in the eventual analysis of the prospective scenarios. 

The initial step of problem definition is done through the analysis of a number of 

articles on the demand structure of cartonboard and its distribution channels, as 

well as the identification of the dominant actors in this chain. This is done 

through a literature review and a number of industry expert interviews.

Next, the key forces are identified through additional interviews, as well as 

through the inclusion of various quantitative data on the market and 

macroeconomical factors. Based on the initial research, the first starting point for 

the scenario work is the analysis of external trends. These trends are mainly 

macroeconomic, using quantitative data from a variety of sources, such as 

industry and national statistics and market background factors like business 

conditions and industry trends. The second starting point is the analyses of the 

key actors’ logics, in this case those of a number of the leading retail chains in the 

Russo-Baltic region. Through this, the aim is to identify the common themes 

currently visible within the Russo-Baltic food retail market, as well as to analyze 

the amount and nature of firm-by-firm differences. The aim at this point is to 

arrive at a limited number of factors to be considered in the in-depth analysis 

conducted at the next step.

Following the scenario process outlined in section 2.7.1, the identified key 

variables and driving forces are analyzed in more detail and the interactions 

between them are mapped. This is possible due to the limited number of issues 

to be considered at this stage. Earlier interview data is used whenever feasible, 

additional data is collected if necessary in order to support the analysis.

Based on the results of the conducted analysis, the final descriptions of the 

scenarios are then written. The main emphasis is on combining the findings into 

only a few alternative combinations, which should form consistent narratives and 

describing these alternative future states. The implications of the developed 

scenarios on the entire value network will form an important part of the final 

scenario descriptions.
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The finalized scenario results are verified by presenting them to a number of 

industry experts. Their comments are used in refining the final results and as 

inputs for discussion of the implications of the results.
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3 Supply chain configuration and power

3.1 Theory

The concept of the value chain was originally introduced by Michael Porter 

(1985). In his book, Porter describes the model in which a firm's operations are 

organized around the process that directly creates value to the customer. The 

value chain model, illustrated in Figure 3.1, divides the firm's activities into 

primary and support activities. The primary activities are directly involved with 

the creation and delivery of the product to the customer. Support activities 

include all the other activities conducted within the firm. Their goal is to improve 

the efficiency or effectiveness of the primary activities.

Infrastructure

Human Resource Management

Technology Development

Procurement

O o

Figure 3.1 The value chain model (Porter 1985)

In the real world, a single firm rarely handles all of the activities alone, but the 

value chains of individual firms are linked and together form supply chains or 

value networks, each with multiple tiers of firms (Möller et al 2005). According 

to Jarillo (1988), firms commonly operate in hybrid modes, combining both in- 

house and outsourced operations. They outsource activities when outside 

producers can produce them more efficiently and produce products in-house
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when they have a comparative advantage. The competitiveness of in-house 

production is also improved by the related reduction in transaction costs. The 

nature of the value networks can vary greatly, due to this they can be 

categorized in a number of ways.

Möller et al (2005) categorize value systems into three main categories according 

to their stability; stable, well-defined value systems, established value systems 

with incremental improvements and emerging value systems with radical changes. 

The stable, well-defined system is the type traditionally associated with a value 

system, in it a central firm purchases components from a number of suppliers, 

such as in the cases of Wal-Mart or IKEA. The established value systems with 

incremental improvements include R&D cooperation networks and joint 

development nets, such as those with lead suppliers or pilot customers. The 

emerging value systems with radical changes are future-oriented and often aimed 

at creating future solutions or technologies and include complex learning 

processes and interorganizational relationships which cannot be comprehensively 

planned or specified in advance.

In addition to the value system stability, Möller et al (2005) also categorize the 

value systems according to the aims of the value network into vertical, horizontal 

and multidimensional value networks. Vertical networks, subdivided into supplier 

and channels & customer networks, are forms of supply chains. Horizontal 

networks are alliances between firms at the same level of the industry supply 

chains. Multidimensional value networks on the other hand include linkages from 

both of the other categories, often implying complex forms of cooperation. The 

complete categorization combining the categorizations according to value system 

stability and aims is presented in Figure 3.2.
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Figure 3.2 Categorization of value networks (Möller et al 2005)

Although the value network as a whole creates value, the profits derived from 

this are often unevenly distributed. Cox (1999) describes the concept of power 

in the supply chain, stating that the firms’ ability to appropriate value from the 

supply chain depends on the degree of power they wield within it. According to 

him, “supply chains must exist as structural properties of power” and “physical 

resources that are necessary to construct a supply chain will exist in varying 

states of contestation”. Cox proposes that understanding the power struggle 

over value appropriation between buyers and suppliers is necessary in order to 

understand the strategic and operational environments in which firms operate.

In a later article, Cox (2001) presents a number of factors that give the supplier 

power over the buyer. These factors reduce competition among suppliers and 

are called “isolating mechanisms” by Cox. Examples of such mechanisms are 

brands, legal property rights, economies of scale, switching costs and a lack of 

substitutes. On the other hand, if the buyer is able to remove the isolating 

mechanisms or obtain similar resources him/herself, the buyer can be interpreted 

to have increased their power in the supply chain.
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3.2 The case of the retail market

The theories on supply chains and value networks are easily applicable to the 

retail market. The large retail firms operate in a value network in which they 

purchase the goods they sell from the suppliers, who in turn purchase the raw 

materials from second-tier suppliers that also include the cartonboard 

manufacturers supplying packaging materials to the product manufacturers. In the 

past, each party has typically interacted with multiple parties on the adjacent 

tiers. The value network in the retail market is illustrated in Figure 3.3.

The range of operations conducted at each level in the network varies, for 

instance brand-building and product design have typically been done by the 

product suppliers, but they are increasingly also done by the retailers in the form 

of private label products. Using the categorization of Möller et al (2005), the 

food retail market value network can be classified as being a multi-tier supplier 

network, in other words a stable value system with a vertical supplier network.

Raw material suppliers Product suppliers Retailers Consumers

Figure 3.3 The retail market value network

Cox’s (1999, 2001) theories on power within the supply chain are very relevant 

to the retail market value network. Traditionally, the product suppliers have 

been responsible for most of the value creation through the product branding 

and the design of innovative products. With the introduction of private label 

products, a part of this isolating mechanism has been removed from the suppliers
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and transferred to the retailers. In addition, the food retailers are increasingly 

consolidated and suppliers therefore have less choice in who they can sell their 

products to, further weakening their bargaining position.

At the moment, the actions of second-tier raw material suppliers are not easily 

visible to the retailers (Svensk interview), but market-wide variations such as 

changes in the price of oil, used as a raw material for plastic packaging, are 

transmitted all the way to the retailers (Taloussanomat 10.8.2006). It can also be 

hypothesized that variations in the power structure between the product 

suppliers and retailers are transmitted further up the value network to the 

second tier of the raw material suppliers, in the form of specific product 

requirements or pricing pressures.

In order to analyze the impact of the developed scenarios on the rest of the food 

retail value network, the variables that have an impact on the power balance 

must be identified. Of the variables identified by Cox (2001), the availability of 

substitutes; that is the number of firms in each tier the firms on the adjacent tiers 

can do business with, and the brand ownership are most clearly present in the 

food retail market. Traditionally, the product brand has been the property of the 

manufacturer, but in the case of private label products the brand is now the 

property of the retailer. The impacts of the different market environments 

portrayed in the scenarios on the power distribution are analyzed in chapter 6 as 

each scenario is analyzed.
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4 Overview of the current market situation

4.1 Introduction

The national economies in the Baltic countries and Russia have grown extremely 

rapidly during the last 15 years since the breakdown of the Soviet Union. 

Although the growth has not been without problems, as illustrated for instance 

by the Russian financial crisis in 1998, it has permitted a rapid increase in 

consumer spending as well.

The retail markets in the Baltic countries have undergone a rapid change during 

the last 10-15 years along with the rest of the economies. Driving the change 

have been the rapid economic growth and increasingly open markets, as well as 

the entry of a number of international retail firms into the markets.

The growing consumer demand is has also created a lucrative market for the 

producers of various raw materials used in consumer products, such as the 

cartonboard used in consumer packaging. As the demand in developed countries 

is forecast to remain at the current level, raw materials suppliers are looking into 

the Russian and Baltic markets as one possible future growth opportunity.

The entry of international retailers into the Russian and Baltic markets has also 

lead to a change in the retail formats, with super- and hypermarkets as well as 

discount stores in many places replacing the small stores previously typical in 

these countries (Dries et al 2004). Hypermarkets can cater to very large client 

base with the smallest costs per client, which makes them attractive to the 

retailers. The hyper- and supermarkets, normally operated by the largest food 

retail firms, need a certain potential client base before the store can be 

profitable. This effectively restricts their operations to urban areas; 

hypermarkets are typically only placed near large cities. The hypermarket store 

format also places demands on customer mobility, in many cases, the customers
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must have access to private cars in order to shop at the hypermarkets located 

further away from their homes.

The modern retail formats also place strict requirements on the supporting 

infrastructure. The logistical channels must be able to support the larger volumes 

and the wider range of products on offer. In addition to providing national and 

private label products, this typically also means ensuring the availability of some 

local products in many categories. The related proliferation of Western retail 

management practices in the Baltic countries and Russia has dramatically changed 

the operating environment of the firms supplying products to the retailers.

The largest retail chains in the Baltic States (i.e. Rimi and Maxima) have 

operations in all three countries. They do most of their sourcing through 

centralized sourcing organizations covering all of the Baltic States and, in some 

cases, also a number of other countries.

The Russian food retail market is very different from those in the Baltic States. It 

is roughly 16 times the size of the total Baltic food retail market. Partly due to 

this, as well as due to the vast geographical distances within the market, the 

individual firms operating within Russia are not larger than those operating in the 

Baltic countries. This results in a much more fragmented market, with the 

individual firms having considerably less market power than those in the Baltic 

markets. The large geographical scale also leads to much larger initial investments 

in establishing a comprehensive infrastructure for the firms, thereby limiting both 

the market entry and expansion.

4.2 Economic growth and increases in consumer 

spending

The economies in the Baltic States and Russia have been growing rapidly since 

the breakdown of the Soviet Union in 1991. The real GDP growth in all the 

countries has well exceeded the Western European levels in most years since 

the early 1990s. In the Baltic countries, the real GDP has increased by
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approximately three to eight percent each year. In Russia, the GDP growth was 

slower during the 1990s, mainly due to the financial crises it experienced 

immediately following the breakdown of the Soviet Union in the early 90s and 

again in 1998 following the Asian economic crisis and the subsequent drop in the 

prices of raw materials such as oil (Economist Apr 22nd 1999). Since the year 

2000, it has exhibited much more rapid economic growth in excess of five 

percent per year. This growth in GDP per capita is illustrated in Figure 4.1.

GDP per capita (2000 EUR)
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0

1995 1996 1997 1998 1999 2000 2001 2002 2003

Figure 4.1 GDP per capita development in the Baltic countries and Russia

The Russian economic growth has been driven mainly by the increases energy 

prices and production volumes, which have increased the value of Russia’s 

exports of both oil and natural gas (The Economist May 20th 2004). The rapid 

modernization of the economies and increased international trade since the 

breakup of the Soviet Union, for instance through the EU membership of the 

Baltic countries in 2004 have also in part helped boost the economic growth and 

increase the consumer demand. Despite this, a part of the increase in consumer 

spending in the Baltic countries is financed through a current account deficit, in 

essence loans from foreign financial institutions, which has raised some doubts 

about the durability of this growth (The Economist Mar 8th 2007). In addition, the 

recent extremely high GDP annual growth rates of over ten percent in the Baltic 

States are above even their own central bank’s long-term forecasts of around 7-8 

percent per year, while others, such as the European Bank of Reconstruction and
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Development, only forecast growth rates of under seven percent for the boom 

years (The Economist Dec 13th 2006).

The increasing GDP has also caused a steady increase in consumer spending in 

the Baltic countries. This has helped to create a growing market for various 

consumer goods, as illustrated in Figure 4.2. At the same time, Russia has also 

experienced rapid economic growth and increasing consumer spending.

Consumer expenditure per capita (2000 EUR)

4000

Figure 4.2 Consumer expenditure per capita development in the Baltic countries and Russia 

(Mintel 2003)

Despite the rapid economic growth, the income increases in the Baltic countries 

and Russia are not evenly distributed among the populace. Especially in the rural 

areas, a large share of the population still has only very limited purchasing power. 

This has not changed very much despite the recent rapid economic development 

in other areas. For instance in Estonia, 5 percent of the population is still living 

below the poverty line (CIA 2007). Due to this, a considerable proportion of the 

populace is not yet wealthy enough to be potential customers for any kinds of 

products. This also has implications on the potential market growth, as the 

spending on food products is not linked as directly to the GDP levels as the total 

consumer spending is. As income levels rise, the increase in purchasing power is 

often spent primarily on products other than food, such as housing, cars, 

electronic equipment or clothing. There is typically also a shift in demand 

towards higher quality brands (Hattula interview) as income levels rise. This has
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been apparent for instance in the Russian market, as the proportion of food in 

the total household spending has dropped from around 48 percent in 2000 to 

only 36 percent in 2004 (Mintel 2006). This phenomenon is partly illustrated in 

Figure 4.3.
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Figure 4.3 The relationship between GDP per capita and food spending

This has implications for the food retailers as well, as the food market may not 

grow at the same rate as the economy as a whole does. As shown in Figure 2.1, 

in Russia, which has a lower level of GDP per capita, a larger share of the total 

consumer spending goes to food than in the Baltic countries with higher levels of 

GDP per capita. Another side effect of this phenomenon is that the largest 

increases in food spending would result from income increases in the poorer 

population segments, such as in the rural areas. Income increases in the best-off 

consumer segments are likely to yield only marginal increases in food spending 

with the majority of the additional income going to other products.
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4.3 The institutional environment

4.3.1 Currency rates and their impact on business

None of the Baltic States are yet members of the European Monetary Union, 

although all of them have expressed strong interest in the membership. In case of 

all three countries, high inflation is the key factor preventing acceptance to the 

EMU at this point. In Latvia, the annual inflation has been around ten percent for 

several years, the other Baltic countries have inflation rates lower than Latvia's, 

but still in excess of the EMU limit of two percent (Mintel 2006). These high 

inflation rates do not have an immediate effect on the exchange rates as the 

Estonian and Latvian currencies are fixed through a currency board. This has the 

additional effect of making changes in monetary policy impossible. Due to this, 

the central banks have only limited options for controlling the side effects of the 

extremely rapid economic growth. The potential for currency instability caused 

by this is also an important factor inhibiting foreign investment and international 

trade to these countries, especially if the symptoms such as rapidly rising wages 

and property prices continue to become more apparent (The Economist Dec 

13th 2006). Despite this, the actual impact these concerns have on foreign direct 

investment decisions is extremely difficult to quantify.

The very likely eventual entry of the Baltic countries into the European Monetary 

Union (EMU) will in practice eliminate the remaining currency risks experienced 

by most foreign firms operating within the market. The exact schedule of the 

entry depends on when they are able to meet the predefined EMU criteria, as 

well as the general political mood within the European Union. The reduction in 

risk is primarily the result of the fact that a majority of the foreign firms 

operating within the region are based in the euro-area or at least do a large 

share of their business in euros. In addition, the acceptance of the countries into 

the EMU has a further signaling effect of a credible outside party’s faith in their 

economic stability, which can help attract further international investment.
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The Russian the currency conditions are entirely different from those in the 

Baltic States. Although the ruble is not officially pegged to other currencies, the 

currency market is still regulated to some extent and the central bank tries to 

maintain a close relationship to the dollar and euro. (The Financial Times 

February 5th 2005) Recently, there has also been discussion of a complete 

floatation of the Ruble as the Russian economy has stabilized. In the late 1990s 

Russia experienced extremely high inflation rates, peaking up to 85 percent in 

1998 as a result of the Russian financial crisis. Since then, the ruble has stabilized 

and yearly inflation has been around 10 to 15 percent (Mintel 2006). The current 

inflation rates, although still very high by western standards, are a marked 

improvement over the inflation rates immediately after the breakdown of the 

Soviet Union. In 1993 and 1994, the inflation rate exceeded 200 percent. The 

current relative stability of the ruble, as well as the continuing rapid Russian 

economic growth, have in part made the currency more attractive to foreign 

investors as well, resulting in further strengthening of the ruble.

4.3.2 Political risks

The EU-memberships of the Baltic countries, as well as a number of other 

developments leading to increasingly open markets, have also advanced the 

unification of the rules and legislation in the Baltic markets. This has reduced the 

risks faced by the firms operating in the markets, promoting foreign investment. 

In addition, the political and societal systems in all the Baltic countries are also 

relatively stable and few serious political risks are obvious. This is especially 

apparent when the situation in the Baltic countries is compared with the political 

situations of other CEE EU countries, which have recently faced various political 

crises (The Economist October 12* 2006). Despite this, the recent problems in 

Estonia with the country's Russian minority highlight the instabilities that are not 

always readily apparent, but can rise for instance after a symbolic event (The 

Economist May 3rd, 2007).

The Russian market is different, as its legislation is not directly dependent on that 

of other countries. Despite this, some unification has been forced by for instance

39



4. Overview of the current market situation

the WTO membership Russia has actively sought for well over a decade (The 

Economist July 6th 2006). The sometimes rapidly and unpredictably changing 

Russian legislation has posed additional challenges to those operating in the 

market. Examples of this, partly caused by the frequent changes in rules, are the 

common delays at the border. These delays make international trade more 

difficult especially in the case of non-durable good, which include typical grocery 

goods such as dairy products or fruits that perish during prolonged 

transportation.

Another example of the unpredictable market conditions in Russia is the 

statement of an intention to raise the tariffs on exported timber, effectively 

ceasing its exports (Tekniikka&Talous 8.1 1.2006). Tariffs also play an important 

role in the retail sourcing decisions. As the retailers in many cases procure 

products for multiple countries at a time, the free transport of these goods 

across borders is critical. If the tariffs exceed the cost savings otherwise gained, 

the retailers will be forced to procure their products from local suppliers.

Despite the recent strong economic growth, the political situation in Russia is a 

cause for worry to many analysts. Political power is becoming increasingly 

centralized into few hands at the Kremlin and opposition is often silenced in 

various ways (The Economist February 22nd 2007). In addition, a large number of 

countries are dependent on the Russian energy supply to some extent, and price 

hikes partly as a way of applying political pressure have already occurred in the 

cases of several former Soviet Republics, such as Georgia in 2006 and Ukraine in 

2005 (The Economist December 13* 2006). Worries of dependence on the 

Russian energy exports have also been voiced within the EU, especially by the 

former Soviet-Bloc countries such as Poland, which opposes increased EU energy 

imports from Russia. Additional sources of political instability are the rapidly 

approaching elections in Russia, the parliamentary election in December 2007, 

and the presidential election in early 2008. In this election, president Putin is to 

step down from power. The transition of power brings about an additional risk
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of political disruptions; this is naturally also a cause for some worry to the 

foreign firms operating within Russia.

4.3.3 Corruption

Especially in the Baltic countries, there is pressure to reduce the degree of 

corruption; for instance the European Union legislation poses requirements on 

the countries. Despite this, all of the Baltic States currently exhibit relatively high 

levels of corruption by western standards, with Latvia being the most corrupt. 

The efforts to reduce corruption have in some cases lead to the local 

government preferring the big international retail firms over the domestic ones, 

as they are generally more inclined to follow the legislation in many areas. 

(Mitronen interview)

In Russia, the level of corruption is much higher than in the Baltic countries. 

Corruption is evident in almost all of the public institutions; the police are 

commonly regarded as one of the most corrupt ones (The Economist October 

20th 2005). This is also evidenced by the Corruption Perception Index by 

Transparency International, in which Russia is ranked alongside Rwanda 

(Transparency 2006). The CPI scores of the Baltic States and Russia are 

illustrated in Figure 4.4.
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Figure 4.4 Corruption perceptions index scores (Transparency 2006)

Due to the high levels of corruption, retail firms operating in the markets are 

often forced to take corruption into account when planning their operations and
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especially when planning expansion. For instance in Russia, there have been 

delays in opening new shops due to the new buildings allegedly not being up to 

the building inspectors’ requirements. Although according to some firm 

representatives, the issue could have been resolved by a small donation to the 

inspector, the retail firms not willing to cooperate have in some cases had to 

make a number of structural changes to their stores before they could be 

opened.

An adjacent issue, also especially common in Russia, is product piracy. Copycat 

products of especially the big brand consumer products are very commonly 

manufactured. Most common targets of product piracy in Russia are software 

products, but copycat products exist in most consumer goods categories (The 

Economist May 15th 2003). Although product piracy is currently not nearly as 

common for the private label products, it is conceivable that similar problems 

will arise among them as well, as the private label brands become more widely 

known among the Russian consumers.

4.4 Cultural differences and consumer demand

Consumer tastes vary between the countries under analysis. They have an 

impact on for instance the types of marketing materials and product packaging 

preferred by the consumers in each country. When compared to the tastes of 

the typical Western European consumer, Russia stands out as having the most 

different requirements, out of the countries included in this analysis. Russian 

consumers typically demand that high-quality products be wrapped in flashy 

packaging, which often includes details such as gold trim and dark colors (Hattula 

interview). Similar tastes are also evident in the Baltic markets, although to a 

slightly lesser extent.

Despite forming a relatively homogeneous market, especially for outside 

observers, there are also a number of important differences between the three 

Baltic countries. Each country has its own language and currency, forming a 

natural barrier between them. Lithuania is predominantly catholic while the
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others are more secular and also have Lutheran majorities. In addition, while all 

have large Russian minorities, Lithuania's is the smallest, only around six percent 

of the population and Latvia the largest with around 30 percent of the population 

Russian (CIA 2007). These differences are important to bear in mind when 

planning to manage the Baltic operations as a whole (Svensk interview). The large 

Russian minorities are a cause of a number of domestic issues in these countries, 

ranging from language barriers to socioeconomic factors. It also has an impact on 

the retail trade, for instance Maxima has sought a competitive advantage by hiring 

Russian-speaking staff to better serve the previously neglected customer segment 

(Turun Sanomat 3.12.2004).

Environmental issues are increasingly important in the Western Europe, with 

consumers commonly stating a need for environmentally friendly products (The 

Economist Dec 7th 2007). In the CEE countries, similar trends are less obvious, 

with relatively few consumers so far stating a demand for environmentally 

friendly products (Mitronen interview). Furthermore, even in the Western 

Europe, the actual consumer behavior does not always follow the publicly stated 

values. In many cases, consumers still choose the product with more and fancier 

packaging over the otherwise equivalent product that for instance lacks an 

unnecessary outer cartonboard case. Despite this, there is a clear trend towards 

reductions in packaging. In Western Europe, many consumers are already aware 

of the extra cost caused by double packaging, in some cases the consumers even 

tend to leave the carton boxes of the shoes they bought in the shop rather than 

taking them with them, indicating a pressure for reduced packaging (Mitronen 

interview). Another example is that with growing public concern for C02 

emissions, Tesco in the UK is considering adding carbon labels to all its products, 

creating an easy way for the environmentally conscious consumers to compare 

products. This is very likely to increase the pressure on product manufacturers 

to reduce the C02 footprint of their products, for instance through a reduction 

in the amount of packaging used and by using materials that cause less C02 

emissions.
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Environmentalism is also slowly increasing in popularity in the CEE area. Despite 

this, the environmental concerns expressed so far by the Russian government 

have been commonly regarded as thinly veiled attempts at promoting Russian 

economic interests. One example of this is the case of the Sakhalin oil fields 

where foreign investment was held up on “environmental" grounds (Sep 20th 

2006 From Economist.com). As environmental interests are typically more 

important for consumers with higher levels of disposable income, it is also 

plausible that similar rise in these interests will occur in the Baltic countries and 

Russia as the living standards improve.

4.5 The structure of the cartonboard demand

The economic growth in the Russo-Baltic market is also creating attractive 

market conditions for raw material suppliers, including cartonboard 

manufacturers. Cartonboard is used in a variety of variety of applications, but 

mainly in packaging aimed at end-users. The food industry accounts for 

approximately 55% of the total cartonboard demand in Europe and North 

America (Pöyry 2005). In addition to food products, other major cartonboard 

uses include health and beauty products, tobacco products, household items and 

cleaning products, all aimed at consumers and typically distributed through 

similar kinds of retailers.

In a typical food industry product, such as in the case of private labels, the 

cartonboard is bought by the manufacturer of the product, who then uses it in 

their own packaging machine as a part of the production process. The printing 

on the cartonboard used for the packaging may be done by a yet another party. 

The cartonboard is then delivered to the retailer along with its contents and 

from there; it is sold to the end consumer (Kalervo interview).

In developed markets, such as in the Western Europe and North America, 

factors driving cartonboard demand include the growing number of single-person 

households using more convenience and fast food, as well as an ageing population 

using more pharmaceuticals and cosmetics. Despite this, at the same time there
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is a trend towards reducing the amount of packaging on products. In addition, 

there are a number of substitutes competing for the same end users; these 

include plastics and other board grades, such as mini-flute corrugated board. 

These factors limit the growth potential of cartonboard in cases where the 

growth in consumer demand is limited, such as in the case of the developed 

markets in the Western Europe and the United States (Pöyry 2005)

As the demand for cartonboard in developed markets is fairly stagnant, with 

forecast growth in the range of 0%-0.4% per year, cartonboard manufacturers 

are looking elsewhere in order to grow their sales volumes. The markets with 

high potentials for growth in cartonboard demand are typically the same ones 

with a high potential for increases in consumer spending in general. The most 

promising ones are India with forecast 5.6% yearly growth, China with 4.8% per 

year and Eastern Europe with 4.4% per year. All of these markets are clearly 

above the forecast average worldwide growth of 2.4% per year. (Pöyry 2005)

4.6 Retail logistics and sourcing

4.6.1 Store formats

In all of the countries under review, the trend is towards fewer, but larger food 

retail stores. For instance in Lithuania, the total number of grocery outlets fell 

between 2000 and 2004, while grocery retail space increased by 33 percent. 

Similar development is visible in all of the Baltic countries (Mintel 2006). This 

development is driven by the proliferation of larger store formats, mainly super- 

and hypermarkets, as well as discount stores. In Russia, the development has 

been slower with modern retail formats currently covering only 21% of the retail 

trade in Russian big cities. According to a forecast by AC Nielsen, this will 

increase to 34% nationally and 52% in Moscow by 2010 (CEE-foodindustry.com 

12.12.2005).

As illustrated in section 4.2, at higher levels of income, further increases in 

purchasing power tend to go to things other than food. As the wealth is not

45



4. Overview of the current market situation

evenly distributed across population in all regions, but focused in the cities, 

increasing income levels in rural areas would also most likely yield the largest 

increases in food spending. In many regions, the poorest part of the population 

lives in rural areas outside the influence of modern hyper- or supermarkets. In 

addition to the limited spending power in those areas, the other main reason for 

lack of modern retail activity is the population base requirements posed by the 

newer retail formats. Hypermarkets are exclusively located in or near large cities 

and supermarkets almost exclusively in larger population centers as well. Due to 

this, the inhabitants of rural areas are likely to have access to modern retail 

formats, and thus the international retailers’ offerings, only after they can afford 

to use cars on a large scale.

The introduction of the new store formats into the markets is part of a larger 

structural change process. This process, currently underway in the CEE 

countries, is not following the same development path that has been experienced 

in the Western European retail markets during the last twenty to thirty years. 

Rather, as the western retail firms enter the markets, they bring the newest 

technologies with them. As a result, the market development in the CEE 

countries is skipping over a number of development phases (Svensk interview). 

Due to this, and the fact that many firms build their infrastructure from the 

ground up, the retail practices in some places in the CEE countries are more 

advanced than in many Western European markets.

4.6.2 Market fragmentation and geographical challenges in 
Russia

Western retailers started entering the Russian market soon after the breakdown 

of the Soviet Union. Early entrants were various western brand retailers such as 

Benetton and Littlewoods. They were followed by a large number of other 

luxury brands; the economic development has lead to Moscow being currently 

the second most expensive city in the world (Roberts 2005). The first foreign 

food retailer to enter Russia was the Turkish Ramenka with its Ramstore in 

1997, Metro Group followed in 2001 (Mintel 2006). Other western firms to have
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entered the Russian retail market include French Auchan and German Aldi. 

Auchan operates through a hypermarket concept, while Aldi is more focused on 

discount stores.

While the Russian food retail market is roughly 16 times larger than that of the 

Baltic countries combined, no retail chain has so far been able to achieve a 

dominant position in the market. This is partly because the entries have mainly 

been in a very narrow geographic area; most of the development in retail trade 

has taken place within the St. Petersburg - Moscow region that has also seen the 

most rapid economic growth. Only recently have some international food 

retailers shifted their focus to other big cities. In January 2007, Carrefour 

announced that it would enter Russia first in cities other than Moscow or St. 

Petersburg, stating that the competitive situation in these cities was already too 

tight to make entry there attractive. Carrefour already has experience of 

expanding into smaller cities in developing markets through for instance its 

ventures in China. Other large geographical areas now starting to attract foreign 

expansion include Nizhniy Novgorod and Yekaterinburg; each with over one 

million inhabitants (Mitronen interview) and for instance the French retailer 

Auchan already has a number of stores in these and other cities as well.

There are also a number of factors making expansion by western retailers in 

Russia more difficult. These include the high levels of crime, including organized 

crime, the at times difficult regulatory environment with changing regulations, the 

high initial cost of establishing a supply network in Russia, leading to high entry 

costs. At the same time, the prices in the food business are still low (Roberts 

2005), leading to relatively low margins. Traditionally the suppliers in Russia have 

had a very strong bargaining position compared to the domestic retailers; this 

has caused a number of issues with the establishment of new supplier networks 

by international retailers. The opposition of local suppliers has resulted in goods 

shortages at times, especially before the supplier relations are fully established, 

such as in the case of geographical expansion. This is because most retailers have 

found that they need to stock local products in addition to the goods in their
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standardized product selection. Although such supply problems are becoming 

less common in the St. Petersburg and Moscow areas, it is likely that foreign 

retailers will again encounter similar difficulties as they expand operations to 

regions beyond Moscow.
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Figure 4.5 Map of Russia

The vast geographical scale of Russia poses problems for logistical systems and 

infrastructure. These issues are partly a cause for the slow expansion into other 

areas in Russia by foreign retailers (Mitronen interview). The Moscow and St. 

Petersburg regions are currently the focus of most western retailers. Although 

they are relatively close to one another by Russian standards, the distance 

between the cities is almost 700km. The next large cities beyond Moscow, 

Nizhniy Novogord and Kazan are 400 and 800km from Moscow, respectively. 

This poses challenges for creating reliable logistics networks, especially in the 

case of perishable products. Expanding the logistical system entails very large 

initial costs (Mitronen interview). Given the large geographic scale of the Russian 

markets, there are also inevitably large cultural differences between the regions. 

Typical Russians already differentiate clearly between the St. Petersburg and 

Moscow markets, but cultural differences with the less developed regions further 

inside Russia are larger still.
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4.6.3 General Aspects of Private Label Sourcing

Private label products are quickly becoming a mainstay in the selections of nearly 

every large food retailer. The main advantages the firms seek through the 

introduction of such products are increased market power by strengthening and 

growing their position in the supply chain, as well as an increased share of the 

total value added. Private labels also have a large impact on the brand 

development of the supermarket chains, making the store brands more 

important (Ailawadi and Keller 2004)

Traditionally private label products were of inferior quality, offered at low prices. 

This still influences the perception of such products among many consumers. 

This is despite the introduction of higher-end private labels in which quality no 

longer is inferior to the big national brand products competing for shelf space 

and customers attention (Mitronen interview). This development is not yet 

apparent in all market areas, for instance in Russia private label products are still 

very price-oriented, aiming to gain business from the more price-sensitive 

customer segments, typically those with lower levels of disposable income (CEE- 

foodindustry.com 12.12.2005).

Traditional brand product manufacturers are often put into a difficult competitive 

position, many having to work both as independent brand producers and 

suppliers for the private labels. Common competitive actions as they attempt to 

maintain their competitive position have been the introduction of new 

technological innovations, as well as a forceful emphasis on brand-building. The 

traditional manufacturers often try to avoid direct competition against the 

private labels and many attempt to position their brands higher than the private 

label ones (Verhoef et al 2002).

Potential new private label products are discovered through a number of 

sources, including organized market analysis, but also commonly by 

benchmarking the A-brands or competitors’ brands, through trade fairs and from 

within the organization, such as through individual shopkeepers. These ideas are
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then refined into exact product requirements for which potential suppliers are 

sought. Normal channels used for searching for suppliers include leveraging 

existing contacts with current suppliers as well as the use of various online 

auction services to an increasing degree. Once the supplier has been chosen, 

further changes and refinements may be done on the product in cooperation 

with the supplier. An important part in the supplier selection process is the 

audits; done through a third party or by the retail firms itself. These commonly 

focus on ensuring the quality and safety of the product and processes used. 

(Kalervo interview)

The packaging of the private label products is primarily based on the wishes of 

the retail firm commissioning the production of the package. Factors influencing 

the design of the packaging include the use of transport modules that place 

requirements on the outer dimensions of the packages, the logistical systems 

used and the ease of transport within the stores, such as through the use of 

transportation packages which can be placed as trays directly on the shelf. 

Despite this, the actual characteristics of the product package are influenced by 

the production possibilities of the suppliers. The packaging machines may only 

support a limited amount of packaging types and shapes. The packaging materials 

are also subjected to various requirements, but these are very dependent on the 

actual product in question. The only packaging materials which typically have 

systematic policies regarding them are materials which are in some way harmful, 

such as the use of PVC due to the chlorine it contains. The packaging prints for 

private label products are typically designed in-house or in cooperation with 

external advertising agencies and sent to the supplier. (Kalervo interview)

Changing cost structures of the various raw materials also influence the choices 

of the food retail firm. Although changes in the costs are initially typically 

incurred on the supplier, eventually these will be transferred to the retail firm to 

some degree, typically when the supplier contracts are renewed. Given the 

ordinarily strong bargaining position of the retail firms, suppliers may face 

difficulty in transferring the increases in costs forward. An example of this is the
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rising costs of the producers of plastic packaging as the price of oil increased in 

2006. The packaging manufacturers could not rapidly change the pricing of their 

products, drastically decreasing their margins (Taloussanomat 10.8.2006). 

However, if the changes are large and long-term enough, they will be eventually 

transferred forward as otherwise the suppliers operations would become 

unprofitable, driving them out of business.

4.7 Presentation of key retailers

4.7.1 Introduction

As shown in Figure 4.6, the size of the food market in Russia is around 16 times 

of that of the Baltic countries combined. Due to this, the Baltic market is less 

likely to attract a large number of foreign retailers as the market is likely to be 

saturated if many internationals enter, as happened in Poland (Dries et al 2004). 

This in part illustrates the differences in market attractiveness between the three 

Baltic countries and Russia.
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Figure 4.6 Total food sales in MEUR (2003) (Mintel 2003)
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The retail market in the Baltic countries is dominated by a number of 

international retail groups, listed in Table 4.1. As the 2003 data shows, the 

Lithuanian retailer Maxima is the market leader in the Baltic markets as a whole. 

The second is RIMI Baltic, which is the result of the merger of Kesko and ICA 

Ahold in 2004. Super- and hypermarkets, as well as discount stores account for 

almost all of the sales of the international retailers in the Baltics. In most CEE 

countries, the national retail firms traditionally dominating the market have not 

yet matched the development, rather opting to keep their small shops. Despite a 

few exceptions, most of them do not have much influence in the current 

markets. Typically foreign retailers enter the markets by offering discount prices, 

later improving their selection and product quality after they have achieved a 

foothold in the new market (Svensk interview).

Table 4.1 Top retailers in the Baltic countries by sales (Mintel 2003)

Chain Sales million EUR

Maxima 979

Kesko 328

ICA Ahold 293

CBA Aibe 176

Stockmann 19

In Russia, the food retail market is still very fragmented, with the top five 

retailers controlling only 4.2% of the total retail sales (Louhivuori 2004). The top 

retailers in Russia are listed in Table 4.2. The market situation is changing rapidly, 

in 2006 Magnit was the second largest retailer although it did not make the top 

five two years before (Mintel 2003, Mintel 2006). This is mainly due to extremely 

rapid firm growth; many firms have sales more than double year-on-year. The 

same process is likely to continue in the future as well, due to the heavy market 

fragmentation. Metro Group was the market leader in Russia in 2003; it is
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analyzed in more detail as an example of foreign market entrants in the following 

section.

Table 4.2 The largest retailers in Russia, 2004 estimate (Louhivuori 2004)

Chain Sales million USD

Pyaterochka 1,425

Metro 1,059

Perekriostok 771

Auchan 640

Sedmoi Kontinent 600

4.7.2 Metro

Formed in a merger of three German retail firms in 1996, Metro is currently the 

second largest retailer in Europe (Metro 2006) with operations in 30 countries. 

It has conducted international expansion at a rapid pace, and was also the market 

leader in Russia in 2003. In 2005, it generated approximately 30 billion of its total 

revenue of 55 billion euros from international operations and was among the top 

three retail firms worldwide by revenue. Metro Group entered Russian market 

with its cash and carry -format, through which it has conducted its expansion so 

far. Initially it did not expand into super- or hypermarkets, but has recently 

started such an expansion and as of August 2006 operated three hypermarkets in 

Russia (Metro Group homepage). Metro has followed a similar strategy when it 

entered other international markets, establishing a supply network in the country 

through one retail format and then leveraging it by expanding into other retail 

formats as well.

Metro Group has centralized purchasing and other support functions into an 

organization-wide unit aiming at creating economies of scale through 

concentrated sales volumes. Despite this, Metro Group Buying International 

(MGBI) is implementing a change from entirely centralized buying to regional
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buying centers. There will be four such centers in Europe, the one in the east 

covering Ukraine and Russia. (Metro Group homepage) MGBI handles all the 

supplier negotiations, as well as related functions such as advertising and product 

data management. The change towards regional buying centers also aims at 

increased regional coordination. Previously there was only ad hoc cooperation 

within regions, despite the centralization of decision-making.

Metro Group also sells products under a range of its own private labels, such as 

“Cali” for fruits and “Grunes Land" organic food products. The same brands are 

normally launched in the various international locations the firm operates in, 

although the schedule may vary. Although it also offers a number of national 

brand products, a large share of the products offered in Metro Group stores are 

private label.

MGBI also operates extensive online supplier portals, providing functionality such 

as e-auctions, category management, data warehousing and private label 

management tools. The services from this portal are intended to optimize the 

supplier response to shifting demand and thus optimize Metro’s sourcing 

operations (Metro Group homepage).

4.7.3 Rimi

Rimi Baltic was formed through the merger of the Baltic retail businesses of the 

Swedish-Dutch ICA and Finnish Kesko in 2004. The Finnish Kesko had begun its 

Baltic expansion already in 1994, first in Estonia and later expanding into Latvia in 

2001. ICA had operations mainly in Latvia as well as some in Lithuania prior to 

the merger. In 2003 Rimi Baltic had operations in all three Baltic countries and 

was number two in the total market share by revenue, the market leader being 

the Lithuanian Maxima. Despite this, Rimi Baltic was still the market leader in 

Estonia and Latvia in 2005. It mainly operates hyper- and supermarkets, but its 

operations also include a number of discount stores, which in fact were the 

channel through which Kesko originally entered the Estonian market during the 

initial stage of its Baltic expansion.
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Rimi Baltic does its sourcing through a number of channels. Private label 

products and the big label products are sourced through a Baltics-wide 

organization, aiming at economies of scale and low supplier prices through large 

volumes. Some sourcing is also done through the use of international auctions. 

Some products, mainly those by Euroshopper, are also sourced together with 

other firms in an international cooperative operation. Other sourcing is done on 

a country-by-country basis, mainly focusing on national products and smaller 

brand products. Furthermore, local products are typically sourced by each 

individual shopkeeper; in this category economies of scale are very limited at 

best. Although both Kesko and ICA have the majority of their operations outside 

the Baltics, little cooperation is done in the sourcing with their operations in 

other countries. This is in part due to the ownership nature of the firm, as its 

ownership is divided equally between two firms which do not cooperate in other 

markets, therefore there is not a natural common ground for creating more 

widespread sourcing cooperation. (Svensk interview)

Kesko decided to sell its stake in the joint venture in late 2006. Due to this, ICA 

Ahold will be the exclusive operator of Rimi Baltic in the future. This may 

potentially lead to an increase in sourcing cooperation with other ICA areas, as 

other international retailers often attempt to maximize economies of scale 

through international sourcing operations.

4.7.4 Maxima (formerly VP-Market)

The Lithuanian Maxima is the current market leader in the Baltic market. It 

operates various types of stores under the “Minima”, “Media”, “Maxima”, 

“Saulute", “T-Market” and “Albinuta” brands. Maxima has grown very rapidly; the 

turnover has grown by 20%-40% annually. In addition to the Baltic market. 

Maxima also recently expanded its operations into Romania and Bulgaria, both of 

which joined the European Union in the beginning of 2007. Maxima currently has 

a 35% share of the Lithuanian market, as well as 20% of the Latvian market 

(Maxima homepage). It entered the Estonian market at a later stage and does not 

currently have a leading position in the market. Despite this, it has expanded its
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operations Estonia very rapidly as well, opening up new stores and increasing the 

third quarter sales in Estonia by 57% year on year in 2006.

The latest Baltic market entry for Maxima was Estonia in 2004, where it entered 

with its T-Market discount stores (Turun Sanomat 3.12.2004). Maxima 

representatives have claimed benefits from local market know-how, especially 

through their emphasis on Russian-speaking staff. Maxima also has a selection of 

its own private label products, like the other large retail firms in the Russo-Baltic 

area and elsewhere. Their sourcing is currently focused on products produced 

locally in the Baltic region. Examples of such products where Maxima claims an 

edge in local sourcing are dairy products. Another source of differentiation is the 

emphasis on hiring Russian-speaking staff, which is not so common among the 

competitors, especially the international food retailers. This has helped Maxima 

to attract a relatively large share of the Russian-speaking clientele, for instance in 

Estonia.

Although currently privately owned, Maxima’s IPO plans have also been 

discussed in various sources. In addition, continued international expansion, 

especially into Poland and Belarus has been discussed by Maxima representatives 

in various newspaper interviews.

Retail competition in the Baltic countries is becoming more intense. The market 

consolidation is much more advanced than in Russia and the offerings are 

growing more rapidly than the general purchasing power, which often requires 

winning the competitors’ customers. This may lead to other forms of 

competition as well, for instance, there have been cases in which Maxima s 

buyers in the hardware business have been acquired by the competing K-Rauta in 

Lithuania (Turun Sanomat 3.12.2004).

4.7.5 Other Retailers

In addition to the largest firms in the markets presented in more detail in the 

previous sections, there is also a large number of other firms operating within 

the retail industry in each of the Russo-Baltic countries. In Estonia, in addition to
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the stores operated by Maxima and Rimi Baltic, the largest retailers are the 

department store operator Kaubamaja, which also operates its own 

supermarkets under the Selver brand and the ETK cooperative.

In Latvia, a number of domestic food retailers are still active in competition 

against the foreign firms which have a dominant position in the market. The 

domestic firms suffer from a lack of resources which would enable them to 

compete effectively against the foreign firms. In addition to Rimi Baltic and 

Maxima, a number of other international, mainly Lithuanian, firms also operate 

within the Latvian food retail market. These include CBA Aibé and IKI both of 

which have operate smaller stores.

In Lithuania the food retail market is dominated by Maxima. A majority of the 

other large food retailers is also Lithuanian; these include Norfa, the IKI group 

and CBA Aibé. Norfa operates supermarkets only. IKI has supermarkets, 

convenience stores and discount stores while CBA Aibé operates a large amount 

of smaller stores. Norfa is branding itself as the cheapest alternative in the 

market, while IKI aims at a more luxurious image. IKI introduced a range of 

private label products in 2005 (Forbes.com 25.7.2005) and Norfa also has a range 

of private label products.

In Russia, the largest food retailers in 2005 were the domestic Magnit and 

Pyaterochka. They mainly operate relatively small discount stores, with store 

networks covering the entire Russia, whereas foreign food retailers are still 

mainly operating in the St. Petersburg and Moscow regions. In May 2006, 

Pyaterochka merged its operations with Perekriostok, another discount food 

retailer, creating the largest food retail firm in Russia. Pyaterochka offers a 

limited selection of private label products, mostly focusing on competitive 

pricing. Magnit is currently the second largest retailer in Russia, with 

approximately 1500 stores in 470 cities. It operates mainly discount stores and 

offers a limited amount of products, typically around 500 items, under its own 

private label brand. Magnet. The French retailer Auchan has expanded its 

operations in hypermarkets as one of the leading foreign food retailers in Russia.
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It had a total of seven hypermarkets in 2005, and is actively pursuing a low-price 

position. It has operations mainly in Moscow, but also hypermarkets in Nizhniy 

Novgorod, Yekaterinburg and St. Petersburg.
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5 Scenario development

5.1 Introduction

The phenomena presented in the previous chapter can be further organized into 

a limited number of driving forces that can be used as a basis for building the 

scenario framework. Building a usable model for analyzing the market 

development requires simplifying the observed phenomena, and even ignoring 

some of them completely. The interviews and review of news and trade journal 

articles provide a basis identifying the most central trends, which in turn form 

the driving forces affecting the industry change.

The goal commonly presented in scenario literature is that the driving forces 

should be orthogonal, in other words that they exist and act independently of 

one another. However, in the real world none of the identified driving forces 

exist in a vacuum, but rather they have linkages through which they influence 

each other. A number of these linkages are also presented and briefly analyzed in 

this chapter.

Of the identified driving forces, the three most central are selected as the axes 

for the framework, on which the final scenarios are constructed. The framework 

and its axes are presented in more detail and the internal coherence of each of 

the potential combinations of the axes is briefly analyzed. Out of the eight 

possible combinations in the three-dimensional framework, those that are 

internally coherent are then selected as the bases for the final scenarios and 

analyzed in more detail.

The final scenarios, developed using the framework, are presented in the next 

chapter. For each of the scenarios, the impact for the retail industry is analyzed. 

In addition, the changes these scenarios will bring to the entire value network 

and the balance of power within it is analyzed.
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5.2 Identified driving forces in the retail industry

The variety of trends simultaneously taking place within the Russo-Baltic food 

retail market is vast. At the same time as the economies themselves are 

undergoing a rapid change, an equally dramatic change is taking place within the 

retail sector. The various trends presented in chapter 4, identified through the 

interviews and a number of newspaper and scientific articles, can be grouped into 

six main categories. These categories are listed and briefly described below.

5.2.1 Macroeconomic development

Increases in individual incomes have a definite impact on the propensity of 

individual consumers to spend more money on food. These increases in incomes 

are driven by the growth of the national economies themselves, as well changes 

in the income distribution. The various enablers of economic growth vary 

country by country, but the growth potential of the GDPs in Russia and the 

Baltic countries is most likely larger than in the Western Europe due to the slow 

economic growth in the preceding decades. Despite this, as illustrated in section 

4.3.1, the increases in GDP levels are not likely to bring about equivalent 

increases in food spending.

Other macroeconomic factors that can affect the food retailers include variations 

in currency rates and policies. Currencies have a major impact on international 

business, short term fluctuations in exchange rates can impact the national 

primary current account, as rising prices of foreign goods boost the demand of 

domestic products and improve the international competitiveness of domestic 

producers and vice versa. However, these short-term currency rate fluctuations 

have little impact on the actual business development and investment decisions. 

For long-term decisions the stability of the currencies, which can have a major 

impact on the risks faced in investments and business done in different 

currencies, is more important than short-term gains.
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Political risks are very real in the countries included in this study, especially in the 

case of the Russian market. Its risks have been repeatedly pointed out in a 

variety of sources. If realized, some of these political risks can have a dramatic 

impact on the macroeconomic development of the entire region, significantly 

affecting the retail business as well.

5.2.2 Role of sourcing

The key trend in sourcing for the food retail firms is the proliferation of the 

private label brands and the changes this brings with it. A large majority of the 

major food retail firms are currently offering at least some private label products 

as a part of their selection. The share of such products in the total portfolio 

varies firm by firm, but the overall trend is towards more and more private label 

products. In most cases they are assumed to coexist with national brand 

products, with private label products complementing the products with a heavy 

emphasis on branding. Non-private label products with a focus on low prices and 

little emphasis on marketing are becoming rare and have in many cases already 

been replaced by private labels.

The systems and processes used for procuring and managing the private label 

products develop simultaneously with the proliferation of the products 

themselves. This can already be seen for instance in the gradual introduction of 

e-auctions as a part of the procurement toolkit; although its share of the total 

purchasing volume is still typically low, it is steadily increasing. This can also 

further refine the processes the food retailers use in controlling the 

manufacturers of the private label products. For instance, the higher-end private 

label products that are currently being introduced typically place stricter 

requirements on the product quality, as well as on the appearance and layout of 

the product.

The increasing importance of private label products also brings a number of 

challenges with it, for instance the food retailers need to focus on brand 

management at a new level. The store brands need to be established, which
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normally requires a focus on the branding process and related factors, such as 

graphic and package design, so that they support the brand image the firm is 

trying to build. With the introduction of higher-end private label products, the 

role of marketing in the retailers’ operations will increase. The major Western 

European food retailers, such as Carrefour and Tesco, have already launched 

ranges of such products. Private label brands are also a method for retailers to 

differentiate themselves from the competition. Since all major retailers typically 

offer the same national brand products, private label products are an area where 

they can seek competitive advantage through differentiation. Private label 

products can also help alter consumers’ perception of the firm.

5.2.3 Retail chain expansion

One of the most evident trends is the international expansion of the food retail 

firms. For instance in two of the three Baltic countries, Estonia and Latvia, the 

market is dominated by foreign retailers. Although the Russian food retail market 

has seen slower entry by foreign firms, there continues to be interest in doing so 

among many western retailers. Given that the market volumes are growing much 

more rapidly than in the established markets, firms seeking growth are quite 

likely to seek opportunities there in the future as well.

Despite the many reasons for continued international expansion, there are also a 

number of factors inhibiting international retail expansion. In the Baltic countries, 

the food retail markets are relatively small and the firms already operating in the 

market have established dominant positions, making further entry more difficult. 

The Russian market, while larger and more fragmented, is also more difficult due 

to its large scale that requires larger initial investments, and the unpredictably 

changing political and economical environment

Some of the largest food retail firms operating in the Russo-Baltic region were 

presented in section 4.7. Although additional firms may enter the market, it is 

likely that they will have similar operating procedures and focus as the firms 

presented. This is especially true of the Russian market, where the firms that
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may eventually gain a dominant position are not yet clear, but most are following 

similar expansion strategies and focusing in the largest cities in Western Russia.

5.2.4 Geographical coverage

The larger store formats demand a certain population base in their vicinity in 

order to be profitable. This often limits hypermarkets’ locations close to the 

larger cities, while smaller population centers only may only have a supermarket 

or smaller stores. Although the population base requirements are quite simple to 

calculate by themselves, a number of other factors also influence the choices of 

retailers in their geographic expansion

One of the most important other factors is the logistical support the modern 

store formats require. They need to have warehouses and suppliers in proximity, 

increasing the cost of geographic expansion and the complexity of the planning 

and contracting activities required. The impact of these difficulties is especially 

clear in the Russian market, where cities with even around one million 

inhabitants have so far failed to attract the international retailers. Only recently 

have the retailers begun expressing interest in further geographical expansion. 

One example of this is Carrefour’s recent announcement that it will start its 

expansion into the Russian market in cities other than St. Petersburg or Moscow.

5.2.5 Store format modernization

Another key trend in food retailing is the shift in store types from small 

convenience stores to super- and hypermarkets. Such developments are already 

very evident in Western Europe, and the same market forces that caused the 

change there are driving the change in the Russo-Baltic region as well. The main 

reason for building hypermarkets is the increased efficiency larger stores bring, 

but in the end the shifting consumer demand patterns are what drives the 

change. One factor contributing to the proliferation of especially the 

hypermarkets is the increasing share of population owning cars. It is normally
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necessary that a majority of the customers come to the hypermarkets by car, in 

order for them to be able to cover a large customer base.

Especially in the Russian market, the change in retail formats is driven by the 

entry of western retail firms into the market. Although the Russian food retailers 

are also becoming increasingly consolidated, their store base is still very much 

built around the small convenience store format. They do have a limited number 

of super- and hypermarkets, but the core of their business is still built around the 

convenience stores covering a majority of the Russian cities. The needed 

population base also limits the possible proliferation of hypermarkets, making the 

survival of the convenience stores to some degree very probable, unless drastic 

changes occur in the market.

5.2.6 Changing consumer preferences

Environmentalism is increasingly important for consumers in Western Europe. 

The effects of this are readily apparent in many markets. An example of the 

environmentally focused marketing and product design practices is the increasing 

popularity of organic food in many European countries, Germany being among 

the most advanced in this respect. Other environmental pressures are also 

evident, such as in the case of Tesco announcing that it is adding C02 labels to all 

its products.

Similar trends are not yet obvious among the general consumers in the Russo- 

Baltic region. Especially in Russia the need for refined packaging still outweighs 

the economic and environmental savings which could result from reduced 

packaging. Despite this, it is possible and to some extent even likely that the 

increasing environmental awareness will spread to Russian consumers as well, 

especially as they become more affluent. This could imply that the product 

requirements become similar to those currently in Western Europe, but with 

the most recent improvements quickly introduced as we have already seen in the 

international retail expansion with the newest practices immediately 

implemented in the new areas.
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It is also possible that there will be some kind of a counterreaction to the 

proliferation of larger size stores, as a portion of the consumer base will not 

have access to these. For instance consumers without cars will have difficult 

access. Consumer preferences may also shift in other ways. The impact of this is 

difficult to predict, and on the short term, during the next five to ten years, it is 

not very probable that significant changes in preferences will occur.

5.3 Interdependencies between the driving forces

5.3.1 Economic growth and income distribution

The rate of economic growth has a significant impact on the incentives for 

expansion in the food retail sector. It is a driving force behind many of the 

factors having an impact on consumer behavior and consumption possibilities. 

However, as stated before, the impact of the economic growth on food spending 

is also dependent on the distribution of the additional income. Better-off 

consumers are not as likely to increase food spending as much as their income 

level increases.

The rate of economic growth is of course itself a result of a large number of 

different factors. This makes even large variations in the growth rate possible and 

also difficult to predict in anything but the short term.

5.3.2 Store concepts and proliferation of cars

The proliferation of new store concepts, mainly the hyper- and supermarkets, is 

dependent on the ability of the consumers to access the stores. The consumers 

typically need own cars in order to be able to access the larger stores typically 

located further away from their homes or workplaces. An additional factor 

affecting the consumers' mobility and thus the hypermarket proliferation are the 

costs associated with not only owning, but also using their cars. Rising fuel prices 

may make far-away hypermarkets less attractive, despite lower prices at the 

stores themselves. On the other hand, rising consumer income levels typically
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both increase car ownership, as well as decreasing the impact of the costs 

associated with everyday car usage.

The impact of these factors on consumer behavior is dependent on the level of 

income in the countries, as well as on the prices level of the cars and fuel. 

Consumer attitudes also play a large role in determining how much the 

consumers are willing to own and use cars as a means of transport. For instance, 

the status given to owning a car and ecological values both impact the amount 

consumers are willing to spend on cars.

5.3.3 International entrants and retail practices

The change in practices used by the retailers is in part driven by the entry of the 

large international food retailers into the Russo-Baltic food retail market. It is 

extremely unlikely that they would enter using out-of-date practices. In cases 

where they enter new markets, the newest practices are always included. The 

exact scale of the practices included may vary according to the local conditions.

The most important changes for the suppliers are the increased share of private 

label products, as well as the more developed sourcing practices. These have an 

impact throughout the entire value network. The international expansion is also 

in part driven by the economic factors analyzed in section 5.3.1.

5.4 Combination of the driving forces into the scenario 

axes framework

The trends presented above can be prioritized and combined to form a basis for 

the scenario framework. In this case the trends can be combined into three axes. 

An illustration of the factors affecting these trends and some of the 

interdependencies is presented in Figure 5.1.
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Retail industry environment

Offerings

Degree of corruption

Currency rates

Geographical challenges

International entry

Consumer food spending

GDP Growth

Political stability - Income from exports

Consumer preferences 
Cultural Issues

Store formats

Private labels

Sourcing practices

Consumer car use

Figure 5.1 A causal tree of the factors influencing each of the three scenario axes

The scenario axes are presented next along with the reasoning through which 

the relevant trends are included in them.

5.4.1 Consumer food spending

The macroeconomic forces form the background for the operating environment 

of food retailers. The impacts of the other driving forces listed above on the 

macroeconomic development are negligible, as they typically only influence a 

small part of the total economy. The macroeconomic development does have a 

definite impact on many of the other driving forces identified, but it is a clear 

primary driver of consumer demand and thus the retail trade development. In 

addition to purely quantitative factors driven by the economic growth, consumer 

tastes also have a similar impact on demand and influence the sales through 

changes in the purchasing power.

The consumer food spending is the main determinant for the market size in the 

respective countries. It is primarily driven by the macroeconomic growth, mainly 

the growth in the GDP, but is also influenced by the income distribution as 

described in section 4.2.
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The axis reflects the total quantity of consumer spending on food, which is the 

main determinant of market size for the food retailers. In this scenario 

framework it reflects the growth rate of the food retail market in the respective 

country or region.

5.4.2 Internationalization of actors

Retail chain expansion and geographic coverage are clearly related and have a 

similar impact on the industry in the regions affected. Further retail chain 

expansion eventually requires geographic expansion as well as the first markets 

become saturated. Therefore their effects can easily be treated in a similar way, 

warranting their combination into one scenario axis.

This axis combines the amount of international competitors in the market, and 

all the factors which have an impact on this. In addition, it includes a variety of 

choices made by the retailers, such as the geographic focuses and the logistical 

infrastructure they choose to build. Although the range of actors in the market is 

most influenced by the choices of the international food retail firms on whether 

they choose to enter the market, the decisions of the domestic firms also have 

an impact on this category. Examples of influential actions by domestic actions 

include mergers or aggressive growth plans and modernization programs.

In the minimum end of this axis is a market in which all or nearly all of the firms 

are of domestic origin and have not undergone dramatic consolidation or 

growth. At the other end is a market that is dominated by foreign firms, with 

domestic competitors having at most a marginal position in the market. The food 

retail market situation in Roland is an example of this kind of extreme degree of 

internationalization, which also has had a negative impact on the profitability of 

the retail operations in such a saturated market.

5.4.3 Offerings

The modernization of store formats and that of sourcing procedures are both in 

part driven by international influences and competitive pressures. They also
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serve as an indicator of the overall modernization of the procedures used by the 

food retailers. In addition, they have the clearest impact on the various 

qualitative demands placed on the suppliers.

This axis includes the selection of products that will be available through the 

food retailers. The single most important determinant in this axis is the amount 

of private label products the firms offer. For products other than private label, 

the critical factor is the shares of national brand and local products respectively.

The offerings also include the store concepts available, in other words the 

market share of hyper- and supermarkets. The market share of hypermarkets is 

highly dependent of the modernization of procedures, as well as likely the 

international competition.

In addition to the actions and intentions of the retailers, a main driver for the 

offerings in the market is the consumer preferences. These determine the 

products that are demanded by the customers and therefore sold by the 

retailers. Changes in consumer preferences that can impact on food spending are 

also included in this axis. These changes potentially include preferences for store 

types, potentially influenced by the amount of cars, and product characteristics 

such as environmental values.

5.4.4 The scenario framework

The three axes presented can be combined to form a three-dimensional scenario 

framework for constructing scenarios. This framework is illustrated in Figure 5.2.
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High consumer food spending

Few hypermarkets or private label

LocalInternational

Hypermarkets and private labels dominant

Low consumer food spending

Figure 5.2 The scenario axes included in the framework

The framework allows the construction of scenarios by combining different 

values from each of the axes. Choosing extreme values of each axis allows the 

construction of explorative scenarios which differ significantly from each other, 

thus helping to expand the possible views on the situation. The different 

combinations of extreme values of these three axes result in 8 different potential 

scenarios. These are illustrated in Figure 5.3. Next, each combination is briefly 

analyzed for internal consistency.
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High
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modernization

International Local
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7 8
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demand demand
growth growth

Figure 5.3 The different combinations of the scenario axis values

A number of the combinations in the scenario axes framework conflict the 

scenario requirement of internal consistency. The entry of international retailers 

is almost certain to be associated with the use of modern store formats and 

operating procedures. It is not plausible that they would enter using old- 

fashioned practices. Due to this, the combinations of old practices and 

international firms, in essence the scenarios 5 and 7 are left outside further 

analysis.

In addition, it is unlikely that the traditional retailing practices will remain 

unchanged in any case; it is very probable that at least some modern practices 

are eventually taken up by the existing retailers, even in the case where no 

foreign competition exists in the market. Due to this, even the scenarios with 

local firms are likely to exhibit varying degrees of modern procedures, although
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this is likely to be less than in the scenarios with international competition. The 

utilization of modern procedures and offerings axis is most likely to vary 

between medium and high degrees. Due to this, the scenarios 6 and 8 are 

unlikely to take place in a pure form, but the scenarios with only local retail firms 

are likely to have a medium degree of modernization.

The resulting four scenarios do not have clear internal inconsistencies. Therefore 

they are developed further and analyzed in detail. This analysis is presented in the 

next chapter.
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6 End scenarios

6.1 Open-market growth

Growing, attractive 
market environment

Wide-scale 
international entry

Modern retail 
formats & procedures

Strong demand for 
high-end brands

Wide selection of 
private label products

Low & medium size 
brands replaced

Figure 6,1 The causalities in the open-market growth scenario

6.1.1 Description

This scenario entails continuing rapid economic growth in the Russo-Baltic 

region. In addition, the increases in incomes are distributed relatively evenly 

among the populace, causing an increase in the purchasing power and the 

consumer food spending.

In this scenario the retail markets are assumed to be open for international 

entrants, who in addition seize this opportunity and enter the markets. The 

international entry is driven by the attractive market conditions, brought on 

mainly by the increase in food spending. This leads to a saturation of the markets 

by large retailers until entry by others is no longer very attractive. Due to this, 

most of the market is dominated by international food retailers and operations 

have an international focus. Market saturation also implies that most mid-size 

cities are also likely to have a store by a major retailer, as increasing competition 

in the largest cities is likely to encourage firms to seek business opportunities 

elsewhere.

The increasingly international retail market will also lead to increasing usage of 

modern procedures in sourcing and product management, as well as to modern 

store concepts. Private label products will become increasingly ubiquitous and 

purchasing and sourcing will become more tightly coordinated and the methods
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used will closely mirror those used in the most advanced markets. The significant 

influence exerted by the international firms will also have an impact on the way 

the local firms do business, as pressures for lowering costs and improving 

efficiency will grow. The international firms will most likely build their entire 

operations around the discount stores and super- and hypermarkets. These 

market segments will be fiercely competitive, as the open markets encourage 

further international entry if underserved market segments remain to be 

exploited.

The leading causes for this trend, in essence the economic prosperity and 

international openness also have the largest likelihood of other trends felt 

internationally also influencing the Russo-Baltic region. This implies that 

increasing environmental awareness is most likely to have an impact on 

consumer behavior in the scenario, as has occurred in the case in Germany with 

the increasingly popular organic food products and with the food retailers’ 

carbon ratings in the UK.

6.1.2 Factors leading to this scenario

The requisite factors leading to this scenario are market openness, which also 

includes other factors making foreign direct investment in the retail market 

attractive, and economic growth driving additional food spending. Market 

openness in the Baltic countries is quite likely at least for the European retailers, 

as all three states are EU members. In Russia, fulfilling this condition requires 

more changes from the current situation, especially related to the political 

stability and equality in distribution of income. This scenario assumes the 

continuation of the current trends in rapid economic growth and increasing 

international cooperation, as well as that the risks often pointed out for these 

markets do not materialize.
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6.1.3 Impact on the value network

This scenario entails a market dominated large international retailers and the 

modern operating procedures they bring with them. The large retail firms wield 

a great deal of market power and are likely to reduce the margins of local 

producers, possible driving inefficient ones out of business. The margins of 

product manufacturers, whose brands are replaced by private labels, will be 

reduced even further. With the exception of local specialties, the production of 

most products may also be done outside the country in question, for instance in 

only one Baltic country for the entire market. The local and international 

products with strong brands are likely to remain in this scenario, leaving their 

production as before except for the most likely increased volumes the market 

growth will entail.

On the flipside of the increasingly concentrated buying and low margins are the 

very large volumes typically ordered from the selected suppliers. This can make 

production profitable even while the margins may be lower than before. The 

products specifications will also be controlled to a larger extent by the retailers, 

giving the suppliers less choice in the raw materials and the production methods 

used. These changes are also likely to be reflected further up the value network 

to the raw material producers.

The increasing consumer affluence in this scenario has also the potential to alter 

consumer values, for instance towards more ethical or environmentally friendly 

products. Due to this, the demand of certain raw materials may not increase at 

the same pace as the total market grows. For instance, the increase in 

cartonboard demand may be slower as the consumers start demanding products 

with less packaging materials used.
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6.2 Closed-market growth with modern procedures

Rapidly increasing 
local retailers' sales

Inhibitors to Market dominance
international entry \ > by locals

Possible barriers for 
international suppliers

Less pressure for 
low/medium brands

Figure 6.2 The causalities in the closed-market growth with modern procedures scenario

6.2.1 Description

In this scenario, international entry into the markets is very limited due to a 

number of possible causes. Despite this, the food retail market is growing rapidly, 

as the consumers’ purchasing power increases with the general economic 

growth. This leads to very rapid growth for the domestic food retailers. 

Competition will still take place among the domestic retail firms and pressures 

for efficiency will be present.

International trends are likely to be transferred slightly less rapidly than if the 

markets were open, with international firms actively bringing new methods and 

technologies into the market. Depending on the causes leading to the barriers to 

international entry, the same phenomenon is also possible for changes in 

consumer preferences. For instance, international consumer trends, such as 

environmental awareness may not be transmitted as rapidly as in the open 

scenarios. The share of total demand going to local products may also be larger 

than in other scenarios, especially if consumer nationalism or protectionist 

barriers deter the international entry.

Despite the potential factors slowing the market modernization, it is still likely 

that the modern retail formats and operating procedures will gradually become 

dominant in the market. Due to this, the consumer offerings are likely to
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resemble the open-market growth scenario with hypermarkets and private label 

products both being significant forces in the market.

6.2.2 Factors leading to this scenario

A rapidly growing market is very attractive to potential international entrants. 

Due to this, the negative factors must be significant in order to deter them from 

entering the market. Some potential factors that could result in this type of 

scenario include protectionism preventing international entry or market 

conditions that strongly discourage international investment, such as political 

instability. Also shifts in consumer preferences towards local firms or concepts 

could lead to similar developments.

In addition to direct legislative barriers preventing foreign direct investment by 

the international retail firms, it is also possible that they view the market risk as 

being too high and decide not to enter despite the attractive short-term 

conditions. Given the limitations to international trade many of the prerequisites 

for this scenario entail, the economic growth would in these cases most likely 

have to be driven by some extraordinarily strong domestic factor, such as the 

large-scale energy production and export in the case of Russia.

6.2.3 Impact on the value network

Despite the adoption of modern procedures and concepts, the limited openness 

of the market is likely to have a negative impact on the potential international 

suppliers as well. This puts more focus on the domestic suppliers, who are likely 

to benefit from the market growth. They would not face similar competitive 

pressures as in the open-market growth scenario, but rather a limited-scale 

version of it with some aspects reduced in importance. The number of potential 

suppliers will be smaller and they will interact with smaller retail firms. This 

increases the manufacturers’ relative power within the value network.

The extent to which the factors favoring domestic firms extend to raw materials 

purchases by the food manufacturers depends on the exact reasons for limited
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market openness. However, in all cases a large number of raw materials will have 

to be imported, as they are not available domestically. This is especially true for 

the Baltic countries, who due to their small scale and limited natural resources 

must import a majority of raw materials demanded by their increasingly affluent 

consumers. The protectionist measures in this scenario will most likely take the 

form of tariffs, which may force the firms to buy their products from local 

suppliers, who in turn buy their raw materials locally. The exact impact of the 

tariffs depends on the quantity of the tariffs, the price and quality differences 

between locally and internationally sourced products, as well as on the availability 

of the raw materials on the domestic market.

The modern retailing procedures, which will eventually be introduced in this 

scenario as well, place similar requirements on the upper levels of the value 

network as in the open-market growth scenario. They will still be forced to 

produce private label products with low margins, but the transition will be 

slower. In addition, creating new private label brands will require larger 

investments by the domestic retailers than it does for the international retailers 

in other scenarios with already existing private labels elsewhere.

6.3 Wide-scale international entry with economic 

downturn

Later economic
downturn purchasing power

Initially growing 
market

Wide-scale
international entry Fierce competition ^ driven out of market

Decreasing demand 
for high-end brands

Inefficient retailers High supplier 
pressure

Market dominated 
by internationals

Very large market 
^ share of private labels

Figure 6.3 The causalities in the wide-scale international entry with economic downturn scenario
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6.3.1 Description

In this scenario the market growth is much slower than expected. International 

firms have overestimated the growth potential at least in the short term and 

supply exceeds demand. This leads to fierce competition among the firms, as well 

as to decreasing margins and strong pressures for efficiency in all operations. The 

local food retailers are in a difficult position, facing strong price competition in a 

price-sensitive market. Some local retailers will be forced to exit the market 

completely, resulting in possible mergers and therefore larger domestic players in 

the market, resembling more the international firms they compete against. In 

addition, some of the foreign firms may acquire local competitors in order to 

gain economies of scale in the difficult market.

No further market entry by other international retailers is likely as the market 

situation is no longer attractive. The market share of the international retailers 

depends on the extent to which they entered the market prior to the economic 

downturn. This is especially true for mid-size cities that are typically the focus of 

expansion only after firms have entered the largest cities.

The pressures for efficiency lead to maximal utilization of applicable practices, 

although some retailers may consider exiting the market and therefore limit the 

more expensive investments in infrastructure. Those practices that can be easily 

implemented will quickly become dominant, such as the sourcing which can be 

done in cooperation with other countries and the related selection of private- 

label products.

6.3.2 Factors leading to this scenario

In order to encourage market entry by international food retailers, the market 

situation must at first appear attractive. Given the delays associated with large 

business expansions, the market growth must continue for at least several years. 

Especially booming economies are known for attracting foreign direct investment 

due to higher market growth potential than in mature economies.
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The rapid economic downturn may be caused by the economic bubble, 

developed by several years of rapid growth, suddenly bursting due to relatively 

small negative market news that cause investors to rethink their decisions. At 

this point, the international retailers have already invested a great deal of capital 

into the market and are reluctant to exit despite the rapidly dropping consumer 

demand and margins. They are forced into fierce competition with each other 

and the local retailers.

6.3.3 Impact on the value network

The decreasing consumer demand will be reflected throughout the entire value 

network. Not only will the firms face smaller production volumes, but the 

pressures to reduce prices throughout the supply network will be strong as well. 

This is likely to drive the less effective suppliers out of business. The bargaining 

power of the retailers will increase, as the more efficient international retailers 

capture a larger share of the shrinking market. The impact will also vary 

according to the type of product produced, there will still be demand for low- 

price basic products, which may actually see an increase in volume, but higher- 

priced products are likely to take a hit. This could shift consumer demand from 

national brand products towards the lower priced private label products, further 

reducing the power of the retailers.

Given that many of the procurement processes are not country-specific in larger 

firms, the impact of slower economic growth in one or even all of the Russo- 

Baltic countries is not likely to prevent the use of a large number of private label 

products and joint procurement processes. Therefore, suppliers will face a 

similar demand structure as in the open-market growth scenario, but sales 

volumes will of course be smaller in the case of most products. This international 

nature of the production will lessen the impact in case the economic downturn is 

not Europe-wide but rather limited to only a few countries at the most. The 

production of country or region-specific private label products is less likely in 

this scenario, as they will have little demand outside the country experiencing the 

economic downturn.
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6.4 Downturn across all the axes

Slow modernization 
of procedures
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downturn

Low demand for 
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suppliers of low/medium 

price brands

Figure 6.4 The causalities in the downturn across all the axes scenario

6.4.1 Description

This scenario assumes that the main trends currently visible in the retail industry, 

the growth in consumption, international entry and increasingly efficient sourcing 

procedures are reversed. International firms that have already entered the 

market are not very likely to withdraw; it is therefore probable that markets, 

which are already saturated, will face increasing competition and much more 

price-conscious consumers. At the same time, the domestic firms without 

international operations will face a difficult competitive environment and some of 

them may be forced out of business. Firms operating in areas where the large 

international firms do not invest, such as rural areas and small cities, have a 

higher chance of survival and may even be able to find profitable niches in this 

market.

The retail industry development in the country or countries in question will 

effectively stop for the time being as none of the players in the market will have 

much incentive for further investment. Although development of sourcing and 

other methods is likely to suffer from a lack of incentives to invest, the pressure 

on prices is likely to encourage the utilization of the efficiency-improving 

methods which do not require much initial investment or which can be done in 

cooperation with more profitable markets.
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6.4.2 Factors leading to this scenario

One possible event, which may lead to this scenario, is a severe economic 

downturn, which in turn decreases the incentives to enter the market and may 

drive firms already in the market out of business. This also decreases the 

incentives to do more costly investments in modernizing procedures. In 

comparison with the wide-scale international entry with economic downturn 

scenario, the local food retailers have a larger market share in this scenario. This 

may be caused by an earlier economic downturn or other possible external 

factors such as economic protectionism, which also has a dramatic effect on the 

economic growth. It is also possible that the stagnating growth itself results in 

decreasing market openness, as the fierce competition forces local firms out of 

business.

Regardless of the reasons for the economic downturn, the market is not yet 

saturated with international retailers, as is the case in the wide-scale international 

entry with economic downturn scenario. One possible cause for this is an earlier 

downturn or early signs of potentially increasing risks that deter foreign 

investment.

6.4.3 Impact on the value network

The implications of this scenario for supplier are strict price competition as the 

retailers face dropping margins, but at the same time the retailers have fewer 

incentives for product development, and product characteristics are less likely to 

change and the demand structure on for instance packaging will remain as before. 

This implies slower development in the offerings and the practices used.

The retail market is not as consolidated as in the open-market scenarios as the 

national retailers retain a larger market share. Due to this, the individual retailers 

will be smaller and thus yield less power within the value network. In case of 

protectionism, it is also likely that the domestic suppliers will have an advantage, 

further increasing their power.
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Especially the high-end private label products are less likely to be introduced in 

this market situation, implying a larger market share for national brand products. 

However, even the national brands will face lower demand than in the other 

scenarios. The low-end private label products may be popular, but are possibly 

limited by the limited market openness and the limited market share and store 

network of the international retailers offering those products. The increasing 

market share of the private label products can mitigate some of the power 

transfer from the retailers to the suppliers.
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7 Discussion

This study consists of two main parts. First, in the review of the scenario 

literature, the various methods and suggested approaches for scenario planning 

were discussed and the suitable tools for analyzing the research problem were 

selected and described. Second, the scenario approach identified and developed 

based on the literature review was applied to the research problem. In the 

empirical part the structure of the value network within the food retail industry 

was first outlined analyzing both the related theories and the evidence from the 

industry. This was followed by a description of the key trends identified within 

the food retail market in the Baltic countries and Russia. These identified trends 

were then first used to construct a scenario framework and finally the end 

scenarios.

This chapter is divided into three parts. First, the research findings are briefly 

restated and discussed. Second, the validity and reliability of the study are 

analyzed. Finally, the implications of the results and pointers to future study are 

presented.

7.1 Research findings

The aim of this study, as stated in the introduction, is to provide new insights 

into the factors influencing the demand of the various manufacturers and raw 

material suppliers in the food retail firms’ value network. Other stated aims are 

to gain an understanding of the impact of changes in the current trends on the 

food retail industry itself and to develop multiple pictures of possible future 

developments in order to provide reference points for further analysis of the 

industry developments.

It should be noted that the scenarios presented in this study are only examples 

of how individual markets may turn out. The actual development will most likely 

be some combinations of the circumstances presented in the scenarios. In
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addition, it is also likely that the markets will not develop homogeneously and 

the situation in Russia may develop according to one scenario, while the Baltic 

market develops differently and resembles another scenario. The main structures 

in the scenarios presented are not specific to any one market within the 

countries under analysis, but rather they are general in nature.

A synthesis of the research findings will be presented by briefly describing the 

results for each of the research questions. Answers to the questions listed in 

section 1.2 were found through the analysis, but the need for future studies was 

also clearly evident for some of the research questions.

7.1.1 Research question I: Through what mechanisms the 
different tiers of the food retail value network 
interact?

A theoretical overview of the mechanisms through which the various tiers of the 

value network interact was presented in chapter 3, along with a description of 

the nature of the value network in the food retail industry. Further empirical 

findings on the mechanisms were presented in chapter 4 with special attention 

paid to the demand structure for cartonboard. A major factor analyzed is the 

various sourcing practices of the retailers and their goals. The logic of these 

interactions is also analyzed through the development of the scenario framework 

in chapter 5 and the analyses of the end scenarios in chapter 6.

The key findings are that the changes among the food retailers are indeed 

transmitted to the suppliers and further along the supply network. The changes 

affecting the profitability of the suppliers occur along two main dimensions, first 

changes in the volumes bought and second, through the changes in the margins 

of the firms in each tier. The actual impact of the changes depends on a number 

of factors analyzed in chapter 5. The most important factors are the total 

consumer demand, driven by macroeconomic and institutional factors, and the 

share of private label products versus brand products driven by a number of
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factors including consumer preferences and the degree of retail market 

modernization.

Despite the fact that the key drivers influencing the profitability of the suppliers 

were identified, the exact process through which shifts occur is complex and 

cannot be entirely included in a study at this level of analysis. Developing a more 

in-depth understanding of these changes would require a completely different 

methodological approach. Simply relying on expert opinion collected either 

through interviews or from various articles and statistics may not give an entirely 

objective picture of the true nature of the change.

7.1.2 Research question 2: What methods for increasing 
one’s power can be observed within the value 
network?

The methods used to increase one’s power within the supply network were 

analyzed mostly from the viewpoint of the food retailers. The main methods 

identified for the retailers are establishing private label brands in order to 

increase the freedom to choose their suppliers and increasing sourcing volumes 

through centralized sourcing organizations

A number of factors increasing the suppliers' power were also identified. Brand 

development is the method most commonly used by the suppliers to actively 

improve their power position in the value network. It is also the most important 

in regards of the benefits gained when compared to the effort needed. The 

number of suppliers is also important for the power balance, but it is much more 

difficult to influence by a single supplier.

In analyzing the repertoires used by the retailers and other value network tiers, 

an imbalance could be observed. The members on one level of the value 

network have only very limited power to influence the development of the other 

tiers. It is extremely difficult for the suppliers or raw materials producers to 

influence what happens among the retailers. In most scenarios only by
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positioning the products up-market and by building strong brands they have a 

possibility of controlling a portion of the power in the supply network. On the 

other hand, the retailers are currently often in a stronger competitive position 

and able to influence the suppliers for instance through the introduction of new 

private label products.

For this research question as well, a lower-level empirical analysis charting the 

methods actually used by individual actors could provide valuable insights. 

Although this study identified the methods typically mentioned by industry 

experts and various articles, it is likely that the actual scale of activities is much 

larger, even if the impacts of many of them are negligible on a wider scale.

7.1.3 Research question 3: What are the current key trends 
among the food retailers and how can they change in 
the future?

The third research question was mainly covered in chapter 4, as the trends 

identified through the expert interviews and the collected data were presented. 

The interactions between these trends were discussed in chapter 5. 

Furthermore, the similar trends were grouped together to form the driving 

forces and a framework of the causal impacts of these trends was developed.

As illustrated, the trends can be divided into three main categories: growing 

consumer demand, internationalization of the actors within the retail market and 

the utilization of modern retailing procedures. Each of these trends consists of a 

number of factors; an illustration of the most important relationships is 

presented in a causal tree in Figure 5.1. There are also a number of 

interdependencies between the trends; due to this the effects of one trend 

cannot be entirely separated from others in many cases.
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7.1.4 Research question 4: How will these potential future 
changes influence the other tiers within the value 
network?

Research question number four, the impact of future changes in the identified 

trends was analyzed by building the scenario framework and causal tree 

presented in chapter 5. The impact of each of the scenarios is analyzed in detail 

in chapter 6.

The increasing share of modern firms and procedures within the food retail 

market reduces the power of the suppliers. This trend is partly offset in cases 

where rising consumer demand boosts the sales of big-brand products, in which 

the suppliers control the brand and thus yield more power within the value 

network. The power of the suppliers increases if the markets are closed to 

international entrants at some point. The worst case for the suppliers is a market 

with decreasing consumer demand dominated by international retailers. This 

tends to shift consumer demand towards the low-price private labels, decreasing 

the suppliers' power significantly.

7.2 On the validity and reliability of this study

Forming a comprehensive yet sufficiently simple framework of the trends in a 

complex industry environment, such as the one that currently exists in the 

Russian and Baltic food retail markets, is at best difficult. The scenario 

development approach offers a good tool for structuring such a situation with a 

great number of variables changing simultaneously, but its results are also 

dependent on the ability of the scenarios to identify the key factors and their 

roles in the total development. Despite this, the approach allows taking a great 

variety of factors into account in the initial stages of the process, thus reducing 

the risk of relevant factors being left outside the scope of the study. This 

improves the validity of the items eventually chosen for further analysis in the 

following steps.
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7. Discussion

As stated in chapter 0, the probability of the scenarios occurring is not a key 

determinant in analyzing their quality. Rather, success in scenario development is 

measured by the internal consistency of the scenarios, as well as the 

comprehensiveness of the framework used as a basis for creating them (Schwartz 

1991). The very nature of scenarios makes assessing their reliability difficult, as 

they are by definition states that do not currently exist and most likely never will 

in their pure form.

A common method for validating the end scenarios commonly described in the 

scenario literature (e.g. van der Heijden 1996) is organizing an expert panel in 

which the results are presented to and commented by industry experts. The 

results of this study were validating by presenting the trends identified, the 

scenario framework and the end scenario to industry experts responsible for 

cartonboard sales in Russia. No clear deficiencies in the scenario framework or 

the end scenarios were highlighted in the discussion, which reinforces the 

credibility of the research results. The comments of the industry experts were 

helpful in refining a number of aspects in the end scenarios and in further 

highlighting significance of some of the trends and factors identified in the analysis 

of the current market situation.

7.3 Conclusions

It can be concluded that the research questions presented in section 1.2 have 

been answered satisfactorily. In case of question one, the need for further 

understanding of the mechanisms which transmit the changes through the value 

network became apparent, but few theories have so far been presented on this 

and it is unlikely that a complete picture of the entire field was gained through 

the methods used in this study. Also for research question two, it is likely that a 

number of the activities used to increase one’s power within the value network 

were not mentioned by the industry experts interviewed or in the retail journals 

and newspaper articles. The empirical mapping of these methods used to could 

provide valuable insights.
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7. Discussion

The main contribution of this study is on the understanding of the structure of 

the driving forces influencing the future development of the food retail market in 

the Baltic countries and Russia. The end scenarios can serve as ‘memories of the 

future* (Schwartz 1991) and thus help in understanding the significance of 

observed changes in the market. While the main contributions of this study are 

no doubt specific to the food retail industry and the adjacent value network, the 

identified significance of the changes occurring at one level of the value network 

for the other tiers as well has a wider significance both for academic research 

and for managers operating in industries where value networks play an important 

role.

In the future, doing a more in-depth analysis of the interactions among the actors 

at different levels in the value network could provide valuable insights into how 

the shifts in the power structure of the value network occur and how they affect 

the firms’ profitability and behavior. For instance, the theories and methods of 

the competitive dynamics stream of strategic management research could 

provide valuable insights into the actual process through which the power shifts 

occur. Analyzing the actions of the firms on a more detailed scale is likely to 

provide a much deeper understanding of the processes taking place throughout 

the value network.

In addition, the importance of macroeconomical and institutional factors on 

international firms’ willingness to enter the markets and do investments was 

clearly evident in the analysis of the different scenarios and also in the empirical 

data collected. Isolating the individual factors and analyzing their impacts could 

provide valuable and interesting insights for future forecasts on the 

modernization of developing markets.
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